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' ‘@; Office Memorandum

TO : Mr, G, 4, Costanzo DATE: December 1, 1955,

FROM : A, FOZW
\

SUBJECT: C 4 the Be n

In accordance with your instructions, I am summarizing herewith the
information that is available on the behavior of the cruzeiro exchange
rates for the Belgian franc during the recent past, and on the possible
effects on these rates of the recent agreement between Brazil and the
Benelux Union, under which Belgium and Luxembourg became members of the
so-called Area of Limited Convertibility,

Sinee 194¢, when Brazil declared the cruzeiro parity, and until
October 9, 1953, orderly cross rates were maintained among all currencies
end the "parity" rate for the Belgian franc was Cr§0,37 per franc, the
selling rate being Cr§0,38, while the buying rate was Cr$0,36, The changes
in the Brazilian exchange system introduced in October 1953 and subsequent
modifications have affected cross rates and the relative position of some
currencies vis-a-vis others, The export and import rates have also been
affected but in a different degree and at varying times,

A, Export rate.

Starting on August 14, 1954, the effective export rates of Cr$23,36
and Cr$28,36 resulting from the two export bonuses of Cr§5.,00 per USHl—
or its equivalent in other currencies-—~for exchange proceeds of coffee exw
ports and Cr$l0,00 per US$l for exchange proceeds of all other exports—
thet had been established in October 1953--were applied to 80 per cent of
export proceeds, For the remaining 20 per cent the equivalent of the free
market rate of the previous day applied, Since cross rates were not main-
tained in the free market the effective export rates resulting from the new
system were also broken,

On November 12, 1954, the Brazilian authorities fixed the effective
rate for coffee exports for all currencies., For other export products,
the link with the free market was maintained, In establishing the fixed
bonus, the authorities sought to maintain both the absolute levels of the
effective rates and the relative position of the various currencies vis—a-
vis each other which prevailed previously,

In the free market, the cruzeiro rate for the Belgian franc was less
depreciated than for the U,S, dollar, and the effective export rate for the
Belgian franc was therefore actually less depreciated than the U,S, dollar
and some other currencies, The following were the bonuses established on
November 12, 1954 for the various currencies:
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(Cruzeiros per unit of foreign currency)

3 Equivalent in Effective
onus U,5, dollars rate
U.,38, dollar 13,14 13,14 31,50
Pound sterling 36,792 13,14 31.50
Swiss franc 3,064 13,11 31.47
Swedish kronor 24294 11,87 30423
Agreement dollar 11,86 11,86 30,22
Icelandic pound 33,208 11,86 30,22
French franc 0,0338 11,83 30,19
Danish kroner 1,7014 11,75 30,11
Belgian franc 0.235 11,75 30,11

The mixing arrangement continued to be effective for exports other than
coffee exports,

On Januery 17, 1955, four categories of exports were set up, with
different sets of two bonuses for each category, one for convertible
currencies and pounds sterling and one for other currencies, This change
in the method of fixing effective rates resulted in the unification of
the bonus to be paid on the exports grouped in the first category, for
currencies other than the convertible currencies and the pound sterling,
at the level of the bonus for agreement dollars, so the positicn of cert=
ain currencies, such as the Belgian franc, was improved in the sense that
exports by Brazil to Belgium were facilitated,

A difference or discrimination of approximately 4 per cent was est-
eblished between exports to be peid in convertible currencies and pounds
sterling and those paid in other nom~convertible currencies.

The resulting effective export rates were the following:

(Cruzeiros per U.S., dollar or its equivalent)

Export Effective Rates Difference between §~-E and other

Category yUs$ and £ OCther Absolute Per Cent
I 31,50 30,22 1,28 406
% 8 37,06 35.55 1,51 4,07
III 43,06 41,31 1,75 406
v 50,06 48,03 2,03 4,06

On July 5, 1955, exports in German agreement dollars were granted the
same rate as those paid in convertible currencies and the pound sterling
and in dugust, 1955, with the establishment of the go-called "limited cone
vertibility area", the same treatment was extended to the Dutch guilder,
The recent inclusion of Belgium and Luxembourg in the area of limited con-
vertibility results in the cruzeiro export rate for the Belgian franc
actually being depreciated by about 4 per cent, Since now the effective
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export rates that apply to Brazilian exports to the Benelux Union are the
same rates applicable to exports in convertible currencies, any difference
or discrimination against the Belgian franc has been abolished, orderly
cross rates having been re-established among the Belgian franc, the U,S,
dollar, the pound sterling, the Dutch guilder and the Reutsche mark,

B, Zlmoort rateg

On the import side, orderly cross rates for the Belgian franc were
naintained until October 1953 when the auction system was established,
but have been broken since then, except in the case of some imports that
are not subject to the auction procedure, such as newsprint, wheat, govern-
ment imports and others,

The effective rates for imports under the auction system are obtained
by adding the price paid for the exchange certificate (auction bid) to the
official selling rate of Cr$20,70 per US$l (Cr$20,3256 until December 31,
195) or its equivalent,

The price of the exchange certificates in the auction market is the
result of the demand of the public on the one hand and a fixed supply
resulting from a number of administrative decisions on the other, These
administrative decisions are those taken by the authorities as to the total
value of exchange offered for auction; the proportion of exchange allocated
to each category; the commodity composition of the categories, ete, Thus
this price varies from currency to currency, from one auetion to another,
and from city to city, Cross rates are broken,

As it can be seen from the attached tables that show the auction
premia realized in the Stock Exchange of Rio de Janeiro during the last
eight auctions for which data is available, the effective import eruzeiro
exchange rates for the Belgian franc have been less depreciated than those
for other currencies such as the U,S, dollar and the limited convertibility

currencies,

Only a rough indication of the magnitude of the less depreciated
position of the Belgian franc vis-e-vis the U,S. dollar and the linited
convertibility currencies is possible, due to the continued Fluctuation
of the auction premia, Taking the effective rates resulting from the last
auctlion in September (the last auction in which Belgian francs were aucte-
ioned for all five categories) the following table has been prepared:

Lowest effective exchange rates resulting from the last auctlon
in September in the Stock Exchange of Rio de Janeiro of the indicated currencies,

(Cruzeiros per U,S, dollar or its equivalent)

Weighted Import Categories
Average E 11 101 IV i 58
Limited convertibility 129,51 94,20 119,20 153,70 201,50 427,20
currencies
U.,S, dollars 118,50 92,70 106,30 169,70 236,30 306,70

Belgian francs 98,94 69,30 105,70 108,70 126,70 191,70
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4bsolute difference between the Belgian franc effective import rates
and those for the limited convertibility currencies and the U.S, dollar

(Cruzeiros per U,S, dollar or its equivalent)

Weighted Inmport Categories
Avereage I 1T 111 v v
Limited convertibility 30,57 24490 13,50 45,00 134,80 235,50
currencies
U,S, dollars 19,56 23,40 0,60 61,00 110,10 115,00

Percentile differcnce between the Belglan franc effective import rates
and those for the limited convertibility currencies and the U,S. dollar

Weighted Import Categories
Average I % 2 I1T Iv 7
Limited convertibility 30,89 35,91 12,77 41.39 106,39 122,33
currencies
U.,S, dollar 19,67 33,76 0.57 56,11 86.90 59499

From the above tables it is apparent that the recent inclusion of Belgium
and Luxembourg in the area of limited convertibility results in the effective
cruzeiro import rates for the Belgian franc actually being depreciated by
approximately 30 per cent, assuming that the rates for limited convertibility
currency would remain unchenged,

4 possible reason for the very large spread between the Belgian franc
effective import rates and those for the limited convertibility currencies
may be the fact that the total amount of exchange of limited_gonvertibility
currencies that has been offered for auction is rather smalls/, and to the
fact that, for a certain period immediately prior to the announcement of
the currencies pool, no exchange of any of the countries involved was auct-
ioned, For instance, no German dollars had been auctioned since May 1955
and pounds sterling and Dutch guilders were not auctioned for a much longer
period.

On November 24 the first auction of limited convertibility currencies
since Belgium became a member of the pool was held in Rio de Janeiro, On
the same day U,S, dollars at 120 days were also auctioned, The average
auction premia registered are reported to have been the following:

Cruzeiros per U,S, dollar or its equivalent

Category U.S. dollar Limited convertibility

currencies

i 69,05 67,00
II 81,25 76,70
TIT 150,80 118,50
v 200,80 203,00
v 300,75 321,00

German sgreement dollars alone were once being auctioned at the rate of
$2 million per week,
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The apparent reduction of the spread between the effective rates for
the U,3, dollar and the limited convertibility currencies may, in part,
be due to the inclusion of the Belgian franc in the pool—-presumably
increasing the total amount of exchange offered for auction, It is not
known, however, what part of the limited convertibility currencies bought
in the auctions mey eventually be used to pay for imports from Belgium,
since the buyer of the certificate can use it to import from any country

in the pool.



Aug, 22

Aug, 29

Sept, 5

Sept,.12

Sept.19

Sept.26

Oct, 3

QOet, 10

Amount

75,000

120,000

165,000

165,000

165,000

165,000

165,000

165,000

81,80
82,60

89,00
89,60

70,00
75.60

80,00
81,10

73.90
74450

73450
75,00

78420
81,60

80,00
80,20

1T
127,00
130,20

131,10
131,40

100,40
105,10

105,10
115,60

98,10
98.50

98,50
101,60

90,70
91.60

93.00
96,50

111 Iv
(minimum and maximum premia)
225,00 203,70
225,10 203,70
160,40 206,00
191,00 206,00
140,10 208,00
174,00 208,00
150,00 207,50
151,20 208,00
126,40 233,00
134,10 233,00
131,00 241,00
131,40 241,00
126,00 251,00
130,50 251,00
127.60 251,00
130,10 251,00

405,00
405,00

400,70
400,70

411,50
411,50

420,20
420,20

354400
354400

406,50
406,50

407,00
407,00

350,20
351.00

1/ The amount is in equivalent U,S, dollars,

country,

Normally the Stock Exchange of
Rio de Janeiro receives 30 per cent of the total amount offered in the
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Belgian francd/

Total I II III Iv v
Amount, (Minimum and maximum premia)

fug. 24 75,000 49,10 93,00 102,50 100,00 183,50
49425 95450 103,00 100,00 183,50

dug, 31 75,000 47,00 95,50 106,00 78,00 150,00

| 47,50 98,00 108,50 78,00 150,00
Sept. 6 75,000 45,10 85,00 106,00 61,00 150,50

45425 90.50 106,00 61,00 150,50

. Sept.l4 75,000 48,00 83,50 115,00 100,00 152,50
49,00 85,00 117,00 100,00 152,50

. Sept.21 75,000 52450 88,00 108,00 105,50 160,50
53.00 90,50 110,50 105,50 160,50
. Sept.28 75,000 48,60 85,00 88,00 106,00 171,00
49,30 85,50 90,00 106,00 171,00

Oct, 5 25,000 53,00 100,00 100,00 — —

54450 101,00 100,00 - -

Oct, 12 25,000 53,00 75,00 112,00 -
55400 80,50 112,00 —

1/ For the sake of comparison the data in this table have been calculated
by mltiplying the actual premia realized at auction by the relative
par value to the U,S, dollar,



Aug, 23

dug, 30

Septs 6

Sept.l13

Sept.20

Sept.27

Octe 5

Oct. 11

Total
Amount
540,000
540,000
540,000
570,000
570,000
570,000

540,000

540,000

73.80
75,30

70420
71.40

71420
75.00

72.00
73490

73.00
75.50

72,00
73460

70,00
73.80

72460
75.00

II

101,60
106,90

105,10
109,90

100,50
106,50

85,00
20,00

88,80
90,40

85460
90,10

92,10
96,00

94460
97420

ITI Iv
(mintmum and maximum premia)
158,50 211,00
170,00 211,00
160,50 197,00
182,60 197,00
156,00 204.00
164,00 205,50
160,00 203,40
162,00 204 .50
150,20 202,10
156,00 202,10
149,00 216,10
163,20 216,10
140,00 170,00
143,80 170,00
140,00 177,00
141,50 177,00

304400
308,00

284,00
284,00

286,00
286,00

275,00
278,50

280,00
282,50
286,00
290,00

302,00
302,00

281,00
302,00



DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE

For Immediate Attention
EBS/55/36

CONFIDENTIAL

August 12, 1955
To: Members of the Executive Board

From: The Acting Secretary

Subject: Exchange System - Brazil

The attached staff note refers to a change in Brazil's
exchange system as proposed in the cable from the Superintendency
of Money and Credit quoted therein.

It is proposed not to place this matter on the agenda
unless an Executive Director so requests by the close of business
on Wednesday, August 17, 1955. In the absence of a request for
formal consideration, a decision along the following lines will
be inserted in the minutes of the next subsequent meeting of the
Executive Board:

"l. The Government of Brazil has consulted
the Fund on the transfer of penicillin in bulk,
penicillin for injections, and other forms of
penicillin including mixtures with streptomycin
to Category V of the present classification of
import products.

"2. The Fund does not object to the
changes proposed by Brazil and will remain
in consultation with the authorities."

Att:(1)



CONFIDENTIAL

INTERNATIONAL MONETARY FUND

Brazil: Change of Import Category for Certain Commodities

Prepared by Western Hemisphere Department and
Exchange Restrictions Department

Approved by Gabriel Ferras and Jorge Del Canto

August 12, 1955

The following cable dated August 11, 1955, from the Superintendency
of lMoney and Credit was transmitted to the staff by the Executive Director
for Brazil: ; j ;

"PLEASE REQUEST APPROVAL BY EXECUTIVE BOARD INTERNATIONAL MONETARY
FUND OF THE 'INSTRUCTION' WE WILL ISSUE TRANSFERRING TO FIFTH
CATEGORY INSTRUCTION 118 FOLLOWING PRODUCTS: PENICILIN BULK;
PENICILIN FOR INJECTIONS; AND OTHER FORMS OF PENICILIN INCLUDING
MIXTURES WITH STREPTOMYCIN STOP OTHER MIXTURES OF ANTI-BIOTICS,
NOT SPECIFIED, EXCEPT THOSE MIXED WITH PENICILIN REMAIN.IN FOURTH
CATEGORY STOP 9 A

PRUDENTE MORAIS NETOM

Since the effective import rates result from the addition to the
selling ratesl/ for the cruzeiro--Cr$ 20.702--of the auction "agio" or the
amount bid in public auction for the respective promise to sell exchange,
and since this second element fluectuates rather sharply from auction to
auction and even within a single auction, it is hot possible to indicate
the percentage change in the rates that will result from the proposed shift.

On the basis of the available data (the weighted average effective
import rates for U.S. dollars in all' stock exchanges in Brazil up to April
1955) it appears that this measure would involve an increase in the effective
import rates applicable to the above-mentioned commodities of perhaps over
50 per cent. In the case of penicilin in bulk, which would be shifted from
Category III into Category V in the proposed measure, there would be an
increase in the effective import rate of approximately 40-~50 per cent.

The Brazilian Government has not communicated any specific reasons for
the proposed measure which, however, appears to be in line with the general
trend of recent adjustments in the export and import categories aiming to
keep exports moving and to economize foreign exchange by discouraging the
importation of those commodities whose relative essentiality to the country's
economy have diminished. The Brazilian production of such products has
increased recently. 0,

No data are available on the value of Brazilian imports of the com-
modities affected by the proposed shifts but it is believed to represent
a rather small percentage of total imports.

1/ The selling rate for private imports is the sum of the official selling
rate of Cr$ 18.82 and the 10 per cent remittance tax.
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@ Office Memerandum

Mr, H. Merle Cochran, Acting Managing Director pATE: August 11, 1955,

0. Paranagua, Executive Director
Brazilian Exchange System _

I wish to commmnicate to you as Acting Chairman of the
Board a telegram just received from the Superintendency of Money
and Credit,

Iranglation:

PLEASE REQUEST APPROVAL BY EXECUTIVE BOARD INTERNATIONAL MONETARY
FUND OF THE "INSTRUGTION' WE WILL ISSUE TRANSFERRING TO FIFTH
CATEGORY INSTRUCTION 118 FOLLOWING PRODUCTS:
PENICILIN IN BULK; PENICILIN FOR INJECTIONS; AND OTHER FORMS OF
PENICILIN INCLUDING MIXTURES WITH STREPTOMYCIN STOP OTHER MIXTURES
OF ANTI-BIOTICS, NOT SPECIFIED, EXCEPT THOSE MIXED WITH PENICILIN
REMAIN IN FOURTH CATEGORY STOP

PRUDENTE MORAIS NETO




Copy of telegram received by Mr. Paranagud on August 11, 1955 from the
Superintendency of Money and Credit, Rio de Janeiro, Brazil,

WAL/AUG 11 VIA ALL AMERICA CABLES
EW688/RIX34BIRIODEJANEIRO 53 11 218P

INTERFUND FOR CCTAVIO PARANAGUA
WASHINGTONDC

SOLICITAMOS PEDIR APROVACAC JUNTA DIRETORA FUNDO INSTRUCAO VAMOS BATIXAR
TRANSFERINDO PARA QUINTA CATEGORIA INSTRUCAO 118 SEGUINTES PRODUTOS:
PENICILINA AGRANEL, INJECOES PENICILINA, OUTRAS FORMAS PREPARO PENICILINA
ASSOCIADCS, PENICILINA COM ESTREPTOMICINA PT
COMUNICAMOS CONTINUAM CLASSIFICADAS QUARTA CATEGORIA "ASSOCIACOES DE
ANTIBIOTICOS NAO ESPECTIFICADOS EXCETO COM PENICILINA™

PRUDENTE MORAES NETO
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INFORMACAO DA CARTEIRA DE CAMBIO DO EANCO DO BRASIL

' ,Rocdﬁsnmduuﬁitrmho&uﬂ.mdouymm
B e S — o *

R (convertidas em délares)
DEC “1FIES DECLASSIFIED
w e Avep Sivgh % /306 ~ ARBITRAVEIS COMPENSADAS

—— 12 Trimest $ 100,657,655.00 187,575,215.00
. 2100.038.&17.N lﬂl,O%.S!B.OO

R
©«0ela«a

Posigéo Gbl'll’bl Compromissos Cambiais

(Posigéo de climbio, promessaé de venda de climbio, atrasados co-
merciais, e prioridades de fornecimento de c@mbio registradas
na SUMOC e outras quantias de coberturs a praso.)

ARBITRAVEIS TODAS AS MOEDAS

(arbitraveis in-
cluidas)
B 3V a55 1,388,437,158.00 1,942,420, 830.00
30 = VI - 58 1,387,249, 713,00 1,898,534, 988,00
31 - VII - 55 1,368,625, 268.00 1,850,722, 612,00
1 Melhor de 19,800,000.00 91,700,000, 00

August 6, 1955



@ Office Memorandum

TO :  Mr, Friedman DATE: August 2, 1955
FROM 0. Donner
SUBJECT: Brazil - Change in Regime Applicable to German Agreement Currency.

In your memorandum of July 12 to Mr. Lueck you asked a few questions
concerning the new Germany-Brazil payments agreement. After consultation with
my Government I have the following to reply to these guestions:

Ad your question 1:

The currency of the new July 1, 1955 payments arrangement, which became
effective on August 1, is the partly convertible DM (BEKO-Mark). The degree
of its transferability is basically ruled by the provisions governing the
BEKO-Mark., However, during the first stage (a short transitional period), the
DMark is bilaterally restricted to the extent that Brazil will use it only for
payments to the Federal Republic. The multilateral system (second stage) will
be introduced as soon as Great Britain and the Netherlands have made similar
arrangements with Brazil.

Ad your questions 2 and 5:

The new Agreement provides for a temporary line of credit established
by the Bank deutscher Linder in favor of the Banco do Brasil up to a limit of
DM 80 million in a special credit account. Since - beginning August 1, 1955
and continuing until such time as the balance of the old account (amounting to
about $28 million) has been reimbursed to the Bank deutscher L#nder - all
German payments to Brazil will be paid into the old US-dollar account, the
aforementioned credit is to enable Brazil to resume the auctioning of certifi-
cates for imports from Germany which was discontinued on May 9, 1955.

Ad your question 3:

Germany is allowed to reexport Brazilian commodities into third countries.
However, in the case of reexports in freely convertible currencies, payments
to the Brazilian suppliers must be made in these currencies. Brazil is further-
more entitled to deny the reexport into such countries with which it has
bilateral arrangements, if the reexports would hamper the fulfillment of the
obligations under such bilateral arrangements.

Ad your questions 4 and 5:

The free market for Brazilian accounting dollars will continue to exist
until the Germany-Brazil US-dollar account is liquidated and the market in
free accounting dollars thereby automatically disappears. The German authorities
expect the US-dollar account will be closed within six months, at the latest.



August 2, 1955

TO H Mre Friedman

FROM O« Donner
SUBJECT s Brazil — Change in Regime Applicable to Germen Agreement Currency.
In your memorandum of July 12 to Mr. Lueck you asked a few qguestions

concerning the new Germany-Brazil payments agreement, After consultation with
my Government I have the following to reply to these questions:

Ad your question 13

The currency on the new July 1, 1955 payments arrangement, which became
effective on August 1, is the partly convertible DM (BEKO=Mark). The degree
of its transferability is basically ruled by the provisions governing the
BEKO-Mark, However, during the first stage (a short transitional period), the
DMark is bilaterally restricted to the extent that Brazil will use it only for
payments to the Federal Republic, The multilateral system (second stage) will
be introduced as soon as Great Britain and the Netherlands have made similar
arrangements with Brazil,

Ad your questions 2 and 5:

The new Agreement provides for a temporary line of credit established
by the Bank deutscher Lander in favor of the Banco do Brasil up to & limit of
DM 80 million in a special eredit account, Since —-beginning August 1, 1955
and continuing until such time as the balance of the old account (amounting to
about ;28 million) has been reimbursed to the Bank deutscher Lander - all
German payments to Brazil will be paid into the old US=dollar account, the
aforementioned credit is to enable Brazil to resume the auctioning of certifi-
cates for imports from Germany which was discontinued on May 9, 1955,

Ad your question 33

Germany is allowed to reexport Brazilian sommodities into third countries,
However, in the case of reexports in freely convertible currencies, payments
to the Brazilian suppliers must be made in these currencies, Brazil is further-
more entitled to deny the reexport into such countries with which it has
bilateral arrangements, if the reemports would hamper the fulfillment of the
obligations under such bilateral arrangements.

Ad your guestions 4 and 53

The free market for Brazilian accounting dollars will continue to exist
until the Germany=-Brazil US-dollar account is liquidated and the market in free
accounting dollars thereby automatically disappears. The German authorities
expect the US-dollar account will be closed within six months, at the latest.
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EBD/55/110

August 1, 1955

Toi Members of the Executive Board
From: The Acting Secretary

Subject: New German Brazilian Agreement

There follows for the records of the Executive Directors the text
of the statement made by Mr. Donner at Meeting 55/50.

On May 27, 1955, in concluding its 1954 consultations with
Germany, the Fund reccmmended that consideration should be given
to the early removal of the existing special arrangement concerning
the German-Brazilian accounting dollar,

On the basis of new German-Brazilian agreements made in Rio de
Janeiro on July 1, 1955, the special arrangement mentioned will
shortly come to an end, Under the new arrangements, the account of
the Bank deutscher L¥nder with the Banco do Brazil, now in the amount
of about US$28 million, will be liquidated through payments for
deliveries of Brazilian goods, and in future no payments will be made
by Brazil into the account, The period for liquidation of this
account will be less than six months, so that in 1956 a special
arrengement with Brazil in the sense of paragraph 4 of the Fund's
recommendations will no longer exist,

Moreover, the new German-Brazilian agreement provides that all
payments between the Federal Republic of Germeny and the Land Berlin
on the one hand, and the United States of Brazil on the other, may be
made through partly convertible IM-Accounts, or in other currencies
to the extent that the regulations of the two countries governing
international payments allow, The Fund is familiar with the meaning
of the partly convertible DM Accounts, which is explained in the 1955
Report on Exchange Restrictions on page 152, paragraph 2 of the section
on Germany,

To prevent interruption of trade between the two countries, the
Bank deutscher Lander has extended the Banco do Brazil a temporary
credit of DM 80 million, to which recourse may be made by withdrawals
from a DM-Special Account, The credit is repayable at 3% interest at
the6rate of at least IM, 1,5 million monthly, beginning with February
1956,



OUTGOING MESSAGE

INTERNATIONAL MONETARY FUND

FOR PREPARING OFFICER Washington 6, D. C.
meight Letter
[] Ordinary
D Code
SPECIAL INSTRUCTIONS T _Yyuhente ds Novess, Neve
EXecutive Director

| SBuperintendency of Money and Credit
| "Rio de Janeiro, Brazil

Executive Board took following decision today:
QUOTE 1. The Government of Brazil has consulted the Fund

on the tramsfer of leaf tobacco and sawn pline wood to Category
III, and of finished pine, cured skins and hides, other types

' of wood, carpnauba wax, cocoe cakes, iron ore, menganese ore,
Cleared with tantalite, columbite, monazite, piezoelectric quartz, scheelite,
Mr. Horne magnezite, mica and zirconium to Category IV of the present

classification of export products.

2. The Fund does not object to the changes proposed by
Brazil and will remain in consultestion with the authorities,
particularly in regard to the discriminstory currency aspects
of the export rate structure UNQUOTE

EBM/ 55/ 50, T1/30/ 55

EBS/55/33, Sup. 1,
7/ 28/ 55 Cochran

Acting Menaging Director

.‘B,r. Hodel

Department M_
Date —July 30, 1955

AUTHORIZATION
. ce: Mg, Dir,

Dep, Mg. Dir,

H. MERLE COCHRAN Mr. Paranagus
Signature WHD

ERD

LEG

RES

TRE

SEC

Second Signature When Required

FOR CODE R??A'A

Time Received
Time Dispatched

Number of Wor
Log ié‘lwmm_

Route —

Operator

15 AM
IIT 0 B
119




DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE
For Immediate Attention

EBS/55/33
Supplement 2

CONF IDENTTAL

July 29, 1955

o3 Members of the Executive Board
. From: The Acting Secretary

Subject: Exchange System - Brazil

Some Executive Directors have requested that the adoption
of the decision set forth in page 2 of EBS/55/33, Sup., 1 be deferred,
Accordingly, the draft decision is not deemed to have been approved
as proposed in the memorandum, A further memorandum by the staff
will be circulated at a later stage,
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For Immediate Attention

To Members of the Executive Board
From: The Acting Secretary

Subject: Exchange System - Brazil

DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE

I"’Hﬁ s. ’Piodnan

EBS/55/33
Supplement 1

CONFIDENTTAL

July 28, 1955

. Attached for the Executive Directors?! consideration
are the staff's analysis and a draft decision regarding the
proposal from Brazil (EBS/55/33). The Acting Managing Director
does not propose to bring this matter to the agenda for discussion

unless an Executive Director so requests,

In the absence of such

request by noon on Friday, July 29, 1955, the proposed decision
will be deemed approved by the Executive Board and will be
recorded in the minutes of the next meeting thereafter.

Att: (1)
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Approved by Irving S.'Friedman and Jorge Del Canto -
July 28, 1955

By a cable of July 28, 1955, the Brazilian Government has informed the
Fund of its intention to shift leaf tobacco and sawn pine wood to Category
III and finished pine, cured skins and hides, "other types of wood" , car-
nauba wax, cocoa cekes, iron ore, manganese ore, tantalite, columbite,
monazite, piezoelectric quartz, scheelite, magnezite, mica and zirconium
to Category IV of the present classification of export products. (see

EBS/55/33)

By this measure, the effective export rates applicable to the commo-
dities mentioned asbove will be raised, as indicated in Table 1 attached.

The effective rates will be increased for export proceeds in all cur-
rencies by: 35 per cent for finished pine, other types of wood, carnauba
wax, iron ore, manganese ore, tantalite, columbite, monazite, and -piezo-
electric quartz; and by 16 per cent for leaf tobacco, sawn pine wood, cured
skins and hides, cocoa cakes, scheelite, magnezite, mica and zirconium.

The percentage of discriminatory differential in favor of convertible
currencies, sterling and Deutschemarks l/ appears to remain unchanged for
all these commodities at about 4 per cent. -

The attached Table 2 indicates the value of exports in 1953 and 1954
of the commodities affected by the proposed shifts. On the whole, these
commodities account for a little less than 10 per cent of the total value
of Brazilian exports. The commodity breakdown, so far as available, is as
follows: Leaf tobacco, 1.20 per cent; sawn pine, 3.00 per cent; skins and
hides, 1.00 per cent; carnauba wax, 1.25 per cent; cocoa cakes, 1.00 per
cent; iron ore, 1.50 per cent; and other minerals, 1.20 per cent.

While mineral exports go primarily to the United States and sawn pine
to Argentina, the other commodities mentioned do not have any definite
destinational bias.

l/ Deutschemarks have recently been given the same treatment and bonus
as for U.S. dollars and pounds sterling. (See EBS/55/28.)
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The Brazilian Government has not communicated any specific reasons
for the present steps. From infoffiation obtained by the Fund staff
during the Article XIV Consultations discugsions in Brazil in lMay 1955,
however, it is known that the cost of production of most minor exports has
been rising recently and that some relief to the exporters was considered
necessary by the authorities. In addition, the world prices for some com-
modities 1like cacao and hides and skins have shown & declining trend
recently, and this may have motivated the proposed export rate changes.

In view of the difficult payments position of Brazil and the need
to keep exports moving, the staff recommends that the Fund may teke a
decision not to object to the proposed shifts of commodities to higher
export cetegories. Since the shifts still do not modify the discriminatory
currency aspects of the export rate structure, however, the decision could
appropriately leave open the possibility of examining these and other .
aspects of the changes on the occasion of the next Article XIV Consultations
with Brazil. R

Accordingly, the staff recommends the following decision for the
- consideration of the Executive Board: : - - :

1. The Government of Brazil has consulted the Fund on the transfer
of leaf tobacco and sawn pine wood to Category III, and of finished pine,
cured skins and hides, other types of wood, carnauba Wax, cocoa cakes,
iron ore, manganese ore, tantalite, columbite, monazite, pilezoelectric
quartz, scheelite, magnezite, mica and zirconium to Category IV of the
present classificatl u of export products.

2. The Fund does not object to the‘dhanges proposed by Brazil and
will remain in consultetion with the authorities, particularly in regard
to the discriminatory currency aspects of the export rate structure. : ‘




Present Present effective rate Proposed Proposed effective rate

£ % 4 & export (Cr$ per USS$) export (Cr$ per US$)
Commodity : ~ category’ For export 1 category For export
: . proceeds in o s i o proceeds in
convertible For export . = ° convertible For export
currencies, ' proceeds in - e currencies proceeds in
sterling, other - - 3 sterling, other
R and M currencies and DM currencies
1. Leaf tobacco : II 37.06 35.55 IIT . 43.06 41.31
2. Sawn pine wood . N - 11 37.06 3555 : = & 43.06 41.31
3. Finished pine . - S 11 37.06 35.55 v - 50.06 48.03
4, Curéd skins and: hides A III 43.06 41.31 v 50.06 48.03
5. Other types of wood ;i II 37.06 35.55 v 50.06 48.03
6. Carnauba wax II 37.06 35.55 Iv 50.06 48,03
7. Cocoa cakes ' IIT 43.06 41.31 v 50.06 48.03
8- Iron ore, manganese ore, ) P
13. tantalite, columbite, ) '
_ monazite,. and piezo- ) II 37.06 35.55 v . 50.06 48.03
h{ electric guartz ) ) ] - :
14~ Scheelite, magnezite, . ) , : : - i BN
17. mica, and zirconium ) 1t 'h3~96' .‘§1531 v '50.06 48.03
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Table 2, Brazil: Value of Exports of Selected Commodities
‘ ~-to All Destinations

(In thousands of U.S, dollars)

] Increase ()
Jan-Dec Jan-Dec  Decrease (-)
1954 ; 1953 in 1954

I, From Category II to Catecory III

Tobaceo ; 18,265 22,958 44693
 Pine weod i 37,514 51,192 ~13,678
Total 95,773 74,4150 -18,371

II, Trom C.tegory III to Caﬁcﬁcrv IV

Finished Pine - n.a, N.2,. N3,
Cured Skins and Hides 11,266 20,21/ -8,948
Other types of wood NeBe - n.a, N.8,
Carnauba wax. | ¥ 16,113 16,431 -318
Iron Ore 3 - 21,421 25,748 -49327
llanganese Ore 3,061 5,485 -2 4424

" Tantalite - Nn.a, N,a, N.a,

- Columbite i N8, BB fi B
Monazite Y8 N8, N.8,
Quartz , o " 1,578 2,741 -1,163
Cocoa cakes ' Hie: § - N8 DB
Scheelite ‘ 1,859 ° 5,773 -3,914
lle.gnezite n.,a, Nel, n 8
1ica 303 347 =L,
‘Zirconium N2, n.a, n,a.
Total ; 55,600 76,739 -21,138
Total Exports Shifted 111,380 150,889 -39,509

‘Total Exports | 1,550,028 1,732,280 ~-182,252

Source: I‘v]in:u’.s,’c,ry_of'-'-‘Finance,~ Economic and Financial Statistical Service,
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For Immediate Attention EBS/55/33
Irvine 8, Friedman

CONFIDENTIAL

July 28, 1955

Toig Members of the Executive Boaxrd
From: The Acting Secretary

SubJject: Exchange System - Brazil

The attached communication from Brazil was transmitted
by Mr. Paranagua to the Acting Managing Director this afternoon,
The staff is preparing a brief paper containing a recommendation
which will be circulated to the Executive Directors as soon as
practicable,

Att: (1)



Translation

Lt INTERFUND OCTAVIO PARANAGUA
WASEINGTON DC

We agk approval Executive Board of International Monetary Fund for
instruction we are issuing by which the following products are transferred
to Category III Instruction 112:

Leaf tobacco; sawn pine wood (chips, shingles, quebradinhos;
planks plan=d on cne, two or more sides, bores ard unassembled
crates of standard and unztandard sizes, "shorts and ends'"-aleo
known as "medleiras curtas" that is pieces of any nonstandard
width up to seven and three quarters feet in length),

In the fourth Category will be classified:

Finished pine (beams, flooring, broom sticks, solid and veneered
frames, baseboards, tacos for the floor, moldings, thresholds;
staves tops and bottoms for barrels, and unassembled barrels);
cured skins and hides (raw materials for making shoes, upholstery,
and other leathercrafts; other types of wood; carnauba wax; iron
ore; manganese ore; tantalite; columbite; monazite; piezo-electric
quartz; cocoa cakes; scheelite; magnezite; mica and zirconium,

Prudente de Moraes, Neto
Executive Director
Superintendency of Money and Credit
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0 * Mr, Ivar Rooth , Maﬁ;éfﬁéuDirébtor
FRM : 0, Paranagud 0—4

r/.

SUBJECT: Brazil - Exchange System

I have just received the following cable " from Brazil,
As the Exedutive Board is beginning its Annual Recess, I
think it would be advisable to have this matter communicated to the

Board this afternoon,

Translation:

Lt INTERFUND OCTAVIO PARANAGUA
WASHINGTONDC

WE ASK APPROVAL EXECUTIVE BOARD OF INTERNATIONAL MONETARY FUND FOR
INSTRUCTION WE ARE ISSUING BY WHICH THE FOLLOWING PRODUCTS ARE
TRANSFERRED TO CATEGORY III INSTRUCTION 112:

LEAF TOBACCO; SAWN PINE WOOD (CHIPS, SHINGLES, QUEBRADINHOS,
& PLANKS PLAINED ON ONE, TWO OR MORE SIDES, BOXES AND UNASSEMELED
CRATES OF STANDARD AND UNSTANDARD SIZES, “SHORTS AND ENDS" ALSO
. KNOWN AS "MADEIRAS CURTAS" THAT IS PIECES OF ANY NONSTANDARD
WIDTH UP TO SEVEN AND THREE QUARTERS FEET IN LENGTH).

IN THE FOURTH CATEGORY WILL BE CLASSIFIED:

Orig: WHD

cc: Mg, Dir, FINISHED PINE (BEAMS, FLOORING, BROOM STICKS, SOLID AND VENEERED
Dep. Mg. Dir, FRAMES, BASEBOARDS, TACOS FOR THE FLOOR, MOLDINGS, THRESHOLDS,
ERD STAVES TOPS AND BOTTOMS FOR BARRELS, AND UNASSEMBLED BARRELS);
LEG CURED SKINS AND HIDES (RAW MATERIALS FOR MAKING SHOES, UPHOLSTERY,
RES AND OTHER LEATHERCRAFTS; OTHER TYPES OF WOOD3 CARNAUBA WAX;
TRE TRON ORE; MANGANESE ORE; TANTALITE; COLUMBITE; MONAZITE; PIEZO-
SEC ELECTRIC QUARTZ; COCOA CAKES; SCHEELITE; MAGNEZITE; MICA AND

ZIRCONIUM.

PRUDENTE de MORAES NETO
EXECUTIVE DIRECTOR
SUPERINTENDENCY OF MONEY AND CREDIT

Received in Correspondence Section 7/29/55 at 6:45.



Copy of telegram received by Mr. Paranagud Thursday morning, July 28, 1955.

LT INTERFUND OCTAVIO PARANAGUA
WASHINGTONDC

SOLICITAMOS PEDIR APROVACAO JUNTA DIRETORA FUNDO INSTRUCAO ESTAMOS

BAIXANDO PELAQUAL SERAO TRANSFERIDOS TERCEIRA CATEGORIA INSTRUCAO 112

SEGUINTES PRODUTOS:
FUMO FOLHAS VG PINHO SEMI BENEFICIADO ABREPARENTESIS SARRAFOS,
RIPAS, QUEBRADINHOS, TABOAS APLAINADAS DE UMA DUAS OU MATS FACES,
CAIXAS E ENGRADADOS DESARMADOS NAS MEDIDAS CERTAS OU MULTIPLAS,
ABREASPAS SHORTS AND ENDS FECHASPAS TAMBEM CONHECIDAS COMO
MADEIRAS ABREASPAS CURTAS FECHASPAS ISTO EH PECAS QUALQUER
LARGURA NAO PADRONIZADAS ATE SETE PES ET TRESQUARTOS COMPRIMENTO
FECHAPARENTESIS

NA QUARTA CATEGORIA SERAO CLASSIFICADOS;PINHO BENEFICIADO ABREPARENTESIS
FORRO, SOALHO, CABOAS, VASSOURA TORNEADOS V@ COLPENSADO LAMINADO
GUARINICOES VG RODAPES, TACOS PARA SOALHOS, MOLDURAS, BATENTES,
ADUELAS TAMPOS E FUNDOS PARA BORDALESAS, E BORDALESAS DESARMADAS
FECHAPARENTESIS  COUROS E PELES CURTIDOS ABREPARENTESIS PRONTO
SEREM EMPREGADOS CONFECCAO SAPATOS, ESTOFAMENTOS E SEMELHANTES
FECHAPARENTESIS  ARTEFATOS EM GERAL V@ OUTRAS ESPECIES FLORESTAIS,
CERA CARNAUBA, MINERIO FERRO, MINERIO MANGANES, TANTALITA, COLUMBITA,
MONAZITA, QUARTZO PIEZO ELECTRICO, TORTA CACAU, SCHEELITA, MAGNEZITA,
MICA ET ZIRCONIO

PRUDENTE MORAES NETC
FIRETOR EXECUTIVO SUPERMOCEE



Irvine 8, Pricdmgn

Mr, Luesk July 12, 1955
Irving 8. Friedman
Bragil -~ Change in Regime Applicable to German

Agreement Currency

As indicated in EBS/55/28, the staff intends to prepare a paper on
the resent change in effective export rates applicable to the Deutschemark in
the nev Germany-Brazil payments agreement., For this purpose, it would be

. appresiated if you wonld kindly furnish the staff with information on the fol-

lowing pointsi

1, Whether the currency in the new agreement is transferable, and,
if so, the scope of its transferability;

2. ‘Whether the new agreement provides for credit facilities, and,
if so, what they are;

3. VWhether there are any commercial arrangements accompanying the
nev payments agreement, especially regarding re-exports;

4. VWhether the free market in Germany for the Brazilisn account
dollar is being continued;

5, What arrangements have been made to clear Brasil's debit
. balance in the clearing aceount under the old agreement.

If the text of the new agreement is available, the staff would, of
courpe, appreciate receiving a copy of it.

[ 1034 lro m
" Raj
* Brian Rose

Ny .

/26/2/27 eze. ol C&Aj I T I B /Py . /Cc7
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& Office Memorandum

Mr, Irving S. Friedman pate: July 12, 1955
s.7. Raj D%~
BRAZIL = Change in re a ble to Ge a A

With reference to Mr, Sacchetti's discussion with you yesterday
on the action to be taken in regard to the above matter., I discussed
the subject further with Messrs, Merwin and Brian Rose this morning.
We have worked out a revised draft to be sent to Mr, Lueck. The new
draft requests the actual text of the agreement entered into by
Brazil with Germany, It also sharpens up some of the questions,

The revised dreft, attached herewith, is for your approval,

cc.: Messrs, Merwin
Brian Rose
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Draft

7/12/55
Tos Mr, Lueck
From: Irving S. Friedman
Subjects zil « Change in me applicable man_agreement
surrency

As indicated in EBS/55/28 the staff intends to prepare a paper on
the recent change in effective export rates applicable to the
Deutschemark in the new Germany~Brazil payments agreement, For this
purpose it would be appreciated if you would kindly furnish the staff
with the—text of the new sgreememt—and information on the following
points:

1) Whether the currency in the new agreement is transferable and, -

if so, the scope of its transferability;

2) Whether the new agreement provides for credit facilities, and

if so what they are;

3) Whether there are any commercial arrangements accompanying the

new payments agreement, especially regarding re-exports;

4) Whether the free market in Germany for the Brazilian account

dollar is bheing continued;

5) What arrangements have been made to clear Brazil's debit

balance in the clearing account under the old agreement.



ot

The Managing Director July 11, 1955
Irving S. Friedman
1l « Changes in sification of dities

In connection with the suggestion to give the Brazilian Government
advance approval for shifts of minor export commodities from a "lower"
category to a "higher" category, I would like to present the following
considerations,

Recent newspaper reports indicate that there is no commodity left
in Category I1 except coffee, which would mean that sawn pine wood, leaf
tobacco, carnauba wax and bananas are either in Category III or in
Category IV. Nothing is said in these reports as to which commodities
are presently included in Category III, but it is likely that some of
those which were until recently in Category III have been shifted to
Category 1V, Should this be the case, only four or five commodities,
in addition to cotton and cocoa, may be left in Category III, In view
of these possible changes, I am wondering whether it is appropriate to
establish an arrangement of the type contemplated since it would have
a rather narrow scope. Moreover, to give advance approval shortly after
Bragil has failed to consult on the reported shifts, is a step which
could be interpreted in a sense unfavorable to the Fund.

In view of the fact that the above considerations are based only on
newspaper reports, I would suggest, as a first step, asking Mr. Paranagua
to provide the staff with information as to the present composition of
the export categories.

ec: Mr. coéhran/
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INTERNATIONAL MONETARY FUND
July 7, 1955

Mr. Del Cante

Do you see any objection
to my sending this note to
Paranagua?

ISF

%M?

Irving S. Friedman



July 7, 1955

ment ¢

As indicated in EBS/55/28 the staff intends to prepare a paper on the
recent change in effective export rates applicable to the new German currency
in the Germany-Bragil payments agreement. For this purpose it would be
appreciated if you would kindly furnish the staff with information on the

following questions:

. 1) In case the new currency is transferable, what is the scope
of the transferability? What rules have been established
on the Brazilian side for prescription of currency for
incoming and outgoing payments?

2) Does the regime for currencies other than the dollar, pounds
sterling and Deutschemarks remain unchanged? Is any change
contemplated in regard to those other currencies?



’@‘ Office Memorandum

TO

SUBJECT:

Mr, Irviag S. Friedman DATE: July 7, 1955
>4

(1.5,
JeSe R‘j & U.,Sacchetti

Brazil «~ Change in A ca to German A t Curren

As desired by you, we have prepared three drafts im commection
with the above change, including the covering memo from the Acting
Secretary to the Executive Board indicating that the staff will prepare
& paper on receipt of further imformation,

We have discussed the suggested line of action with Mr, Hexmer,
He agreed that the Braziliam change conmstituted & change in multiple
currency practices., However, he felt that from the administrative
point of view, since Brazil has mot specifically asked for Fund appro-
val, the change appeared to be one which should be acted upon with a
minimum of delay, For this reason he thought that the minor changes
procedure could be applied without awaltimg further information,
However, he said that if the Exchange Restrictioms Department felt
that further information was essential in order to produce a
satisfactory paper, he would have no objection to this course ef
action being follewed.

ATT ACHMENTS



FROM: The Acting Secretary
Tos Members of the Executive Board

The attached eable has been received from Brasil and is

. eireulated for information of the Executive Board.
The staff is trying to obtain some further informatiom om this

change in Brasil's multiple currency practices and its implications
and will prepare & paper on the subject as soon as possible, which
will inelude a2 draft decision for the consideration of the

Exscutive Board.
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To: Mr, Donner
From; Irving 8. Friedman

Subject: Brazil - Change in regime applicsble to German agreement currency

As indicated in EBS/55/ the staff intends to prepare a paper on the
recent change in effective export rates applicable to the new German currency
in the Germany-Brazil payments agreement. For this purpose it would be
appreciated if you would kindly furnish the staff with information on the
following questions:

1) Whether the new agreement currency is transferable and, if so,

the scope of its transferability;

2) Whether there are eny commercial arrangements accompanying the

new payments agreement, especially re-exportsj

3) Whether the free market in Germany for the Brazilian cruzeiro

has been discontinuedj

4) What arrangements have been made to clear Bragil's debit balance

in the clearing account under the old agreement.



Subject:

As indicated in BBS/55/  the staff intends to prepare a paper on the
recent change in effective export rates appliceble to the new Germen
currency in the Cermany-Brazil payments agreement. For this purpose it
would be appreciated if you would kindly furnish the staff with information
on the following questions:

1) ‘ In case the new currency is transferable, what is the scope

of the trensferability? What rules have been established
on the Brazilian side for prescription of currency for
incoming and outgoing payments?

2) Whether the Brasilian Govermment is currently negotiating

with other countries to reach an arrangement similar to

that with W, Germany?
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EBS/55/29

CONF IDENTTAL

July 7, 1955

To: Members of the Executive Board
From: The Acting Secretary

Subject: Brazil - Coffee Exchange Warranty

The Managing Director has received the attached
communication dated July 6, 1955 from Mr, Paranegua, which is
circulated for the information of the Executive Board,

Att:(1)



July 6, 1955

Tt My, Ivar Rooth, Managing Director
From: 0, Paranagud

Subject: Exchange System - Brazil

The following cable has Just been received from Rio
de Janeiro,

Translation

Please inform Board of Executive Directors
that an "Instruction" is being issued which
revokes Item 2 of "Instruction Number 114",
but the term of warranty for sales registered
until the publication of the Instruction in
the "Diario Oficial" will be observed,

Prudente Moraes neto
Superintendency of Money and Credit

I would like to inform you that item 2 of Instruction No, 114
reads as follows:

"2, Should an increase in the bonuses referred
to in item 1 above occur within 45 days of any
registered sale, and cause the buyer a price
difference in foreign currency, said difference
shall be compensated entirely in the same cur-
rency in which the purchase was made,"




DOCUMENT OF INTERNATIONAL MONETARY FUND
AND NOT FOR PUBLIC USE FOR

AGENDA

EBS/55/28

CONFIDENTTAL

July 7, 1955

Tos Members of the Executive Board

Subject: Brazil - Change in Regime Applicable to German
Agreement Currency

The Managing Director has received the attached communica-
tion dated July 6, 1955 from Mr, Paranagua, This is circulated for
the information of the Executive Board,

The staff is trying to obtain some further information on
this change and its implications and will prepare a paper on the

. From: The Acting Secretary
|
|
; subject as soon as possible, including the staff's recommendation,
|

Att: (1)



July 6, 1955

Lot Mr, Ivar Rooth, Managing Director
From: " 0, Paranagué
Subjeet: Exchange System - Brazil

I am pleased to inform you of the content of a cable which
I have just received from Rio de Janeiro,

Translation

Please inform Board of Executive Directors that, in
accordance with the agreement signed with Federal
Republic of Germany, the Council of the Superintendency
of Money and Credit’decided to give "Germen Dollar-
Agreement" and new currency of the agreement
"Deutschmark" same treatment and same bonus given.
to US dollar and sterling pound, The new agreement
elms at a simplification of the exchange system and
at multilateral payments according to the objectives
of the Fund Agreement,
Prudente de Moraes neto
Superintendency of Money and Credit
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‘ @‘ Office Memorandum §9444
‘O&$r‘n1‘°§
10 ' Miry) Ivar Rooth, Managing Director St July 6, 1955
FROM | U&%m‘mgué ‘

Exchange System - Brazil

I am pleased to inform you of the content of a cable which
I have just received from Rio de Janeiro,

INTERFUND FOR OCTAVIO PARANAGUA
WASHINGTONDC

COMUNIQUE JUNTA DIRETORA FUNDO QUE FORMA AJUSTE FIRMADO REPUBLICA
FEDERAL ALEMANHA CONSELHC SUMOC RESOLVEU ESTENDER DOLARCONVENIO
ALEMAO ET NOVA MOEDA AJUSTE DEUTSCHMARK MESMO TRATAMENTO ET BONIFI-
CACOES IDENTICAS CONCEDIDAS EXPORTACOES DOLAR NORTEAMERICANO ET
LIBRA PT NOVO ACORDO TENDE SIMPLIFICACAO SISTEMA CAMBIAL ET

PAGAMENTOS MULTILATERAIS DENTRO ESPIRITO CONVENCAO FUNDO

PRUDENTE MORAES NETO SUPERMOCRE

(Translation)

PLEASE INFORM BOARD OF EXECUTIVE DIRECTORS THAT, IN ACCORDANCE WITH
THE AGREEMENT SIGNED WITH FEDERAL REPUBLIC OF GERMANY, THE COUNCIL
OF THE SUPERINTENDENCY OF MONEY AND CREDIT DECIDED TO GIVE “GERMAN
DOLLAR-AGREEMENT" AND NEW CURRENCY OF THE AGREEMENT "DEUTSCHMARK"
SAME TREATMENT AND SAME BONUS GIVEN TO US DOLLAR AND STERLING POUND.
THE NEW AGREEMENT AIMS AT A SIMPLIFICATION OF THE EXCHANGE SYSTEM

AND AT MULTILATERAL PAYMENTS ACCORDING TO THE OBJECTIVES OF THE
FUND AGREEMENT.

PRUDENTE DE MORAIS NETO
SUPERINTENDENCY OF MONEY AND CREDIT

RY FUNB

Orig: WHD
- ccs Mg. Dir,
- Dep. Mg. Dir.
> ERD
LEG
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Mr, Ivar Rooth, Managing Director July 6, 1955
0. Paranagud 2T

Exchange System ,- WQ
(\

The following cable has just been received from Rio de Janeiro,

INTERFUND FOR OCTAVIO PARANAGUA
WASHINGTONDC

cmmqmmnnmmmmmmmnmmmmmrm
REVOGADO ITEM DOIS INSTRUCAO 11k RESPEITADO PRAZO GARANTIA DECLARACOLS
VENDAS EFETUADAS ATE DATA PUBLICACAO DIARIO OFICIAL

PRUDENTE MORAES NETO SUPERMOCRE

(Trenslation)

PLEASE INFORM BOARD OF EXECUTIVE DIRECTORS THAT AN “INSTRUCTION" IS
BEING ISSUED WHICH REVOKES ITEM 2 OF "INSTRUCTION NUMBER 114", BUT THE
TERM OF WARRANTY FOR SALES REGISTERED UNTIL THE PUBLICATION OF THE
INSTRUCTION IN THE "DIARIO OFICIAL" WILL BE OBSERVED,

PRUDENTE MORAES NETO
SUPERINTENDENCY OF MONEY AND CREDIT

I would like to inform you that item 2 of Instrudtion No. 114
reads as follows:

"2. Should an increase in the bonuses referred to in item 1
above occur within LS days of any registered sale, and cause the
buyer a price difference in foreign currency, said difference
shall be compensated entirely in the same currency in which
the purchase was made,"
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Mr. Ervin Hexner June 28, 1955

Hans Aufricht

Brazil - Authorization to maintain or introduce restrictions
on multiple curremcy practices - 1946.

This memorandum deals with certain practices and/or measures which
were maintained, introduced, or discontinued by Brazil in the course of

1946.

e Co-existence of official and free rate from January to July lgh_é.

It appears that from January to July 1946 Brazil's multiple rate pattern
vas as follows:

Official Rate: 16,50 cruzeiros per U.S. dollar

Selling Rate (Free): 18.72 cruzeiros per U.S. dollar

Buying Rate (Free) : 18.38 cruzeiros per U.S. dollar

The spread between the official rate on the one hand, and the

selling and buying rate on the other, constituted a multiple currency
practice.

The official rate of 16.50 was discontinued in July 1946,

On February 1, 1947, the Brazilian Government notified the Fund
that it intended to avail itself of the transitional arrangements in
Section 2 of Article XIV of the Fund Agreement. Assuming that this declara-
tion has retroactive effect, i.e., that it is effective as of January 14,
1946 (the date Brazil's membership in the Fund became effective), it is
concluded that the above mentioned multiple currency practices were
maintained by Brazil under Article XIV. This conclusion is based, inter
alia on the last sentence of Article VIII, Sectlion 3 of the Fund Agreement
which reads:

"If such arrangements and practices are engaged

in at the date when this Agreement enters into
force the member concerned shall consult with the
Fund as to their progressive removal unless they

are maintained or imposed under Article XIV,

Section 2, in which case the provisions of Section 4

of that Article shall apply.”
(underlining added)

2, Compulsory purchase of bonds.

Article 1 of Decree - Law No. 9.524 - July 26, 1946 (effective
30 days after July 27, 1946, the date of its publication in the Diario

Official ) provides:




Exporters are hereby obliged to invest in notes of
the National Treasury an amount corresponding to 20%
(tventy per cent) of the value, in cruzeiros, of the

sales of exchange effected by them.

In accordance with Article 5 of the Decree the above mentioned
Treasury notes were redeemable after 120 days; the notes were interest
bearing (3 per cent per year)., The notes were non-negotiable.

It appears that the economic effect of this measure is similar to
that of a penalty buying rate to the extent that it precudes the exporter
from using 20% of his export proceeds for about four months, in other
words, he is restricted in his making of payments for exports.

As evidenced by Document No. 22 of the Committee on Spreads and
Multiple Currency Practices, p. 34, the Fund did not consider the provisions
of Decree-Law No. 9.52h - July 26, 1946 as constituting a multiple curremcy

practice. *

3. Decree No. 24,036 of March 26, 198h.

It appears that Decree No., 24.038 of March 26, 1934 has remained in
force from the day of its publication in the Diario Official. Under
Article 1 of this Decree importers of merchandise are required, at the
maturity of sight or time documents expressed in foreign exchange, to
deposit the local currency equivalent of these instruments with "the bank
holding them at the rate of exchange of the day of maturity of these docu-
ments". Article 5 of the same Decree provides that "all contractual obliga-
tions in foreign currencies arising from the purchase of imported merchandise
are accorded the same treatment as is accorded to the documents referred to

in Article 1 of this Decree."

Under Article 3 of the Decree the importer bears the difference
between the rate of exchange at which the deposit was made and that of
the closing of exchange /fechamento de cambia/.* *

Decree No. 24.038 is of particular significance if, e.g., the
following conditions are met:

(1) If the closing of exchauge does not coincide
vith the maturity of the document; and/or

(2) If there is a devaluation of the cruzeiro in

terms of foreign currency between the date of the local
currency deposit (maturity of the document) and the date
of the closing of exchange, since in this case the de-
valuation risk is to be borne by the importer.

# See on this point ibid., "The practice is obviously a sort of restriction
on exports but is mot to be considered to be a mltfpfa currency prl.cticc...'
#% Por a discussion of this clause see Memorandum from Mr. Aufricht (on
certain aspects of Decree No. 24,038 of March 26, 1934) p. 2.




As to whether or not in 1946 the clesing of exchange coincided in
practice with the maturity, e.g., of a sight document is a guestion of
fact which I am unable to determine on the basis of the information at
my disposal. :

Moreover, it could not be ascertained as to whether any Brazilian
importer was adversely affected by the above mentioned discontinuance of
the official rate of 16.50 in July 1946. As evidenced by International
Financial Statistics (January 1953) p. 16, the free selling rate of the
cruzeiro remained at 18.72 in 1946 and 1947. On December 18, 1947 the
Fund approved a 5% exchange tax.

Finally, as far as I could ascertain the Fund has never taken any
affirmative action on any of the above mentioned practices or measures.




Mr. Brvin P, Hexner June 27, 1955
Hans Aufricht

Brasil--Restrictions or Mult in Effect in

This note discusses the question of restrictions or mltiple currency prae=
tices in effect in Bresil in 1546 by reference to (1) compulsory purchase of
bonds; (2) co-existence of officlal rate (16.50 cruseiros per U. S. dollar) with
buying rate (18.38) and selling rate (18072)0

1. © mmoam.mmmmoruuc_mnmsmm
and uryency rrac (Docwment No, 22 of August 5, 15h7) discusses
the subscription to Lreasury notes imposed on exporters by Decree~Law
mﬁ:ﬁ of July /26,7 1946 as followss

n . Pmtm. | I

1). Compulsory purchase of bonds

By virtue of Decree~law 95u2 of July 1546, all exporters
have to accept Treasury Notes for 20 per cent of the £, o, b,
value of their exports in cruseiros, extluding freight and
insurance. These notes are drawn for 120 days and yisld 3 per
cent interest per year., Principal and interest are redeened
the end of rmmhmmmsmymuuuut

maturity. . ‘-0_1_._5_0’ Pe 3’)

iz

III. Purposes

1.) Compulsory subseription of bonds

. The practics is part of the anti=-inflationary drive and aims

at sterlization of export proceeds, Works analogously to an
open market cperation and can also connoted as a compulsory

short~tera loan to'm treasury. s PP 33-3k)
IV, Findings
l.) subseription to bonds

nyMbhwaub-omntuwbtmnmnﬂ
ascertained whether any quotations of such exist. The ice
,uohvimlya-motmtrmuumwwtunotcmm

u.mmhmm-nommmummm”
ascertainable, It is regarded as a restriction sul generis which is kin
to the temporary blocking of export procesds which is not unfamiliar in
various exchange restriction systems., It doss not see
haraful to the exporter although the rate of intersst is lower than on

?5 C B ﬁ;;{-ﬁ"

:l



other government bonds (which bear €% interest) and cons iderably

lower than the rate of interest chargsd by banks to borrowers., It is,
however, unlikely to be a cause of shoartage of funds to exporters
metcwumdmamymsmn. It is alse

a restriction which belongs to the rather innocuous cnes from the

point of view of the effect on international relations. On the other
hand, it is true that no justification for it exists, in view of its
nature, under the balance of payments, o strong case either can be made
for it on account of the anti=~inflationary policy as at the end of 1546
the total cutstanding of these bonds amounted to slightly more than 1.5%

of the money supply.

It is understood that this practice will disappear under the new

lagislation contemplated by the ;”}cnmu to be
m:-unury mczh%dmmz‘ww‘%

2. Go-Existence of Official Rate (16.50) with Buying Rate (18,38) and Selling Rate (572)

The Internabional Financial Statistics (vole 6, No. 1; January 1953) liste for
1946 the following ratess

Qffieials 16,50 eruseiros per U, 5, dollar

u&% rates 15,72 crugzeirea per U, 5, dollar
B_nlgz_ g rates 18,38 cruzeires per U, 5, dollar

According %o inforsation which is availabls in the Fund, beginaning with July
1946 the buying and selling rates of 18,38 and 18,72 cruseiros respsctiely wore
applicable to all transactions, :
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CONFIDENTTAL

June 27, 1955

Tos Members of the Executive Board
From;: The Acting Secretary

Subject: Exchange System - Brazil

Attached is a memorandum by the staff, based on information
available, regarding the communication from the Government of Brazil
informing the Fund of its intention to shift Brazil nuts and sisal to
Category IV (EBS/55/25, Sup. 2).

This matter, together with the report by the staff on the

Article XIV consultations with Brazil, has been placed on the agenda
for Meeting 55/4k4, Wednesday, June 29,

Att: (1)




Contains Confidential

Information
INTERNATIONAL MONETARY FUND

Brazil: Change nf Export Rates for'Brazil Nuts and Sisal

Prepared by Western Hemisphere Department
and Exchange Restrictions Department

Approved by Irving S. Friedman and Jorge del Canto

June 27, 1955

By a cable of June 24, 1955, the Brazilian Government has informed
the Fund of its intention to shift Brazil nuts and sisal to Category v
of the present classification of export products (see EBS/55/25, Sup.2).

The significant change involved in this measure is that the effec-
tive export rates applicable to the two commodities mentioned above will
be raised as indicated below.

According to the available informatien, the shift for Brazil nuts
is from Category II to Category IV. The new export rates will be
Cri50.06 per USHl for export proceeds in convertible currencies and the
pound sterling and presumably Cr$48.03 for export proceeds in other
eurrencies, These compare with the present rates of Cr,37.06 and
Cr$35,55, respectively, The increase in effective rates is abeut 35
per cent for all currencies. In the case of sisal, the shift is from
Category III to Category IV, involving a change of effective export
rates from Cr&43.06 for convertible currencies and the pound sterling
and presumably Cri)41l.31 for other currencies to Cr$50.,06 and Cr$48.03,
respectively., The increase in effective rates is about 16 per cent.

The percentage of discriminatory differential in favor of export
proceeds in convertible currencies and the pound sterling appears to
remain unchanged for beth commodities at about 4 per centa

The following data are available from Brazilian official foreign
trade statisties as to the value of Brazilian exports of the commodities
in question during 1953 and 1954.

Total exports of Brazil nuts (shelled and unshelled) were $1l.2
million in 1953 and $12.6 million in 1054, representing 0.72 per cent
and 0,81 per cent of total export trade, respectively. Exports of sisal
amounted to $3.9 million in 1953 and $9.1 million in 1954, representing
0.26 per cent and 0.58 per cent of total export trade, respectively.

During 1953, about 64 per cent of exports nf Brazil nuts went to
the United States and about 28 per cent to the United Kingdom. In the
same year, asbout 54 per cent of exports of sisal went to the United
States and about 27 per cent to West Germany.
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No data are available on recent trends of both volume of exports ‘
and prices of the commodities in question.

s stated in EBS/55/25, Supe. 2, the staff proposes that the Board
consider this matter on ‘Jednesday June 29, along with the Article XIV
Consultations Report on Brazil.
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CONFIDENTIAL

June 25, 1955

Tos Members of the Executive Board
Freom: The Acting Secretary

Subjz2ct: Exchange System - Brazil

The following communication from Brazil was transmitted to
. the Fund after the close of business on Friday, June 24k. As it does
not appear practicable to obtain immediate Fund epproval, the staff
proposes that the Board consider this matter on Wednesday, June 29,
along with the Article XIV consultations report on Brazil.

(Translation)

In addition to ours of yesterday we communicate that
besides the change of cocoa already mentioned, Brazil Nuts
and Sisal will be transferred to the Fourth (IV) Category.

Prudente Morais Neto
Executive Director

/ o
L) mcls.mf" /- /?

Tl 5777%



' Transmitted to Members 7/28/55 - Check Sheet and transmittal
) letter fileds S 731 Transmittal Letters to Members
E. B. Decisions

INTERNATIONAL MONETARY FUND

Executive Board Decision No. 436-(55/43)

Subject: BRAZIL - EXCHANGE SYSTEM

1. Brazil has informed the Fund that the bonuses to be paid to cocoa beans shall be the same as
those applying to exports of products listed in Category II. Exports in Category I receive fixed
bonuses of 24,70 cruzeiros in convertible currency and pounds sterling, and 22.95 cruzeiros in other
currencies.

2. The Fund does not object to this shift of cocoa to Category III. The Fund understands that the
bonus for cocoa exports in convertible currencies and pounds sterling continues to differ from the
bonus for such exports in other currencies. Therefore, the Fund, in accordance with its decision of

‘ January 28, 1955, does not take action on this aspect of the proposed shift at this time.

3. The Fund intends to review the Brazilian restrictive system and related matters during the
forthcoming Article XIV consultations scheduled for June 29, 1955.

The foregoing is the text of a decision of the Executive Board taken at Meeting 55 /48, June 24, 1955.

Roman L. Horne,
Acting Secretary
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CONFIDENTTAL

June 23, 1955

Toz Members of the Executive Board
Froms The Acting Secretary

Subject: Exchange System - Brazil

Attached are the staff's recommendations regarding the
proposal from Brazil (EBS/55/25). This subject has been placed
on the agenda for Meeting 55/43, Friday, Juae 2k,

Att:(1)



CONTAINS CONFIDENTIAL INFORMATION

INTERNATIONAL MONETARY FUND

BRAZIL:__Proposal to Chenge the Export Rate for Cocoa Beans

Prepared by Western Heﬁisphefé and Exchange Restrictions Departments
(in consultatinn with the Legal Department)
Approved by Irving S, Friedman and Jorge del Canto

June 23, 1955

I. Brazil's Proposal

A ceble dated June 23, 1955, from the Superintendency of Money and
Credit, Brazil (SUMOC) requests the Fund's approval for the transfer of
cocoa beans from categary II to category III of the present export
categories (see EBS/55/25). The cable states that the proposed measure
is one of the steps aimed at simplification af exchange rates, in line
with a previous similar change relating to cotton exparts (see EBS/55/21).

II., Evaluation of the Prnposal

The significant change invnlved in the propnsed measures is that the
effectivé export rates applicable to cncoa beans would be Cré 43.N6 per
US$1,00, far. convertihle currencies and the pound sterling, and presuma-

“hly Criy 4131 per USypl,00. for all other currencies, instead of  the pre-
sent- effective ratés of Cry 37.06 and Cr$ 35,55 prevailing sp far, This
 represents an increase in the effective rates of about 11,6 per cent for
all currencies. The percentage of diseriminatory differential in favor

of export proceeds in convertibls currencies and the pound sterling
presumably remains unchanged at abnut 4e 06,

Other products included in Categnry III are raw cotton, piassava,
castor seeds, snya beans, hides and skins, sisal, cocoa cake, and paste.
All ather products — except enffee, sawn pine wond, carnauba wax,
Brazil nuts, leaf tobacco and bananas, which receive Category II
effective rates -- are classified in Category IV, for which the effective
rates are Cr$50.06 and Cri{48.03.

Cocoa beans constitute the third most important export product of
Brazil (9 per cent Af total exports value in 1954) being exported prima-
rily to West Ruropean countries and the U.S. 1In 1954, Brazil earned the
equivalent of $136 millign nut nf encoa bean exports, of which %33 million
was in convertible currencies and $103 in inconvertible currencies.
Figures of exports in 1955 are available only for January and show that
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the volume of exports of cocoa beans in that month was only 3,579 tons,
as against 4,869 tons in January, 1954.

Cocoa prices in the main consuming countries have moved in 1955
as indicated in the table below:- |

($ per 100 1bs,)

U.S. U.K
Average in 1954 5774 55423
January, 1955 48,80 50094
February, 1955 46.80 43453
Merch, 1955 40.0) 36,31
April, 1955 37.5A 36453

Later information is not readily available, but it is known that during
the current week, cocoa future prices in the New York market have shown

a declining trend,attributed to such factors as the easiness of the London
market, increased sales by the Dominican Republic, etc.

It is known that for some time cocoa producers have been requesting
and pressing the Oovernment for a readjustment of the exchange bonus being
paid to them, and for the elimination of the favorable treatment for
manufantured cocoa., After February 5, 1955 - when coffee was given a more
favorable treatment - and principally after May 6, when cotton was shifted
to Category III, this pressure grew in importance,

III. Recommendation

It is noted that the Article XIV consultations with Brazil are
scheduled for Board consideration on June 29, At that time the entire
restrictive system of Brazil as of that date will be reviewed by the Fund.
It is understood that the Brazilian authorities desire Fund action by June
2/, on the proposed shift of cocoa from Category II to Category III. There-
fore, the following recommendation is proposed for immediate consideration
by the Executive Board:

1. Brazil has informed the Fund that the bonuses to be paid to
cocoa beans shall be the same as those applying %to exports nf products
listed in Category III. Exports in Category III receive fixed bonuses
of 24,70 cruzeiros in convertible currency and pounds sterling, and
22.95 cruzeiros in other currencies.
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2. The Fund does not object to this shift of cocoa to Category III.
The Fund understands that the bonus for cocoa exports in convsrtible
currencies and pounds sterling continues to differ from the bonus for
such exports in other currencies, Therefore, the Fund, in accordance
with its decision of January 28, 1955, does not take action on this
aspect of the proposed shift at this time,

3, The Fund intends to review the Brazilian restrictive system
and related matters during the forthcoming Article XIV Consultations
scheduled for June 29, 1955,
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CONFIDENTIAL

June 23, 1955

Menbers of the Executive Board
The Acting Secretary

Exchange System - Brazil

Mr, Paranagua has transmitted to the Managing Director this

afternoon the following cable from Brazil with the request that the
matter be placed on the agenda for Meeting 55/43, Friday, June 24, A
brief staff paper will be circulated as soon as possible,

Interfund for Octavio Paranagua Translation

Please request approval of the Executive Board of the
International Monetary Fund for the instruction being
issued which transfers cocoa beans from Category II to
Category III of Instruction 112, This is one of the
measures referred to in my cable dated May 5, aimed
at simplification of exchange rates under common
obJjectives Brazilian Government and International
Monetary Fund,

Prudente de Moraes

Executive Director
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CONFIDENTIAL

May 6, 1955

To: Members of the Executive Board
From: The Acting Secretary

Subject: Brazil Excharge System

The Managing Pirector has received the following
communication from Mr, Paranagua, Unless an Executive Director
requests that this matter be brought to the Board as a special
agenda item, the staff will deal with it in the Article XIV
Consultations Report, which is expected to be ready for circulation
in the near future,

I received this morning the following cable from
the Superintendency of Money and Credit, Rio de Janeiro,
Brazil;

We ask you to request Fund Board approval
instruction we are issuing according to which
cotton will be transferred from second to third
category of Instruction 112, This and other
steps will be taken towards simplification
exchange rates in accordance common objectives
Governnent and Monetary Fund,

Octavio Bulhoes,
Executive Director

If it is determined that this change requires Board
approval I should appreciate your putting it on an early
agenda.,



May 6, 1955

Brasil--Change in Exchenge Rates for Cotton and Cocoa
During 1956 Brezil had s serious
peyrents, particularly in U,S. dollars,

A« Fos and J. J. Thackars

Mr. Jorge Del Canto
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wood, carusubs wax, Brazil outs, leaf
Third Category--ravw cotton, cocos beaus,
cocoa cake and paste, cestor seeds,
soya beans, hides and skins, sisal,
Pourth Category--other products not
inelvded 4in first three categories

tobacce, bananas

Second Category--coffee, sauwn pine and

Pirst Cstegory--no exports






Brazils Fxports by Prineipal Commodities
(In milldons of cruseiros)
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(In willions of eruseiros)

_ Brasils Exporte of Cotton, by Prineipal Countries

186,7
2243

(In sd1lions atm)
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Brazils Exports of Coecn, by Prineipal Countries

RN DY .. 1951 1952 i988

Gornsty 228 134 ™3 5850
Greet "ritain 213,0 86,5 7. 50eh
19,1 99,7 75,8 2.4

: X M W.G ”.’ 67;,
Argentina 83,3 92.8 69,0 136.4
United States 7586 649.8 40343 498,58

C ithaf D560 28
Total 1,445.8 1,275,8  763.1  1,532.5
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M ” DATE:
T0 : Mr. Ivar Rooth, Managing Director May 6, 1955
FROM i Qe Paranagua', \ (o-?
! — L Y 3 y \
| SUBJECT : Brazil Exchange System., AR il " o

I received this morning the following cable from the
Superintendency of Money and Credit, Rio de Jameiro, Brazil:

WE ASK YOU TO REQUEST FUND BOARD APPROVAL INSTRUCTION
WE ARE ISSUING ACCORDING TO WHICH COTTON WILL BE TRANSFERRED
FROM SECOND TO THIRD CATEGORY OF INSTRUCTION 112 STOP
THIS AND OTHER STEPS WILL BE TAKEN TOWARDS SIMPLIFICATION
EXCHANGE RATES IN ACCORDANCE COMMON OBJECTIVES GOVERNMENT
AND MONETARY FUND STQP

OCTAVIO BULHOES, EXECUTIVE DIRECTOR

If it is determined that this change requires Board
approval I should appreciate your putting it on an early agenda.

Orig: WHD
cc: Mg. Dir,

Dep. Mg. Dir.
ERD
LEG
RES
TRE
SEC




Original Text of cable received by Mr, Paranagui on May 6, 1955.

AWT796 RIX29LR RIO 49 5 T2LP

INTERFUND FOR OCTAVIO PARANAGUA  WASHINGTONDC

SOLICITAMOS PEDIR APROVACAO JUNTA DIRETORA FUNDO INSTRUCAO
ESTAMOS BAIXANDO PELA QUAL ALGODAO TRANSFERIDO DA SEGUNDA
PARA TERCEIRA CATEGORIA DA INSTRUCAO 112 PT

ESTA ET OUTRAS MEDIDAS QUE SERAO TOMADAS TENDEM SIMPLIFICACAO
TAXAS CAMBIAIS DENTRO OBJETIVOS COMUNS GOVERNO ET FUNDO

MONETARIO
OCTAVIO BULHOES DIRETOR EXECUTIVO
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February 18, 1955
Tos Members of the Executive Board
From: The Acting Secretary

Subjeet: Brazil - New Legislation on Exchange System

: With reference to EBD/55/21, there is attached for the
information of the Executive Directors a note prepared by the
staff on recent Brazilian exchange regulations (Law No. 2410 of
January 29, 1955)

Att:(1)

Other Distribution:
Department Heads
Division Chiefs



INTERNATIONAL MONETARY FUND

Brazil: New lLegislation on Exchange System

Prepared by Western Hemisphere Department
end Exchange Restrictions Department

(In consultation with the Legal Department)

Approved by Irving S. Friedman and:beéé Del Canto
February 17, 1955

~ The English translation of Brazilian.law No, 2410 of January 29,
1955, on the exchange system was distributed to the Board in EBD/55/21.
In the opinion of the staff this Brazilian Law does not envisage any
immediate change in the Brazilian exchange practices, and therefore
does not require at present any immediate action on the part of the
Fund, This matter will be explored at the time of the forthcoming

Article XIV Consultations with Brazil,

It is assumed that Brazil will consult the Fund in advance if it
intends to change its exchange practices pursuant to the above indicated

legislation,
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February 9, 1955

To: Members of the Executive Board

‘ From: The Acting Secretary

Subject: Brazil ~ Exchange Surcharges

Attached for the information of Executive Directors is -
an English translation of Decree No. 2410 of January 29, 1955, of
the Brazilian Government which has been received from Mr. Paranagua
and which is being reviewed by the staff, -

A;bt:(l)

Other Distribution:
Department Heads
Division Chiefs' -



Decree NO, 2410 of January 29, 1955, Published in the
_Dierio Oficial of Jamuary 31, 1955

The President of the Republie: I advise that the Natfonal Congress decrees
and I sanction the following law:

Art. 1. The regime &f prior license for trading abroad, under the terms proe
vided for in Iaw 2145 of December 29, 1952, is extended until June 30, 1956:

Art, 2. If the Executive Power comsiders it feasible to eliminate in whole
or in part the public auction of exchange certificates and consequent obtaining
of import licenses, establishing that some or all imports be liquidated in the
free market, the exchange surcharges obtained through the auction bids shall
become the equivalent of the following percentages of the average auction bids
in the auctions held in the last three months.

1st Category 35%; 2nd Category 50%; 3rd Category 65%;
Lth Category T75%; S5th Category 100%. '

First Paragraph - Import licenses shall be granted to all those who request
them with a payment of 50% of the surcharges corresponding to the respective
categories. The balance shall be paid as a condition of custom clearance directly
to the Bank of Brazil or' to the customs itself, at the same time as the import

duties, as provided for by SUMOC.

Second Paragraph - That part of the surcharge paid to the customs will not
be considered a customs receipt for any purposes,

Art. 3. The court injunctions which may be requested for clearance of any
type of goods coming from ebroad, either without prior license or with a
license which is considered to be false, shall observe the following norms:

(a) In no case shall consideration be given to any preliminary suspension
(suspensao liminar) of the seizure order against which the court injunction had
been requested in accordance with Article 7, item 2 of Law 1533 of 1951.

(b) Onee the injunction is granted by the judge of the court of first
instance, and if the President of the Federal Court of Appeal does not suspend
its execution, this injunction will be valid before it is confirmed by the
superior court only if the importer, in the judgment of the Inspector of Customs,
offers reputable banking guarantee or posts a bond of the federal public debt in
the nominal value corresponding to 150 per cent ad valorem of the imported mer-
chandise as prescribed in Article 6, paragraph 4 of Law 2145 of December 29,1953.

Art. 4. The importation or introduction is prohibited, under any title, of
any automobile considered a luxury (one), the price of which in the market of orie
gin is in excess of $3500, the respective equipment being computed in the price.

Art., 5. This law shall enter into force on the date of its publication,
including its obligation, for this purpose the first Paragraph of Art. 1 of
Decree law 4657 of 1942 being revoked. ‘4 ]
Rio de Janeiro, January 29, 1955, 134th. of Independence and 67th, of the Republic,

(signed) Joao Cafe Filho Fugenio Gudin
Miguel Seasbra Fagundes Raul Fernandes



Mr. Octavio Paransgus 2/9/55
The lanaging Mrnto:'g
Decree No, 2410

!hiu is to acknowledge the receipt of your memorandum commmnicating
an English translation of Decree No, 2410 of Jamuary 29, 1955, of the
Brazilian Gevernment. It has been circulated to the Exscutive Directors for
thelr informstion and is presently being studled by the staff.

ce: Mr, Del Canto

Mr, Friedman

o

ACFrost:tas



Mr. Julio C. del Selar 2/9/55

J« J. Thackara
Brazil-~Coffee

Witk the depreclation of the rates for coffes exports effective Monday,
February 7, 1955, coffee prices have tended downwards and the spot price of
53 eents a pound for Sentos 4's is only 1 cent above the nev minimm of ap-

tely 57 cents., Maniszales are only 2 cents higher than Santos 4's.
This would indicate that further declines In Santos 4's may be expected
gince Colombians usvally sell at about 3 cents more than Brazilians. An-
other indication of posgible inereasing competition from the milds ia

- yesterday's decision in Colombia, lowering the minimum from $110 to $95 a

bag. The vrice of futures is also indicative of expectations of a declining
trend.

(Conts's pound)
2/4/55 2/7/55 2/8/55
March '55  59.80 56440 55455
May 54455 52.05 51.65
July 52,17 50,00 49,25
Sept. 50,91 48,80 48.00
Dee. ‘-9.91 ‘8-05 ‘7050

How far the price might go down further is indicsted by the disecoumt on
forvards which refleets the expectations of the trade. With Mareh at 55.55
eents, further adjustments in Brazil are suggested. For a time, and within
limite, the Brazilian exporter ean circumvent the minimm by underinvoicing.

As ghown in the attached table, the spet price of Santos 4's has fallen
7~1/2 eents in the last week. It will be recalled that last August the price
decline was in the order of ebout 20 cents, without the supplies of milds
that are coming onto the market in the present situation.



73425

73.25

73.25

73.25

73425

73.25

72450

71,00

71,00

70.50

70.50

70.50

70,50

70450

68.25 ~ Traditional 3 cent differential broken
68,50 ,
68,50

68,50

67.75

66,50

65,50 -~ Colombians sell below Braziliens

64,.50
63.50
63.00
62,50
60,00 ~ Coffee rate raised from 31.50 to 37.06
60.00




Bragil~~Coffee Prices

Santos 4's in New York

1937=39 : Gel
1940~44, 11.8 —~ OPA set price at 13.4 cents in 1942-44. Ceiling
1946 21.8 price lifted in July '46
1947 30.1
1948 26.8
1949 31.8
1950 50.9
1951 . 54e3
1952 5441
. Mar. 6108
June 5600
July 5143 ~= Frost in Brazil, July 3, 1953
Septo 6135
Dee. 6103
19“ Jan. 720,
Feb. 76-3
m‘ 87.0
April 8749 =~ High point 95 cents on April 1, 1954
June 6844 == June 3, 1954 87 cent minimum
Aug. 87.9 «= Depreciation of export rate in Brezil
Qete 6108 A
Nov. 61,9 =~ Coffee dollar rate fixed at Cr$31.50 per dollar
Deec. Nefle



February 9, 1955
MEMORANDUMS
T0: Mr. Del Canto
llr. Friedman
Mr, Gold

FROM: As Co Frost Wm’

Attached is a translation of Decree No. 2410
of the Brazilian Government which has been received from
Mr. Paranagua, This is being circulated to the Beard
with & note to the effect that the staff is reviewing
the matter,



Decree No. 2410 of Japuary 29, 1955, Puvlished in the
Diario Oficial of January 31, 1955

The President of the Republic: I advise that the National Congress de-
crees and I sanciion the following laws

Art. 1. The regime of prior license for trading abroad, under the terms
provided for in Law 2145 of December 29, 1952, is extended until June 30, 1956.

Art., 2. If the Executive Power considers it feasible to eliminate in
whole or in part the public auction of exchange certificates and consequent
obtaining of import licenses, establishing that some or all imports be liqui-
dated in the free narket, the exchange surcharges obta ned through the aunption
bids shall become the equivalent of the following percentages of tha average /
auction bids in the auctions held in the last three months. el

1st Category 35%; 2nd Category 50%; 3rd Category 65%;
hth Category 75%; 5th Category 100%.

First Paragraph - Import licenses shall be granted to all those who re-
quest them with a payment of 50% of the surcharges corresponding to the re-
spective categories, The balance shall be paid as a condition of custom
cleerance directly to the Bank of Brazil or to the customs itself, at the
same time as the import duties, as provided for by SUNOC.

Cecond Paragraph - That part of the surcharge paid to the customs will
not be considered a customs receipt for any purposes.

Art. 3. The court injunetions which may be requested for clearance of
any type of goods coming from abroad, either without prior license or with
a license which is considered to be false, shall observe the following norms:

(a) In no case shall consideration e given to any preliminary suspen.
sion (suspensao liminar) of the seizure order against which the court injunctiom
had been requested in accordance with Article 7, item 2 of Law 1533 of 1951.

"(b) Once the injunction is granted by the judge of the court of first

“instance, and if the President of the Faderal Court of Appedl does nét susperd -
its execution, this injunction will be valid before it is corfirmed by the

superior court only if the importer, in the judgment of the Imspector of
Custons, offers reputable vanking guarantee or posts a bond of the federal
public debt in t he nominal value corresponding to 150 per cent ad valorem of
the imported merchandise as prescribed in Article 6, paragraph L of law 21L5
of December 29, 1953,

Art. L. The importation or introduction is prohibited, under any title,
of any automobile considered a luxury (one), the price of which in the market
of origin is in excess of $3500, the respective equipment being computed in
the price.

Art. 5. This law shall enter into force on the date of its publication,
including its obligation, for this purpose the first Paragraph of Art., 1 of
Decree Law L657 of 1942 being revoked.

Rio de Janeire, January 29, 1955, 13Lth. of Independence and 67th. of the Republic,

(Signed) Joao Cafe Filho tugenio Gudin
Miguel Seabra Fagundes Raul Fernandes
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@ Office Memo and%l"nlz‘X

Confidential
T0 :  Mr. Ivar Rooth pate: Feb., 8, 1955
FROM :  Jorge Del Canto

SUBJECT :  Brazil - Extension of Legislation on the "Auction System"

/

Memo. to | hraw (83

I am attaching E/copy of Decree 2410 of January 29, 1955
extending the auction system through June 30, 1956.

There was little doubt that the legislation on the auction
that was due to expire January 31, 1955 would be extended. It came
as a surprise to us, however, the authority given to the Executive
to eliminate the auctions of dollars if necessary. 4 part of or all
imports would then be liquidated through the free market. Surcharges
(presumably these at present include the auction bids) would in this
event be fixed at 35%, 50%, 65%, 75%, and 100% for the five import
categories, the surcharges being based on the average bids for each
category during the previous three months. This new system would in
effect reverse the arrangements, since at present the exchange rate
is fixed and the surcharge or auction bid varies, while in the arrange-
ments provided for in the above authority the exchange rate would be
fluctuating and the surcharge would be fixed.

We translated this Decree last week for Mr. Paranagua and
suggested that he communicate this legislation officially to the
Fund. If he has not done this as yet, I hope he will in the near
future. Since Mr. Friedman has expressed interest on this matter,
I have given a copy of the attached to him on an informal basis.

Attachment
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TO : Mr:<g: Mer e Cochran pATE: Feb. 8, 1955
o y
FROM : Jorge Del Canto

SUBJECT : Brazil

I have just received a phone call from Mr. Friedman indicating
that you have requested some information on the present legislation
extending the duration of the Mauction system" for import payments in
Brazil. 3

i P

I am attaching a copy of Decree 2410 of January 29, 1955

extending the auction system through June 30, 1956.

An interesting feature of this legislation is that authority
is given to the Executive to eliminate the auctions of dollars if neces-

sary. A part of or all 1mports would then be liquidated through the
free market. Surcharges (presumably these at present include the auction
bids) would in this event be fixed at 35%, 50%, 65%, 75%, and 100% for
the five import categories, the surcharges being based on the average
bids for each category during the previous three months. This new
system would in effect reverse the arrangements, since at present the
exchange rate is fixed and the surcharge or auction bid varies, while
in the arrangements provided for in the above authority the exchange
rate would be fluctuating and the surcharge would be fixed.

We translated this Decree last week for Mr. Paranagua and

suggested that he communicate this legislation officially to you. If
he has not done this as yet, I hope he will in the near future.

Attachment.




The President of the Republic: I advise that the National Congress de-
ecrees and I sanction the following law: : :

Art. 1. The regime ';o'r prior license for trading abroad, under the terns
provided for in Law 2145 of December 29, 1952, is extended until Jume 30, 1956.

Art. 2, 1If the Executive Power considers it feasible to eliminate in
whole or in pert the publie auetion of exchange certificates and consequent
obtaining of import licenses, establishing that some or all imports be liqui-
dated in the free market, the exchange surcharges obtained through the avetion
bids shall become the equivalent of the following percentages of the average
auction bids in the auctions held in the last three months. :

| . 1st Category 35%; 2nd Category 50%; 3rd Category 65%;
| a7 4th Category 758; 5th Category 100%.

First Paragraph ~ Import licenses shall be granted to all those who re-
quest them with a payment of 50% of the surcharges corresponding to the re~
spective categories. Thc balance shell be paid as a condition of custom
clearance directly to the Bank of Brazil or to the customs itself, at the
same time as the import duties, as provided for by SUMOC. : ;

Second Paragraph - That part of the surcharge paid to the customs will
not be considered a customs receipt for any purposes.

Art. 3. The court injunctions which may be requested for ¢learance of
any type of goods coming from abroad, either without prior license or with
a license vhieh is considered to be false, shall observe the following norms:

‘ ‘ : (a) In no case shall consideration be given to mjprelhinnry suspen-
sion (suspensao liminar) of the seizure order against which the ecourt injunction
had been requested in accordance with Article 7, item 2 of Law 1533 of 1951.

(b) Once the injunction is granted by the judge of the court of first
instance, and if the President of the Federal Court of Appeal does not suspend
its exseution, this injunetion will be walid before it is confirmed by the
superior court only if the importer, in the judgment of the Inspector of
Customs, offers reputable banking guarantee or posts a bond of the federal
publie debt in the nominal value corresponding to 150 per cent ad valorem of
the imported merchandise as prescribed in Article 6, paragraph 4 of law 2145
of December 29, 1953. :

Art. 4. The importation or introduction is prohibited, under any title,
of any automobile considered a luxury (ome), the price of whieh in the market
of origin is in excess of $3500, the respective equipment being computed in
the price. :

Art. 5. This law shall enter into force on the date of ite publication,
inecluding its obligation, for this purpose the first Paragraph of Art. 1 of
Decree Law 4657 of 1942 being revoked.

" Rio de Janeiro, Jamuary 29, 1955, 13th. of Independence and 67th. of the Republie.

(Signed) Jomo Cafe Filho .
Miguel Seabra Fagundes .



Trensmitted to all Members 3/18/55. Check Sheet with
attachments filed:
S 731 Transmittal Letters to Members
E. B. Decisions
January-June 1955

INTERNATIONAL MONETARY FUND

Executive Board Decision No. 395-(55/7)

Subject: BRAZIL - EXCHANGE SYSTEM

1. Brazil has informed the Fund that the bonuses to be paid to coffee exports shall be the same as
those applying to exports of products listed in Category II. Exports in Category II receive fixed bo-

nuses of 18, 70 cruzeiros in convertible currencies and pounds sterling and 17.19 cruzeiros in other
currencies.

. 2. The Fund recognizes the need of Brazil to take measures to facilitate the export of coffee, and
in this connection notes the shift of coffee to Category II. The bonus for coffee exports in convertible
currencies and pounds sterling continues to differ from the bonus for such exports in other cur-
rencies. Therefore, the Fund, in accordance with its decision of January 28, 1956, will take action

on this matter after study and early consultation with Brazil.

The foregoing is the text of a decision of the Executive Board taken at Meeting 65/7, Febru-
ary 7, 1966,

Albert C. Frost,
Acting Secretary
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Mr. J. G, del Solar
J. J. Thackars
Brazil--Exchange system
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2/7/55

Bragil—-Coffee Exports
- (M11ion bags)

Jan, 1.125 1.204
Feb. o944 1,206
Mare m

Eubtotal 3eddd %
Aprﬂ - 9“ «991

Mey A7 « TR
June

Subtotal . 2780
July 626 «87%
‘uo . m 1 3“
Seyt.

Get. <855 1.653
Hov, b 547 1.792

Dee. w
Subtotal 3-%52 5.104
TOTAL 10.945 15.552

Braszil--Coffee Exports, 1955
(Thousand begs)

. Other Total
Total To U.8, DEuwrope Countries 19“‘

Upek ending 1/8/85 255 130 55 7
ey Vm/%z’ﬁ; 7 vy m -
Week ending 1/29/55 249 116 120 13



L DOCUMENT OF INTERNATIONAL MONETARY FUND
‘ AND NOT FOR PUBLIC USE

For Immediate Attention

TO= Members of the Executive Board
FROM: The Acting Secretary

SUBJECT: Coffee Exvort Rates - Brazil

FOR
AGENDA

EBS/55/10
Supplement 1

CONFIDENTIAL

February 6, 1955

The staff has prepared the attached memorandum on the
change in the Brazilian coffee export rates notified to the Fund
by Mr, Paranagua in his memorandum to the Managing Director dated
February 5, 1955 (EBS/55/10). A Board meeting for this item has

been scheduled for Monday, February T, 1955 at 3:30 p.m.

Att: (1)




CONFIDENTTIAL

INTERNATIONAL MONETARY FUND
Western Hemisphere Department

and
Exchange Restrictions Department

Brazil: Change in the Exchange Ratesfor Coffee

Prepared by the Latin American (South)
and Multiple Currency Practices Divisions

Anproved by Jorge Del Canto and Irving S. Friedman
February 6, 1955

By communication dated February 5, 1955, the Executive Director
for Brazil informed the Fund of the decision No. 114 of Superentendency of
Currency and Credit (SUMOC) granting to the proceeds:of coffee exports the
bonus apnlicable to Category II exvorts.,  Presumably, this decision will
become effective Monday, February 7, 1955.

The apnlication of Category II treatment to coffee would mean that
the bonus will be increased from Cr 13.14 and Cr 11,86 per dollar for con-
vertible currencies and sterling and for other currencies, respectively, to
Cr 18.70 and Cr 17,19 per dollar, respectively. This results in effective
rates for coffee of Cr 37.06 and Gy 354 55 as against Cr 31 50 and Cr 30,22
prevailing heretofore,

The communication of the Brazilian Government states that this change
has been prompted by the present world market situation for coffee and the
desire of the Brazilian Government to extend, in so far as possible, a
uniform exchange treatment for its basic exports.

The steady growth in world production, a possible heavy marketing
season for producers of mild coffee, the accumulation of large supplies and
the possibilities of changes in the exchange system of Brazil have led to an
increased weakness in coffee prices, both spot and futures, Furthermore,
the traditional relationship between Santos' 4 and Colombian milds (Colombian
milds usually sell at prices several cents above Brazilian prices) has been
once again broken as both are being quoted at the same price,

Legislation providing for a minimum price for purposes of domestic
financing of the 1954-55 crop continues in effect. The existence of this
minimum (87 cents per pound for Santos! 4 or the equivalent of 20, 32 cruzeiros
ner pound) was one of the reasons for the lowering of the coffee rate from
23.36 cruzeiros per dollar to about 31,50 cruzeiros per dollar August Yy 1954
This change resulted in a "de facto" change of the floor nrice for Brazilian
coffee exports from 87 cents per pound to 64.5 cents ver pound. By November
1954 the price of coffee had fallen to 72 cents per pound; on January 19, 1955,



- -

it was further down to 67 cents per pound, and on Thursday, February 3, it
was down to 62,5 cents per pound, with the market fairly slow. With prices
below the Brazilian export minimum of 64 cents per pound and the Colombian
premium having disappeared -- and the Brazilians being unable to change at
oresent the minimum price supnort policy prescribed by law of June 3, 1954
—— the authorities have decided to devmreciate the exvort rate for coffee
exports, The extent of the depreciation is 17.7 per cent. With the new
proposed rate the effective floor is reduced to 54 per cents per pound.
December's 1955 futures are now at about 51 cents per pound, although the
difference of about 11 cents between svot and futures is considered
abnormally large.

The measures undertaken by the Brazilian authorities is designed to
facilitate the realignment of the Brazilian supoly price of coffee to the
prices prevailing in world markets and thus to facilitate the resumption of
the flow of coffee exports from Brazil, = Shipments to New York have been
alow in January,.indicating reticence on the part of the U,S, buyers.l/

Accordlngly, the staff recommends the following decision for
consideration by the Executive Board.

1. Brazil has informed the Fund that the bonuses to be paid to coffee
exports shall be the same as those applying to exports of products listed in
Category II. Exports in Category II receive fixed bonuses of 18.70 cruzeiros
in convertible currencies and pounds sterling and 17.19 cruzeiros in other
currencies.

2 The Fund recognizes the need of Brazil to take measures to facilitate
the export of coffee. The bonus for coffee exports in convertible currencies
-and pounds sterling differs from the bonus for such exports in other currencies,
Therefore, the Fund, in accordance with its decision of January 28, 1955, notes
the oroposed change in Brazil's exchange system and will take aetion on this
matter after study and early consultation with Brazil, :

1/The staff does not have enough information to comment on section 2 of the
SUMOC instruction.No. 114.
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From:

‘ Subject:

from Mr, Paranagua.

DOCUMENT OF INTERNATIONAL MONETARY FUND

AND NOT FOR PUBLIC USE

For Immediate Attention

Members of the Executive Board
The Acting Secretary

Coffee Exvort Rates « Brazil

FOR
AGENDA

EBS/55/10

CONFIDENTIAL

February 6, 1955

The Managing Director has received the attached communication

The subJject has been placed on the agenda for a

meeting of the Executive Board at 3:30 p.m,, Monday, February 7. A
paper by the staff will be circulated later,

Att: (1)



INTERNATIONAL MONETARY FUND
. Washington 25, DeCs . -

Executive Director
February 5, 1955

CONFIDENTTAL

" Pyt A 0 L A LR . B T
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‘To:  Mr. Ivar Rooth, Managing Director '

From: Octavio Paranagua

R

A © .+ I.have just received a telephone call from the Minister of
‘Finance of Brazil, Prof. Eugenio Gudin, to the effect that the

. -Council.of the Superintendency of Momey and Credit:took a decision
‘today to the effect that coffee exports be shifted from Category I
to Category II in accordance with the export classification.of
Instruction 112 of SUMOC, This increase in the present bonus

. extended to coffee has been prompted by the present world market

" situation for coffee and the desire of the Brazilian Government to
extend, in so far as possible, a uniform exchange tregtment for
its basic exports.

R e, trankuithing to Tou the test of Trskrustiss 11k of
- SUMOC embodying this decision, which I received by phone. I -would

like to advise the Fund of these steps,



SUPERINTENDENCI OF MONEY AND CREDIT

INSTRUCTION No. 114

‘ iIn accordance with a resolution of the Council taken at
its meeting of February 5, the Superintendency of Money and Credit
makes public the following decision: | ) |
1., When closing exchange contracts resulting from coffeé
exports, bonuses to be paild shall be the same as those applying

to‘the prbdﬁcts listed in Category II,'referred to in Instruction

‘No. 112..

2, Should an increase in the bonuses referred to in item 1

_above occur within 45 days of any registered sale, and cause the

buyer a price difference in foreign currency; said diffefenée‘shall
be éomﬁehéated éntirely in the same currency iﬁ.which fbe purchase
was made. T | |

3, These provisions shall apply only to sale contracts closed

after the publication of this instruction in the "Diario Oficial",




February 5, 1955
CONFIDENT

To;  Mr. Ivar Rooth, Mansging Director

" From: Octevio Parensgua

I bave just received a telephone call from the Minister of
Finance of Brazil, Prof. Eugenio Gudin, to the effect that the Council
of the Superintendency of Momey and Credit took 2 decision today to
the effect that coffee exports be shifted from Category I to Category IT
in accordance with the export classification of Imstruction 112 of -
SUMOC, - This inerease in the present bomus extended to coffee hag been
prompted by the present world market situstion for coffee und the
desire of the Brazilisn Government to extend, in go fer as possible,

& uniform exchange treatment for its dasiec exports.

I am transmitting to you the text of Instruction 114 of SUMOC
enbodying this decision, which I received by phone. I would like to
edvise the Fund of these steps. ;



‘SUPERINTENDENCY OF MONEY AND CREDIT

 INSTRUCTION No, 114

In accordance with & resolution of te Council taken at its .
mnesting of Pebruary 5, the Superintendency of Noney and Credit ‘
makes public the following decision: ‘ , ;

1, When closing exchange contracts resulting from coffee exportis,
bonuses to be pald shall be the same as those applying to the pro&ﬁcte
ligted 1n Category II, referred to in Instruction No, 112, v

2; Shouid an increage in the bonuses referred to in item 1 above
occur within 45 days of any registered Salé, and cause the buyer a g
price difference in foreign currency, seid difference shall be com-
pengated entirely in the same currency in which the purchase was
made. : |

3. These provigions shall apply only to sale contracts closed.
after the publication ‘oi' this instruction im the “Diaric; Oficial®y



3 _ ° INTERNATIONAL MONETARY FUND

' : Feb. 2, 1955

Mrs., de Vries:

Your comments, please.
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Irving S. Friedman
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|LAST YEAR'S LEVEL
- FOR GOFFEE IS BACK

Continued ¥From Page 1

tions. Normally major producers
guarantee prices against reduc-
tion for at least a month. When
the new prices were announced
late in January roasters said
there would be no further changes
for fifteen days.

The retail movement of coffee
prices has paralleled quotations
for green coffee. Last week the
price of Santog 4 (the basis of
most of the brew consumed in
this country) fell to 62.5 cents a

pressure of” heavy supplies fron
Mexico and Central Ameriea;
Many of these countries do nof
have storage facilities for coffeq
and ship the crop as soon as it i4
harvested. While these grades arg
selling at a discount little inter«
est has been shown for Brazilian
coffee at minimum export prices;

Colombian coffees, which nox¢
mally sell at about a 3-cent-fs
pound premium over Santos 4's,
are selling at the same prices ag
the basic Brazilian grade. Whilq
no official figures are available
it is estimated that Colombia hag
a normal supply of about 1,000.«
000 bags (132 pounds to a bag)
of coffee to sell bhefore the new
crop is harvested.

Brazil Has Carry-Over
Brazil, on the other hand, has

pound delivered in New York
Harbor, The price compares with
the previous 1954-55 low of 64
cents on Aug. 31 and about
equals the quotation of a year
ago. THe peak for the grade was
95 cents on April 1.

The present price of the Santos
4 coffee is well below the mini-
mum export prices of about 67
ents a pound established by Bra-
il. The lower figure is based on
uotations of resale prices for
the grade,

Market Under Pressure

Despite denials by the Brazil-
n Government as recently as
jst week that there would be
y change in policy that would
rmit coffee export prices to
e, many here look forward to
er prices before the end of the
st quarter of the year.
he coffee market is

a large carry-over. On Dec. 31
there were about 9,000,000 bags
of coffee available from the 1954«
1955 crop, according to George
Gordon Paton & Co., coffge econ-
omists. The figure compares with
6,550,000 hags a year earlier,

In order to move the substan-
tial supplies it appears that Bra-
zil must reduce prices to become
competitive with the world mar-
ket. The high price of Brazilian
coffee last year was one of the
main factors resulting in the
large carry-over.

Total exports of all grades of
Brazilian coffee were 10,916,976
bags last year, compared with
15,558,446 in 1953 and 15,823,006
in the preceding year, according
to Paton. The figure for 1954 was
the lowest since 1910 except the
war years of 1917, 1918, 1942 and
1943.

under
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ADVERTISEMENT

plant-location
news

What transportation
facts do you need?

Recently, a container manufacturer
using our Isgustrial Location Service
to help select ¢he right spot for his new
plant, sent in this request: “We’ve got
20 be located where we can supply all
areas of our market within 36 hours at
a cost that will let us compete for new
business.” As in many other businesses,
the transportation costs and schedules
involved could make or break his pro-
posed operation. But ILS found the
perfect location—fast. ’

Here are some of the reasons why.
ILS can give complete, up-to-the-min-
ute fadts on transportation costs, sched-
ules, and facilities, Whether your busi-
ness calls for assembling heavy or bulky
water-borne materials, or for the use
of air transport to get there fast,
ILS can give you all the facts—secured
Jfirsthand from dozens of carriers.

We even maintain a Washington
office to help in transportation prob-
lems. From this listening post we get
current reports on tariffs, regulations,
and schedules. And all of this infor-
mation is included in our free transpor-
tation reports,

We fill in the picture, too

But this isn’t the only type of transpor-
tation data ILS supplies, For one s
cialty-goods manufacturer we did all
this: located sites with suitable ware-
houses for ceramic bodies, and within
ashortdistance of LCL terminals, Even
more important, we found him avail-
able sites with private railroad sidings.

For every suggested location, ILS
also prepared rates for-assembling ma-
terials and distributing finished goods
to given points. Supplied comparative
rates for air, rail, water, and highway,
too. The manufacturer received these
facts for a number of sites in less tha,
ten days. Helped him pick just the ri
spot without delay.

Other free plani-site service
Transportation won’t be yo
concern when you’re looking
plant location. But no matt
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Departm

Department store sales in th
United Stateg in the week ende
Jan, 29 were 1 per cent highe
than in the corresponding wee;
a year ago, according to the Fe
eral Reserve Board. In the pr1,
vious week and in the four wee
ended Jan, 29 they were 10 p
cent higher than in like peric
of 1954.

Six of the twelve distri¥
showed gaing in the latest wec
The heaviest, 10 per cent, was
Atlanta, Minneapolis equalled :
figures of last year. The heavie
year-to-year decline was 4 p
cent in Richmond.

Information on business in t!
various districts follows:

New York

New York’s department stc
sales dropped noticeably 1
week. They were 5 to 10 1
cent below the like 1954 peri
Spring business was to have b
gun on g large scale in the stor
during the week. But snow aj
cold weather thwarted hopes ¥
appreciable volume. The corr
ponding week last year foi}
stores with ideal weather i
sales performance was satisf
tory.

Business in the women’s wh ;
sale apparel markets contir
strong. Orders for better-pri
sportswear for spring were hr
ier than in the preceding ¥
and dresses were re-ord.j
Sales of men’s and boys’ c
particularly work clc,
were also good. 4

Demand for cotton print ¢
decreased in the textile 3
but the call for both
rayon pocketing tuz
Buyers who
needs for f3s
tered the
a result
weigh
Tra
nifi
vV




i@ Office Memorandum

TO : Mrs, Mergaret G. de Vries pATE:February 3, 1955

FRoM : Ugo Sacchetti U'S.

SUB JECT: aft Minuteg of EBM WEx e System -~ Brazil"

My comments on the draft minutes in question follow, As an intro-
duction to them I must say that they tend to point out something which is
factually not correct, rather than discrepancies between what was actuvally
said at the meeting and what is in the draft mimutes. At p. 1, line 20
(statement by Mr. van Cempenhout) and 2t pe 3, line 12 (statement by the
staff representative), the percentage difference between the effective rates
for the convertible currencies and the pound sterling on one side and the
other currencies on the other side is indicated as being 4.2 per cent. The
percentage differentials actually are 4,06 per cent for Categories I, III and
IV and 4,07 per cent for Category II., On the basis of this I would say that
a change is desirable either in p.3 (staff) or in both pages. My suggestion
would be to change "4,2 per cent" into either "about 4,06 per cent" or "about
4 per cent,"

I am most concerned with what eppears in the draft as the explanation
by the staff representative, and particularly with the statement that " the
new regulations did not involve a new discrimination in favor of sterling"

(pe 2 last paragraph),

In the first place thies is in conflict with what is said later in
Pe 3, line 8, to the effect that the elimination of a discount with respect
to the dollar (even though less than 1 per cent) has been brought about.

In the second place, any statement as to the magnitude of the existing
discount of the pound sterling vig-a-vig the dollar should be accompanied by a
date, in consideration of the fluctuating nature of the free rates for the dol-
lar and the pound. As & matter of fact on December 24, 1954, the last day for
which I was a@ble to secure data on free market quotations, the pound sterling
was quoted in Rio at about 4,06 per cent discount which resulted in a "calculated"
rate (80%=20% mixing) of Cr$33.51 which, compared with the 34,144 dollar rate,
presented a discount of about 1.85 per cent (not "less then 1 per cent"). More-
over, on that date, the Belgian frenc was quoted at only 2,28 per cent discount
in the free market which resulted in & discount of 1,34 per cent in the "calcu-
lated" effective export rate. In other words, if December 24 is taken as 2
reference, on that day the rate was more favorable to exports to Belgium than
to the sterling area, whereas, after the introdunction of the new system the
rate system favors exports paid for in pounds sterling by 4 per cent. I would
hesitete to say, in presence of these facts, that no new diserimination in
favor of the pound sterling is introduced.

In the third place, and 2lgo on the basgis of the facts above, it
appears that the significance of the new measure for the direction of exports
should be judged on the bagis of what would have happened under the old system,



In this connection nobody could exclude thet the pound cuotation in the free
market would tend to present larger percentage discounts in the future, both
in respect to the dollar and in respect to other currencies. No acceptable
argument, however, could be baged, of course, on speculations about future
developmente in the free market. It would seem edvisable, therefore, to stick
to the known facts waich, insofar as I can see, are:

1) With respect to what the situation wes at about the time of the
new measure, the discrimination brought ebout in favor of the
pound sterling is far from being negligible,

2) The new measure, with respect to the previously prevailing practice,
. gignifies that the possibility of an eppreciation of the cruzeiro
vig-a~vig the pound sterling larger than an appreciation vig—a=-vis
other currencies (of the possibility of a depreciation of the
eruzeiro vig-a~vis the pound sterling legg than a depreciation
vis-e~vig other currencies) is eliminated.

I am not suggesting that 2ll these considerations be included in the
minutes, otherwise we should rewrite them entirely. I think that to keep the
changes to a minimum we could introduce the following amendments:

Psituation in the free exchange market existing at about the time of
the new regulations indicates that these regulations did not involve
o large favorable treatment in favor of exports paid for in pounds

aterl{géstth—aoapn-u|lv those in convertible currencies"

|
|
pe 2, 3rd. line from botton: (the whole line replaced by)

il Pe 3, line 7, in parenthesis I would put "about 1 per cent".

i e 3, line 10, instead of "other Buropean currencies" I would put
‘v&i“j} " taoreement dollar? countries®,

\\\- ekl f/‘ ﬁ. o linenlz, 1§e§ead zf ;4.2 per c:nt". I would put either "about
# per cent", or "about 4.06 per cent®,

I do not know to what extent we may suggest changes in statements made
by Executive Directors., The fact is that on p. 2, second paragraph, it is not
correct to say that the new regulation made official e procedure that had been
applied by the Bank of Brazil, The former procedure was official as well,
with the only possible exception of the practice of applying a 10 per cent
discount for the purpose of caleulating the rates appliceble to exporte to
"agreement dollar®™ countries.



\ Feb, 7, 1955
& i!isl Hodel

Irving S, Friedman

Please note suggested changes in Brazilian
minutes. On page 2, third line from bottom should
read ", , , situation in the free exchange market existing
at about the time of the new regulations indicates that
these regulations did not invelve a large favorable
treatment in favor of exports paid for in pounds sterling
as compired with those in convertible currencies,”

If you find the time, 1t might be desirable
for us to have a brief discussion of these minutes,
They contain a number of inaccuracies in the form of
statements by various Executive Directors, We, of

ourse, do not feel that we ean suggest changes in the
statements of the Executive Directors,

Attachment
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INTERNATIONAL MONETARY FUND
Washington 6, D. C.

Diretor Executivo
Rie de Janeiro, Bragil

Reference your ceble No. 3}, Executive Board took fellowing
isions

QUOTE On January 17, 1955, the Fund took the following

decision:

INNERQUONE 1. Brazil has requested the Fund's approval
for changes in its exchange system which would classify
exports into four categories with fixed bonuses applying
to each category. The four categories and bonuses are:

(1) green coffee - 13.1h cruseiros; (2) raw cotton, sewn
pine wood, cocos, cernauba wax, Brazil nuts, leaf tobacco,
and banenas - 18.70 cruseiros; (3) pieassave, castor seeds,
soya beans, hides and skins, sisal, cocoa cake and paste -
2h.70 cruzeiros; (&) other products - 31.70 cruzeiros.

2. The Fund does not object to these changes as an
emergency messure, pending a subsequent review on the
occasion of Bregil's forthcoming consultations under
Article XIV on its trensitional arrangements end other
exchange matters END INNERQUOTE

After this decision was teken, the Fund received the follow-
cable No. 32, dated :m 17, 1”,3 ‘

INNERQUOTE Bonuses referred our ceble Neo. 31 must be
understood enly for exports payable in copvertible cwrren-
cies and pounds sterling. PFor other currencies bonuses per
V.8. deollar will be:

11.86

1st category cruzeiros

2nd cruzeiros 17.19

3rd cruzeiros 22,95

bth cruszeiros 29.67
Superintendencia ds Moeda e do Credito END TNNER-

\‘ QUOTE
After discussioniof this situation, the m m« the con-

tents of cable No. 32 of January 17, 1955 from )ruil, listing
boenus2s for exports payable in currencies other than convertible
cuwrrencies and pounds sterling. The Fund will take uttu on
this matter after study and early comsultation with Brazil END

ROOTH
Interfund |

i
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Director, Western Hemisphere Department
Director, Bxchange Restrictions Department
Acting General Counsel

Acting Secretary

Exchange System - Brazil

This is to advise you that within the time specified
has objected to the proposal set forth in EBS/55/4, Sup.
ibgly, the Executive Board's approval is assumed.

FH:rl 1/31/55

5t30 peme
January 31, 1955

no Executive Director
’ (VW%)- Accord-
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INTERNATIONAL MONETARY FUND

Executive Board Decision No. 391-(55/5)
Subject: BRAZIL - EXCHANGE SYSTEM
On January 17, 1955, the Fund took the following decision:

1. Brazil has requested the Fund's approval for changes in its exchange system which would
classify exports into four categories with fixed bonuses applying to each category. The four cate-
gories and bonuses are: (1) green coffee - 13. 14 cruzeiros; (2) raw cotton, sawn pine wood, cocoa,
carnauba wax, Brazil nuts, leaf tobacco, and bananas - 18.70 cruzeiros; (3) piassava, castor
seeds, soya beans, hides and skins, sisal, cocoa cake and paste - 24.70 cruzeiros; (4) other

. products - 31. 70 cruzeiros.

2. The Fund does not object to these changes as an emergency measure, pending a subsequent
review on the occasion of Brazil's forthcoming consultations under Article XIV on its transitional
arrangements and other exchange matters.

After this decision was taken,the Fund received the following cable No. 32, dated January 17, 1955:

Bonuses referred our cable No. 31 must be understood only for exports payable in convertible
currencies and pounds sterling. For other currencies bonuses per U. 8. dollar will be:

1st category cruzeiros 11.86

2nd cruzeiros 17.19
3rd cruzeiros 22.95
4th cruzeiros 29.67

Superintendencia da Moeda e do Credito

. After discussion of this situation, the Fund notes the contents of cable No. 32 of January 17, 1955
from Brazil, listing bonuses for exports payable in currencies other than convertible currencies and
pounds sterling. The Fund will take action on this matter after study and early consultation with

Brazil.

The foregoing is the text of a decision of the Executive Board taken at Meeting 55/5, Janu-
ary 28, 1955.

Albert C. Frost,
Acting Secretary
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CONFIDENTIAL

January 28, 1955

Yo Members of the Executive Board
From: The Acting Secretary

Subject: Brazil - Exchange System

There follows the text of the decision on Brazil discussed at
‘ Meeting 55/5 which will be deemed approved if no Executive Director
indicates objection by 5:30 p.m. on Monday, January 31, 1955.

On Jenuvary 17, 1955, the Fund took the following decision:

1. Brazil has requested the Fund's approval for
changes in its exchange system which would classify exports
into four categories with fixed bonuses applying to each
category. The four categories and bonuses are: (1) green
coffee ~ 13,14 cruzeiros; (2) raw cotton, sawn pine wood,
cocoa, carnauba wax, Brazil nuts, leaf tobacco, and bananas
~ 18,70 cruzeiros; (3) piassava, castor seeds, soya beans,
hides and skins, sisal, cocoa cake and paste - 24,70
cruzeiros; (4) other products - 31,70 cruzeiros.

2. The Fund does not object to these changes as an
. emergency measure, pending a subsequent review on the
occasion of Brazil's forthcoming consultations under
Article XIV on its transitional arrangements and other
exchange matters,

After this decision was taken, the Fund received the following
cable No., 32, dated January 17, 1955:

Bonuses referred our cable No. 31 must be understocd
only for exports payable in convertible currencies and
pounds sterling. For other currencies bonuses per
U.S. dollar will be:

1st category cruzeiros 11.86

2nd cruzeiros 1719
3rd cruzeiros 22.95
kth cruzeiros 29,67

Superintendencia da Moeda e do Credito

After discussion of this situation, the Fund notes the contents
of cable No, 32 of January 17, 1955 from Brazil, listing bonuses
for exportfpayable in currencies other than convertible currencies
and pounds sterling, The Fund will take action on this matter
after study and early consultation with Brazil.
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Mr. Del Canto 1/26/5%
J. J. Thackars
Brazil -Exchange Rates

By vay of 1llustrating the extent of currency discrimination in Braszil
since last August, the attached table has been prepared. The table indicates
the rates applyismg to coffee exports cnly, at the time of the August 195%
change, limiting export rates to the free market; and the three subseguent
changes, i.e., September 1%, 1954, when the U.S. free market less 10 per ceut
vas taken in computing the effective rate for currencies other than the U.85.
dollar and the pound; November 11, 195k, when e fixed bonus and, therefore, &
fixed rate was established for coffee exports in U.S. dollars only; January
18, 1955, vhen two sets of fixed bonuses were established, one set for U.3.
dollars and sterling and another set for other currencies. Since there was
a free market for sterling with e free market rate approximating thet for
the dollar, sterling was treated like dollars, whereas for other currencies
& uniform sominal free rate was teken eguivalent t¢ the free market vais for
U.8. dollars less 10 per cent, It is noted that the rate for sterling was
always nore deprecisted than that for other currencies duriag the periocd
under review.

In the following table the rates for coffee are placed in order of de-
precistion to indicate the shifve:

Per cent
August 1, 195k ¥ Other currencies
30.49 Pound steriing
31.49 U.S. dollars 3.0
September 1%, 1954 29.67 Other currencies
30.65 Pounds sterling 3.5
30.99 U.8. dollars L5
November 11, 1954 31.29 Other currencies
31.50 VU.8. dollarse 0.67
32.29 Pounds sterling 3.2
January 10, 1955 '+ 30.22 Other curreacies
31.50 Pounds sterling 4.2
31.50 ¥.8. dollars h.2

1/ Fiuce there was uo free market in many currencies, ihe Dank of Bresil
presusably set nominal free market rates for this purpose. Presumably,
also, the currency discrimination may bave been very sizable, indeed,
e.8.5 in the event a free market rate vere the equivalent of Cr$30.00
per dollar, the effective rate would be approximaiely 23 per cent.
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EXECUTIVE BOARD MINUTES

DOCUMENT OF

AND NOT FOR PUBLIC USE

INTERNATIONAL MONETARY FUND

EXECUTIVE BOARD MEETING 55/5
1818 H Street, N. W.
10:00 a. m., January 28, 1955

Present:

I. Rooth, Chairman; H. M. Cochran, Deputy Managing
Director; Executive Directors: S. T, G, Akermalm, L. H. E.
Bury, D. Crena de longh, C. Gragnani, Lord Harcourt, J. de
Largentaye, J. Luna-Guerra, O, Paranagua, F. A. Southard,
B. Tann, A. van Campenhout, T. Yumoto; Alternate Execu-
tive Directors: T, Friis, B. B. Callaghan, H. M. H. A, van
der Valk, O. Donner, C. P, Caranicas, P, J. Keogh, A. de
Lattre, J. C. Gouvea, V. G. Pendharkar, J. H. Warren, A.
Mansour, J.S.Hooker, K.H. Yu, M. Toussaint, B. Wongswan;
A.C. Frost, Acting Secretary; F, Hodel, Assistant Secretary.

Present for Items:

1-2--P. J. Brand, Western Hemisphere Department; 1-2--
J. Del Canto, Western Hemisphere Department; 1-2--J. H.
C. de Looper, Exchange Restrictions Department; 1-2--].
G. del Solar, Western Hemisphere Department; 1-2--M. de
Vries, Exchange Restrictions Department; 1-5--H. L. Dey,
Director, Asian Department; 1-3--P. Ehrlich, Treasurer’s
Department; 1-3--]J. G. Evans, Legal Department: 1-3--C.
B. Fink, Treasurer’s Department; 1-2--1.S. Friedman, Direc-
tor, Exchange Restrictions Department; 1-3-~]. Gold, Legal
Department; 1-2--E. P. Hexner, Legal Department; 1-3--Y.
C. Koo, Treasurer; 1-3--R. Kroc, Treasurer’s Department;
1-2--A. Mattera, Exchange Restrictions Department; 1-2--C,
J. Pritchard, Exchange Restrictions Department; 1-7--].
Reid, Office of the Managing Director; 1-2--U. Sacchetti,
Exchange Restrictions Department; 1-3--E. Sturc, Deputy
Director, European Department; 1-2--J. J. Thackara, West-
ern Hemisphere Department.

1. Approval of Minutes
The draft minutes of Meetings 54/65 and 54/66 were
approved.

2. Exchange System - Brazil

The Executive Board took up a cable from Brazil
(EBS/55/4, Sup. 2, 1/18/55) providing additional in-
formation on the recent changes in Brazil’s buying rates
(EBS/55/4, 1/15/55, and Sup. 1, 1/16/55; EBM/55/3,
Item 1, 1/17/55). The staff recommended that the
Fund note the contents of the cable, further study the
matter and take action at the time of the forthcoming
consultations under Article XIV.

Mr. van Campenhout thought the situation must be
of concern to the Fund from the standpoints of both
the proper discharge of its jurisdictional function and
the substance and that this concern should be ex-
pressed in the Board. The decision at Meeting 55/ 5
(Item 1, 1/17/55) was taken on a proposal to change
the exchange system of Brazil establishing, by means

of new fixed bonuses, four rates discriminating be-
tween four groups of commodities but not between
currencies. Subsequently,the Fund received the cable
under discussion informing it that these rates applied
only to trade in convertible currencies and sterling,
and stating that for the same categories of export
goods paid in other currencies, four other rates were
applicable, reflecting a disagio of 4.2 per cent. He
believed it should be clearly recorded that these four
new rates are not approved by the Fund but in what
form did not appear to him to be of too great import-
ance and he thought in that respect that the Board
could take into consideration the formulation proposed
by the staff to the effect that the Fund merely takes
note of these rates. It was a mild expression but its
meaning and intent were familiar to the Board and not
ambiguous. He could not, however, support the second
part of the staff’s proposal because the situation in
substance was too serious for the Fund to close the
matter until the annual Article XIV consultations with
Brazil. Developments might call for more urgent
attention. The Belgian authorities, for instance, were
extremely apprehensive about the effects of the new
Brazilian currency discriminations. They thought the
maintenance of the present system might lead to a
very serious contraction of trade between Belgium and
Brazil and a distortion of the normal channels of such
trade. The Belgian situation and concern were prob-
ably not unique. This should lead the Fund to an im-
mediate and purposeful examination. For this reason,
he proposed that consultations between the Fund and
Brazil commence in the immediate future with the
particular objective of carefully considering the
reasons for the currency discriminations in Brazil's
export rates and the possibility of their elimination.
Moreover, the Board should bekept regularly informed
on the progress of such consultations. In concluding,
Mr. van Campenhout said that he was fairly well aware
of the situation in Brazil and that it was indeed in
sympathy with the difficulties facing its Government
and its effortsthat he had kept his remarkstothe bare
essentials. He hoped and trusted that the Fund would
receive the collaboration it needed from the Brazilian
Government.

Mr. Paranagua explained that the new regulations
did not invelve a significant change in the exchange
system. They merely made official a procedure that
had been applied by the Bank of Brazil since Septem-
ber 1954 and constituted a step in the right direction
in that the export rates were no longer linkedwith the




free market. He stressed that the Government’s action
was not intended to create any deterioration in trade
relations with Belgium, an important market for Bra-
zillan goods, but was primarily designed to increase
trade with the United Kingdom because of the large
payments arrears with that country. He added that he
sawno reason for a special consultation on the matter
but he would urge the Brazilian authorities to agree
tohave the Article XIV consultations within thirty days.

In reply to a question, a staff representative ex-
plained that the situation in the free exchange market
existing at about the time of the new regulations indi-
cates that these regulations did not involve a large
favorable treatment in favor of exports in pounds
sterling as compared with those in convertible cur-
rencies. Since certain inconvertible currencies were
not quoted in the free market, the authorities on Sep-
tember 14, 1954, adopted a procedure for computing
the effective rate for such currencies, the free rate
for U.S. dollarsless 10 per cent being applied to 20 per
cent of the value of exports. It appeared that because
of an active free market in sterling the above proce-
dure was not applied to sterling; however, since the
dollar/sterling relationship in the free market was
broken, there was a small discount (about 1 per cent)
in the rate for exports to the sterling area, compared
with the rate for exports tothe dollar countries. This
difference disappeared with the new regulations. The
aforementioned procedure for the computation of the
effective rates for the indicated currencies, i.e., the
free rate for the U.S. dollar less 10 per cent, resulted
in a differential of around 4 per cent in the rates for
exports to the respective countries. Under the new reg-
ulations the differential was frozen at about 4 per cent.

Mr. de Largentaye, unlike Mr. Paranagua, thought
that it was not the same thing for broken cross rates
to result from the operation of a free market or from
a governmental decision establishingofficial exchange
rates, less so when the latter implied discrimination
between equally inconvertible currencies. Owing to
the possible consequences of the proposed measure
on Franco-Brazilian trade, he had to make reserva-
tions on behalf of the French Government

Mr. van Campenhout believed that the situation of
ratesin Brazil was still so confused that he felt unable
to discuss it and wished to confine himself to his pro-
posal for early consultation on the matter. He would
have no objection if this took place concurrently with
the Article XIV consultations if they were started
early, for instance, within thirty days and if the report
on the recent changes would not be held up until the
final report on the consultations. Other Directors
agreed. Mr. Bury said he hoped the staff would be
able to examine all of Brazil's bilateral agreements
on exchange matters inthe course of the consultations.

INTERNATIONAL MONETARY FUND

Lord Harcourt thought they should also cover an ex-
amination of the effect on other countries of all deal-
ings in Europe in depreciated cruzeiros. On the
understanding that the Article XIV consultations with
Brazil would be started as soon as possible, he was
prepared to go along with the staff's recommendation.
However, he thought the decision should make clear
that the Board took its decision at Meeting 55/3 on the
basis of incomplete information. Mr. Warren agreed
and expressed the hope that the Fund would not be
asked in the future to take decisions of this kind with-
out full information. Mr. van Campenhout suggested
that the fact that the decision of January 17, 1955 was
taken on information showing no discrimination be-
tween currencies could be reflected if the decision
spelled out all the circumstances involved. Several
other Directors supported this suggestion.

Mr. Southard said he had no objection to the text
proposed by the staff which would have the legal effect
of not constituting an approval of the rates listed in
the new cable. Mr. de Largentaye said that the pro-
posed decision, if amended as suggested by Mr. van
Campenhout to mention the decision of January 17,
could only be interpreted as an approval of the actual
Brazilian reform sincethe Fund having received sup-
plementary information about it didnot revise its first
decision. Mr. van Campenhout disagreed and said it
was not the intention of his proposal. Mr. Southard
said he thought the proposed decision would mean that
the Fund was not approving the rates listed in the
cable under discussion; at the same time, the decision
of January 17, 1955, not to object tothe rates specified
in the cable of January 14, 1955 would stand. A staff
representative explained that by ‘‘taking note'’ of
Brazil’s cable of January 17, 1955 and stating that
actionwill be taken later, the Fund would not be taking
the affirmative action of approval provided for in the
Fund Agreement and, consequently, the new rates
would not havethe Fund’s approval. The Fund Articles
did not require express disapproving action. The ab-
sence of affirmative action in respect to exchange
measures which are subject to such affirmative action
of the Fund indicates that the measures do not have
Fund approval. (The Fund’s affirmative action fre-
quently has been expressed in the form of the Fund's
‘‘not objecting’’ to an exchange practice.) Mr. van
Campenhout and Mr. Southard, after some discussion,
said they agreed with this explanation.

The decision was:

On January 17, 1955, the Fund took the follow-
ing decision:

1. Brazil has requested the Fund’'s approval
for changes in its exchange system which would

55/5
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classify exports into four categories with fixed
bonuses applying to each category. The four
categories and bonuses are: (1) green coffee -
13.14 cruzeiros; (2) raw cotton, sawn pine wood,
cocoa, carnauba wax, Brazil nuts, leaf tobacco,
and bananas - 18.70 cruzeiros; (3) piassava,
castor seeds, soya beans, hides and skins, sisal,
cocoa cake and paste - 24.70 cruzeiros; (4) other
products - 31. 70 cruzeiros.

2. The Fund does not object to these changes
as an emergency measure, pending a subsequent
review on the occasion of Brazil's forthcoming
consultations under Article XIV on its transi-
tional arrangements and other exchange matters.

After this decisionwas taken, the Fund received
the following cable No. 32 dated January 17, 1955:

Bonuses referred our cable No. 31 must be
understood only for exports payable in converti-
ble currencies and pounds sterling. For other
currencies bonuses per U.S. dollar will be:

1st category cruzeiros 11. 86
2nd cruzeiros 17.19
3rd cruzeiros 22.95
4th cruzeiros 29. 67

Superintendencia da Moeda e do Credito

After discussion of this situation, the Fund notes
the contents of cable No. 32 of January 17, 1955
from Brazil, listing bonuses for exports payable in
currencies other than convertible currencies and
pounds sterling. The Fund will take action on this
matter after study and early consultation with
) Brazil.
| S
3. Repurchase - Turkey
The Executive Board considered a cable from
Turkey with respect to the repurchase of the equivalent
of $4 million of the Fund’s holdings of Turkish liras
(EBS/55/6, 1/25/55).

The decision was:

Turkey has offered to repurchase the equivalent
of $4,000,000 of the Fund’s holdings of Turkish
liras inaccordance with its undertaking in its cable
of August 4, 1953. The equivalent of $1,460, 808. 70
would be paid in accordance with the Fund’s letter
of March 24, 1954. The balance equivalent to
$2,531,191. 30 would be paid on the understanding
‘that it would be considered as discharge pro tanto
of the repurchase obligation as of April 30, 1954,
if such was incurred (EBS/55/6, 1/25/55). The
Fund accepts the offer.

55/5

4. Voluntary Repurchase - Finland

In the absence of a request by any Director for
formal consideration in the time specified, the follow-
ing decision was recorded (SM/55/6, 1/24/55):

Finland has offered torepurchase the equivalent
of $3,000,000 of the Fund’s holdings of Finnish
markkas provided that the payment will be con-
sidered as a discharge protanto of any repurchase
obligation as of April 30, 1954, if suchwas incurred
(SM/55/6, 1/24/55). The Fund accepts the offer.

5. ECAFE - Fund Representation

The Fund representation at the forthcoming meet-
ings of the ECAFE Committee on Industry and Trade
and the Eleventh Session of the Commission as pro-
posed in EBD/55/10 (1/20/55) was approved.

6. Executive Board Travel

The Executive Board was informed of travel by an
Executive Director to countries which elected him as
set forth in EBAP/55/8 (1/24/55). No objection was
expressed. The Executive Board also approved travel
to two other countries by the same Director, as set
forth in the same document.

7. Monthly Agenda

The Executive Board considered and agreed matters
to be placed on the agenda during the month of Feb-
ruary, it being understood that changes would be made
as the work required (EBD/55/14, Rev. 1, 1/28/55).

8. Technical Cooperation - Iran

In the absence of a request by any Director for
formal consideration in the time specified, the follow-
ing decision was recorded (EBD/55/12, 1/25/55):

In response to a request from Iran for technical
assistance, the Executive Board agreed to the pro-
posal contained in EBD/55/12 (1/25/55).

APPROVED BY THE EXECUTIVE BOARD:
Meeting 55/10, February 25, 1955

ROMAN L. HORNE
Acting Secretary

H. MERLE COCHRAN
Acting Chairman



Aide-memoire for Mr. Irving S. Friedman

for the E.B. Meeting on Brazil, Friday, Jan. 28, 1955

One of the aspects of the change in the export rates system recently
introduced by Brazil is the fact that some significant features -~ the broken
cross-rates -~ were made known to the Fund only after the Executive Board had
taken action on the proposed change, as it was described in the first Brazilian
communication.

Something similar to that occurred at, the time of the 1953 consultations
with Brazil. On that occasion the Executive Board took action, on October 9,
1953, on the basis of the staff paper which was prepered as a result of lengthy
discussions with Brazilian representatives in Washington. The following day,
October 10, 1953, a cable was sent by Brazil to inform the Fund that the
Brazilian authorities proposed to introduce an auction system -~ a radical
change over the system on which the Executive Board had just taken action
the day before.

An Executive Board meeting was held on Sunday, Octocber 11, 1953§ during
which the decision was taken to supersede the decision adopted at the end
of the October 9 meeting, thus recpening the 1953 Consultations with Brazil.

The final Executive Board decision was taken at the E.B, Meeting of

Friday, October 23, 1953.



Aide-memoire for Mr, Irving S. Friedman
for the E.B, Meeting on Brazil, Friday, Januwary 28, 1955

Various questions could be brought into discussion on the main object of
the meeting, and among the significant ones the Executive Board could be

interested in the following:

Procedure question: The Brazilian Government has communicated to the Fund, for

consultation purposes, only part of the technical features of the proposed
change in the export rates system. The information as to the fact that orderly
cross rates are not maintained was given to the Fund by the Brazil authorities
only after the proposed change was discussed at the E.B, meeting of January 17,

1955,
Maintenance of Currency Discrimination: The Brazilian Govermment, by the

proposed change, has established less favorable rates for exports against
currencies other than the dollar and pound sterling. Although some aspects
of the former discriminatory practices have been altered, the measure in
question amounts to the continuation of the discriminatory feature which
characterized the previous export rates system.

More favorable treatment to exports against pounds sterling: One of the

main characteristics of the system of export rates now prevailing, over the
previous one, is the fact that exports against pounds sterling aregiven the
same favorable rate as exports against dollars; whereas the pound sterling
was previously associated with the other non-dollar currencies. This change

may involve significant changes in the direction of Brazilian trade and

payment s,
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An important point which should be brought out among others as the outcome
of the discussion is the indication of what the Executive Board wants the
staff to do in dealing with this Brazilian problem, if it is decided to give
further consideration to the case, and to take an action on it, before the

time of the forthcoming Article XIV Consultations.



Office Memorandum

10 :  Mr., Irving S. Friedman pATE: January 27, 1955
FROM : J, H. C. de LooperM
SUBJECT : Latest Brazilian Exchange Measures

The following notes may be helpful in further evaluating the signiticance
of the newly created PBrazilian export rates.

(1) The new exchange rates appear to discriminate against the U.S and in
favor of the U.H. , despite the ostensibly similar treatment accorded to export
proceeds received in US dollars and sterling. Transferable sterling can be
obtained in New York and elsewhere at a significant discount. Consequently,
transit traders everywhere are likely to offer Brazilian exporters higher
cruzeiro prices for payment in sterling then for payment in US dollars.

(2) Brazil is likely to receive additional sterling from increased sales
to the sterling area itself, as well as from the manipulations referred to under (1).
A third likely cause of increasing sterling receipts is that countries having
payments agreements with Brazil (substantially all continental countries other than
the BLEU) will be unable to prevent some of their imports from Brazil from being
settled in sterling outside their payments agreements (irrespective of whether
direct or transit imports are involved).

(3) Pecause of an intercsting clause in the Anglo-Brazilian Debt Liquidation
Agreement, Brazil will be able to use substantially all of the sterling not
received from the UK and its colonies to pay for additional direct imports from
the UK. This is because the sterling to be used for liquidating the outstanding
commercial debts to the UK does not include (a) Erazil's net sterling earnings
from countries (including sterling area countries other than the UX colonies)
with which Brazil has payments agreements, and (b) Brazil's gross sterling earnings
from the Dominions.

(L) Thus the likelihood that the new rates will enable the UK to increase
its sales to Brazil is greater than might at first sight be apparent. These sales
had been down almost to nil because the minimum annual liquidation quota of L 6
million, together with annual imports of sterling o0il valued at a minimum of
L 15 million, had absorbed prectically all of Brazil's sterling earnings. Although
no official data are at hand to corroborate this statement, it is clear from an
official source (Board of Trade Journal of August 7, 1954) that in August 195l no
more than L 15 million out of a total of L 6 million covered by the Liquidation
Agreement had actually been settled in sterling, bringing the cover peovided up
only to the applications for remittances of sterling that were approved by the
Banco do Brazil through July 2, 1952. The matter of the frozen claims on Brazil
is viewed with particular concern in the UK because of two factors: (a) if no basic
changes in trade and payments between Brazil and the sterling area occur, the
liquidation of the accumulated debts will take around ten years, even if UK sales
to Brazil continue to be virtually non-existent; (b) about one-half of the Brazilian
commercial arrears consists of claims of the UK Export Credits Guarantee Department,
which has been severely criticized for the losses it has incurred in its operations
with Brazil.




(5) The liguidation of Brazil's commercial arrears to UK exporters
has been hampered by German transit sales of Brazilian products to the
UK. These replaced direct UK imports from Brazil whichwould have pro-
vided that country with additional s terling earnings for use under the
liquidation agreement., Also, it has been officially stated by the Bank
of England that in 1053 the turnover in Brazilian coffees in the London
commodity markets declined. This must similarly have prevented
potential Brazilian sterling earnings. It may have been caused in part
by: the faidy general attempts of Continental countries to purchase

’ directly from Brazil, through their own payments agreements, in order to work

off the claims on Brazil that most of them had built up under those pactse
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dation of Brazil's commercial arrears

is reliably reported
de the Liquidation Agreement, the Bank gf England

%gtziv: sanctig%ed the trading of frozen claims at a discount, Iit? th: Y
proceeds in cruzeiros to be used both for imports from Brazil and for in

vestments in that country.

(7) 1In an article under the heading "UK Negotiations on 1955 Trade", the

cial Times of December 13, 1954, states the following: "So far as

gigggl is concerned, the only movgiggtpigspect iso;2r:££§£tae:;ageB::gglgzgh
e ScCo -

R L O Ol ¢ D thovehit, Rave detiniiely harmed British in-
terests by diverting Brazilian exports to Germany., The British Govermment
is seriously concerned about this matter, and an approach to the Brazilian
authorities will, it is understood, shortly be made by the UK Treasury re-
presentative, who is at present conducting the talks in Buenos Aires". The
article appears to be based on a briefing by Treasury and Board of Trade

officials,

(6) In order to speed up the liqui

=Luxemb is practically the only one of Brazil's European trad-

gg& E?%Eé%? %ith wﬁggﬁ no gayments agfeement XS currently in force.p Trade

is fgnanced in Belgian francg on B Accounts in the BLEU. After 1952 exports
Brazil declined sharply, due to measures on both sides intended to enable

a reduction in Brazil's corsiderable commercial and financial arrears in Bel=-

gian francs. The new exchange rates in Brazil are likely to reduce Belgium's

imports of Brazilian goods payable in Belgian francs on Brazilian-held ac-

counts, Therefore, Belgiwum's chances of restoring its exports to Brazil are

reduced pro tanto.

Another aspect of Belgium's position is that, within the framework of
the co-ordination of the commercial policies of the Benelux countries, Bel-~
gium probably cannot take a position diverging much from the Netherlands
attitude. As far as the latter is concerned, we know officially that the
Netherlands has again run up a considerable claim on Brazil, that Dutch ex=-
Ezrﬁs igedgery low s%ngelgrazil hgstﬁggtionod only negligible amounts of

etherlands agreement dollars, an on J
duced a %iesh linking ar%angement for e§§3§€§ %8 ggg gg;ggggagggmBank

Brazil, This arrangement amount f -
s of " cruzeirg. ] gg acto to another unilateral devalua

(9) In December for the first time in man months the G

320wed an increase instead of a decrease, y’lhe rise wgs gig:n$g%a%?lggogr%gil
$26 million, This, together with reports that German re-exports of cocoa to
the US have been hampered by Brazilian regulations issued in August 195)

(Aviso 20 of Fiban s suggest that even prior to the revisi
ggggzzgzazgl gad already taken steps topcurb CGerman igangi%nsgge;hgfeggggiiian

(10) (Regarding the destinations of Gefman re
-exports of Brazilian d
:gggidazgozzyggt; from %oog iources that, up to August 195h, west Gggga:;tzéd
er cent o ts coffee imports from Brazil
land, Scandiwmavia and Fastern Euro Bilas teek e Dritewrs
pe, but not to the doll 3
ggggf%:deom:§n§g ggrtggngog{;:h:rggréﬁzieghoi %razilian cgg;grggé %gghtsgt o
s a
export rates made these transit deals unprofita%?g :?gcgegigi;gegi;grggi%&:n

US dollars in Brazil
dollar ir Frankfuit then offset the discount on the Brazilian agreement



Conclusion

It seems likely that the new Brazilian regulations were introduged after
the UK Govermment discussed in Rio the measures that would have to be taken
in order to restore the UK's traditional position in Brazil's foreign trade,
and that the new regulations, if effective, will work primarily against West
Germany but also against other Continental countries eager to promote their
exports to Brazil by keeping their purchases from that country through their
own payments agreements at the highest possible levie, Initially, direct Bra-
zilian exﬁorts to the Continent are likely to fall, The second stage then
will be that the auction rates for Continental currencies in Brazil become
ﬁriiibitive, and that conseguently Continental exports to that country will
. fall,




Jeammary 27, 1955

Mr, Ivar Rooth |
Irving S, Friedmen end Jorge Nel Canto

Subject: Bragil Erchenge System

Ve are pending you herewith a memorandum
prepered in our department, containing some factual
background information on the Bragilian exchenge system
end payments position, vhich we believe answers the
quegtione you raised. ¥e have reviewed the memorsndum
and belleve it may be useful to you in comnection with
tomorrow's Ixecutive Board Meeting.

The memorendum contains some information
which is ennfidential or secret and it ls, therefore,
only for your use and for that of Mr, Cochiran, Hore-
over the information available pertaining to this
matter i rather incomplete, and ie partly based on
unnfficiel meterial,

ce: Mr. Cochran



@ Office Memorandum

TO : Messrsh Irving S. Friedman and Jorge Del Canto
3,
FROM Ugo Sacchetti and J.J. Thackara
SUBJECT: Brazil -~ Export rates - changes of January 18, 1955

The follewing factual information has been prepared tc help in appraising
the recent measures, which established fixed export rates for the four cate-
gories of export commodities, there being a discriminatory depreciation of
about 4 per cent of the rates for the dollar and the pound sterling with res- v
pect to the other rates. More detailed information on some of the points is
contained in the annex,

Among the non-dellar countries with which Brazil has bilateral agreements,
the United Kingdom and W. Germany can be singled out as particular cases.
In the case of the United Kingdom the main feature to be noted is the fixed
schedule of annual payments by Brazil, of E6 million annually as an agreed
amortization commitment, on the consclidated past commercial indebtedness;
and of E15 million annually for purchases of oil from the sterling area. In

DATE: January 27, 1955

view of these contractual obligations, Brazil can only offer at exchange Wia ki W 5

auction export proceeds in excess of the amounts indicated above.

In the case of W. Germany, no fixed payment schedule has been worked out
to clear the large indebtedness derived from past commercial transactions.
In September 1953 the unfavorable balance vis-a-vis W. Germany was about
80 million dollars, Both Brazilisn and W. German authorities have shown an
intention to reduce this balance as rapidly as possible. To facilitate this,
the following three steps were taken: a) the W. German authorities were to
authorize exports with an obligation to import from Brazil according to the
ratic of 80 to 100; b) the Brazilian authorities would permit that a number Vv
of exports to W. Germany could be reexported to other non-dollar countries;
¢) the W, German authorities established, by unilateral action, a free market,
for the payment agreement dollars, which sold at a discount in the German
market and tended to stimulate imports from Brazil,

The only available data of some significance on the payments relations
between Brazil and the two countries above are the following: In the case .
of the U.K. the commercial d ebts have been reduced from £65 million in O,
September 1953 to £36 million in September 1954. The amount of pounds ster—
ling auctioned in Rio de Janeiro was E240,000 both in September and October,
which probably corresponds to a totel amount of E800,000 for the whole country
for each month, In November only E60,000 was auctioned in Rio (E200,000 in
the country); whereas none was auctioned in December 1954. This m&y indicate
a tightening of the payments position vis-a-vis the United Kingdom and may be
due to the reported reduction in exports to the U.K. since September 1954,

In the case of W. Germeny, the indicated arrangement appears to have
worked in accordance with the intentions of the authorities, since the
unfavorable balance was reduced to $63.,0 million in March 1954; $59 million
in June 1954; $35.0 million in September 1954 and $26,0 million in December
1954
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This rapid reduction of the negative balance may have resulted in a
worsening of the position vis-a-vis other countries and/or in a drastic
reduction of the amounts of the respective currencies offered for auction
because a proportion of Brazilian exports to these other countries may have
taken place via W. Germany.

This may be the case of the Netherlands with which the Brezilian
negative balance in the bilateral account deteriorated from §l.4 million
in December 1953 to $10.3 million in June 1954 Practically no amount of
Dutch currency was offered for auction dum__Q%g_ier_}!\Wr of 1954,
A deterioration in the payments position has taken place vis-a-vis Demmark
and Greece, whereas a reduction in the deficit vis-a-vis Italy has taken
placé, probably as a result of an arrangement-whereby Italian exports were
kept in a ratio of 70 to 100 with Italian imports from Brazil.

No recent data are available regarding the payments position vis-a-vis
Belgium, Japan, France, among the major trading countries.

With regard to the pattern of Brazilian foreign trade, it should be
noted that 25 payments agreements are in operation with countries outside
the dollar area, including the major trading countries of the world.

As to the direction of import and export trade, the percenteges indi-
cated below, relative to the first semester of 1954, give an approximate
idea. It would appear that since 1951, because of the payment crises
affecting in turn different currencies and export receipts, no reascnably
long period of time could be taken as representative for the direction of

trade of Brazil, M:‘ A

Imports Exports {"M Y e
U.S, 33.4 UsSe 33.1
W. Gemny 1008 W. Gemany 1305
Dutch Antilles Tob France 6.6
Argentina 6.2 Argentina 6.5
France L6 U.K. 52
Japan Lel Japan 5.1
Sweden 3.6 Sweden 3.7
Holland 2.2 Italy 3¢5
Italy 242 Holland 3.1
U.x. 1%, Finland 2.9
Belgium 0¢2 Denmark 2.3
Others 22 Belgium Lok
Others 13.1
100.0 100.0




Ranges of Fluctuation of Auction Premia in the Exchange
of Rio de Janeiro During the Months Indicated Below

Cruzeiros per unit of Currency /

Date and Currency I II 31 4 Iv v
September 1954
U.S. $, 120 days 26=37 37-58 7589 88=103 151-156
4 27=36 38=50 45=54, 82-95 111-177 ot \ YA l:z;:‘
German $ 21-31 3445 36=50 58=76 114~138 Jsosrod
Jap. § 1734  26-40  33=42  61-81 183-227 :
Fr, F. 21-30 31-51 42=49 51-122 ‘108-173_“v~~»dy-..'4f u
o - k % it % (ot w‘,r A \
SKr, - - o - &
October 1954
U.S. §, 120 days 30-62 36=49 87-116  89-124 158-168
E 27=54 36-43 47-80 7596 126~154
German § 23=41 34=bdy 43=55 65=80 111-126
Jap. $ 22-33 20=37 37=47 70-82 199-239
Fr, F, 26m41 42-56 47=121  78=220 111-185
3. ¥, 23-28 34=41 52-96 61=63 80~130
SKr. - - " - -

1/ In the case of currencies other than the U,S. $or the agreement dollars, the
actual premia have been converted into the ones included in the table on the
basis of their par values with respect to the U.S. dollar,



Cruzeiros per unit of Currenc

Date and Currency I II IIi Iv )
November 1954
U.S. $, 120 days 43=75 5767 125-150  119-181 180-236
E (1 auction) 61=64 52=58 79-86 129~130 165
German $ 28=55 45-60 58=77 71=87 123~138
Jap. § 32-36 45=49 53-60 90-160 169180
Fr, F. 31-53 5162 64=75 108-142 125-175
B. F. 33-34 43-55 53=70 60-66 95-105 v
SKr. (1 auction) 24 32=42 6263 108-130 119
December 1954 (1lst 10 days)
U.S. §, 120 days 50=52 63-68 126-141 192-198 185-186
z - F? - - -
German § 30=32 51=60 50=76 70-90 135-141
Jap. $ - - - - 2
Fr, F. 32-35 37=b4 53-65 80-106 174~187
B. F, 25=31 48-50 43=58 61-65 110~116

SKr,




| Amounts of Various Currencies Auctioned in Brazil

(In Thousand Units)

|

|

1 $ G'eru$ Jap.$ F.F. B.F. SKr. Ito$

i

|

| . 1954 16,000 800 4,080 1,700 760,000 - - 2,700

|

@ 195 15,000 80 3,90 1,005 550,000 40,000 - 1,80
Nov. 1954 8,000 200 3,600 600 120,000 40,000 10,000 1,350
Dec * 19515 6,&0 (od 2,7& l‘m 630 ,000 50,&0 - 9w

(3 weeks)

1/ This table is based on data published in a private magazine, The amounts therein

indicated have been calculated on the basis of the assumption that Banco do Brasil

Rio de Janeiro.

has continued to auction 50 per cent of the German agreement dollars in Rio de
Janeiro and 50 per cent in Sao Paulo; and 30 per cent of all other currencies in



- \ \ v . S p d'i \
SV PR | L } {
J ) 2 g / |
b4 D ) ' b |
AA . ) . J
\7\/1‘ ¥ LN (,A_}‘I ""&-‘L £ \B‘n./e

[\ |
v i

(A Uy At T U £J A

QA v, g

“Z

1., 3Background of the currency discrimination

The present system of exchange auctions on the import side and export
bonuses on the export side dates from October 9, 1953 (SUMOC Instruction No.
70). At that time there were two exporf bonuses, one of Cr$5.00 per dollar for
coffee exports and one of Cr$l0.00 per dollar for exports of products other
than coffee., The bonuses applied to all currencies. The bonuses were fixed
and therefore resulted in fixed effective export rates. The cross rates were

orderly.

In August 1954 a change was made regarding export rates. The export
bonusges of Cr$5.00 and Cr$l0.00 per dollar were maintained but the effective
rates of Cr$23.36 (18,36 plus 5.00) and Cr$28.36%£18.36 plus 10,00) now ap-
plied to only 80 per cent of export proceeds. The the remaining 20 per cent
the equivalent of the free market rate applied. Ixport rates were now mixed
fluctuating rates and the cross rates were broken since the free market rates
varied as among the currencies, there being a single, free market rate for
peyment agreement dollars, specially calculated by the Bank of Brazil and
related to auction rates. Since the free market rate for the U.,S. dollar wes

more depreciated than for other currencies, the mixed fluctuating export rate daud !

-

for dollar exports was therefore more depreciated than for other currencies.

In order to narrow the difference between the export rates for the various
currencies resulting from the differences in the free market rates for these
currencies, an administrative measure was adopted in September, (A copy of ]
the document containing this decision has never been made available but the "=
decision was advised to the staff by good authority.) The decision was to

take the free market rate for U,S. dollars less 10 per cent, in computing

the export rete for other currencies. By way of illustration, the following
caleulations are -givens

The mixed fluctuating rate for exports of coffee in U,S. dollars:

80% at 23.36 (18.36 plus 5.00 bonus) 18,688
20% at free merket rate of Cr$74 per dollar 14,8
Effective mixed fluctuating rate Cr$33.488

The mixed fluctuaeting rate for exports of coffee in other currencies:

80% at 23.36 (18,36 plus 5.00 bonus) 18.688

20% at the free market rate of Cr$74 per dollaer less 10%
or Cr$66.6 per dollar 13.32
Cr$32,008

This measure has reduced the extent of the broken eross rates.

QA . Ja Ay,

h\&) Wt ’»'T ’\Im o1 >
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As & result of this administrative change in the computation of the
mixed fluctuating export rate the discrimination by currency was diminished,
in the case of certain currencies the reduction being considerable. In the
illustration given above, the difference in the rate for dollars and for other
currencies was 4.5 per cent. What is more, the mixed fluctuating export rate
for other currencies were now the same since all of the computations were basged
on a free market for the U,S., dollar less 10 per cent.

In October and November, the free market rate for U,S, dollars began to
depreciate., This, therefore, resulted in a more depreciated effective mixed
fluctuating rate for all exports. In the case of coffee exports, this also
meant that the dollar equivalent of the cruzeiro minimum price of coffee also
declined, allowing the Brazilian exporter to sell at 2 lower price in dollars,
Speculation increased in anticipation of a contimued depreciation of the free
merket rate for dollars. Therefore, in November, in defense of the minimum
price, the authorities fixed the rate for exports of coffee in dollars only,
(SUMOC Instruction 109 of November 1l, 1954.) This was brought about by esta-
blisghing 2 new fixed bonus of Cr$l3.14 per dollar for coffeec dollar exports.

The authorities argued that this bonus gave the exporter es many c¢ruzeiros as
the mixed rate, calculated with the free market rate of the previous week,

As a result, the new rate for coffee exports in dollars was Cr$31.50, & slight
appreciation from the previous rate for such exports. For coffee exports in
other currencies, the rate later became more depreciated instead of less '
because of the contimued depreciation of the market rate, and because the "4
mixed fluctuating export rate continued to be calculated with the free rate

for U,S. dollars less 10 per cent. As & result, there was later a discrimina-
tion ageinst coffee exports in dollars. ( fn. abrent” e (?.at,f..ﬁ\.';,,,‘;{\) TTT——

This system continued until the new export rates of last week, which have
been reviewed in the papers prepared by the staff, There are now two sets of
four export bonuses for the four categories of exports, one set for dollars
and sterling and the other set for other currencies. The differences between
the effective rates for each category is approximately 4 per cent., It will be
noted that this is less than the 4 1/2 per cent difference which existed prev-

iously. ) .
/ A} LA

\/ | The motivations behind the currency discrimination are not known., One
possible explanation is that the authorities had in mind the discrimination
that existed after the change of last August, as mentioned above, which linked
the export rate to the free market, There was currency discrimination in that
period because the free market rates for the various currencies varied, the
mogt depreciated rate being thet for the U.S. dollar, However, the discrimina-
tion existing in the period immediately following the August changes was
considerably narrowed, to 4.5 per cent, by the administrative measure taken
basing the calculation on the free market rate for the U.S. dollar less 10 per
cent, The suthorities are certeinly interested in stimulating dellar exports
in view of the slump in coffee exports to the U,.S. [The motivations behind

V the inclusion of the pound sterling in the discrimination are not known,) The , 1.'

anthorities are probably also interested in stimulating exports to the U.K,.,
Brazil has actually anticipated some of the repayments on the commercial debt
by drestic cuts in imports. Brazil could have also been expected to include
West Germany in the more depreciated rates if the repayment of debt were the
motivation; on the other hand It’appears that the repeyment of the debt has
been very rapid, The debt in the pa epment 2ccount with Germany is

the only significant debt Brazil now hasjreportedly in her payment 2greements. (A/“(

~ /
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“to0 sell them in the free market, which they did, at a discount, of as much as

2. Relations with West Germany

Trade with West Germeny has expanded sharply in the last few years and West
Germany now ranks 2s Brazil's second trading pertner after the U.S. Peyments are
made through the payment agreement account, denominated in dollars., In addition
to being a market for Brazil's exports, West Germany is also & go-between with
the eastern European countries. In the first few years, Brazil accumulated a
deficit in payments with West Germany and by 1952 the debit for Brazil in the
payment agreement account reached & reported 120 million dollars. Subsequent
modifications of the arrangements were motivated by & desire to reduce this
balance. In 1952 a new agreement was entered into providing that 20 per cent
of Brazills export proceeds would be set agide for the repesyment of this debt.
The balance was steadily reduced and as of lagt September it stood at about
$35 million dollars., There have been informal reports that this debt is now
even less, Under the 1952 agreement with West Germany the latter was permitted
to re-export Brazilian productes including coffee to 2 number of countries,
including countries in Eestern Europes. Certain countries were excluded from
this arrangement, including all dollar countries., Here again the motivation
was the heavy surplus that had accumulated. It appears that the 1952 agree-
ment hos continued in effect, It expired in April 1953 and was renewed., Another
part of the arrangements, one that ceused the Brazilian authorities some concern,
was the practice in West Germany of allowing holders of payment agreement dollars

20 per cent at one time, although now it is reported to be between 2 and 3 per
from Brazil, Last July West Germany reduced her imports of coffee from Brazil
because of the high minimum price but it appears that the flow of imports hes
been restored, West Germeny has shown increasing interest in investing in Brazil

and special offices have been opened in Rio to exemine projecte,

3. Relations with the U.K,

Under the new arrangements, sterling proceeds of Brazil's exports are classed
as transferable and can be used freely for payments within the sterling and transe
ferable account areas, The transferability is automatic. U.K. trade with Brazil
mist be finenced in sterling; otherwise the widening of the transferable account
area has made the payments agreement largely inoperative, Through September 1954
exports to the U.,XK, were maintained and the repayment of the commercial debts was
in advance of the agreed schedule of repeyment. As of September 1954 the sterling
debts had been reduced from I65 million to £36 million, with an original repay-
ment of £10 million (purchased from the IMF). Since September exports to the
U,K., have fallen sharply and suctions of sterling ceased in November 1954, The
British authorities are reportedly concerned with the matter., It is reported
that there has been a shift of Brazilian exports away from the U,K, and to West
Germany as & result of the arrangements for peyment with West Germany. In fact,
the U,K, has been importing Brazilien products via West Germeny,

Under the exchenge of notes of October 1, 1953, it was agreed that the com-
mercial debts of Brazil of some 65 million would be reduced at a rate of L6 mil-
lion a year and more rapidly if exports to the U.K., exceeded given levels.

\ ‘\ ‘,,'AJ\"&""J ;
“% . cent, This was 2lso 2aimed at reducing the surplus by stimmlating imports into
- Germany. The buyers of these dollars were in a pogition to import more cheaply
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List of Questions in connection with the recent Brazilian Measure
affecting the Exchange System

.+« The following information is considered an essential minimum to permit

an evaluation of the recent changes in the Brazilian exchange system.,

l. How were the export rates fixed for currencies other than the U.S.
dollar after the August changes (mixing system)?

2, Was any change introduced after the November measure (fixing of a
fixed rate for coffee exports against dollars)?

3. Was there a difference between the pound sterling rate and the rates
for other currencies?

Lo What are the amounts of various currencies which have been offered
for auction during 1954, month by month?

5. What have been the auction premia resulting from auctions in various
cities during 1954, month by month?

6. Data on imports and exports by comhodities and by countries during
1953 and the first semester of 1954, If possible, divide export
commodities according te the present four categories,

7. Data on balances in bilateral accounts with countries with which a

payments agreement is in effect, at least by quarters, since October
1953.

Any other information on Brazilian trade and payments which is con-

sidered helpful for the evaluation of the present changes.
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DEC. &St tED
neahsr D/
My, Julio G, del Solar "MK‘AW'P . dﬂ 2/‘%)7___» January 25, 1955
J. 3. Thaekars  STRIGELY CONPIDEMIIAL
W DECLASSIFIED

Another impasse would appear to have ocourred in the coffee export
situation in Brazil, Dollar receipts were down to $55 million in December
195, and are reported to have been $11 million for the first twelve days
of this month, Although there are apt to be fluctuations in dollar receipts
from month to month, these results are very disappointing and would indicate
that coffee is still not flowing to the United States in a satisfactory
manner. U.S, importers and roasters have shown an inereased interest in

' Africans in the last few weeks and new erops of milde are now expected to
come onto the market. Nevertheless, there is still s need for substantial
quantities of Brasilian coffee., Stocks of green coffee in the United States
are now down to 2-1/2 million bags, 1/2 million below normal, There has been
the usual seasonal inerease in coffee consumption in the United States and
it therefore appesred that there was a very good chance that Brazil would
be able to maintain the effective export minimum price while exporting a
significant volume of coffee, This, however, does not seem to have oecurred
and while it might ocour in months to come, Srasil may be approaching a
situation where it cannot sustain such a low level of dollar exports without
taking measures to stimulate coffee exports. :

The support of the cruzeiro minimum price of coffee is effected by the
Coffee Institute with the authority of the Commission for the Pinancing of
Production and under the minimum price law of June 3, 1954, The ecrugzeiro
‘ equivalent of the US$0,87 minimum is 0r$20,32 per pound (23,36 = 0,87 = 20,32),

This price is for Santos 4's, with correspondingly lower prices for other

. grades, It appears that the Institute is required to buy at the minimum,
The exporter ean therefore sell his coffee to the Institute if he cannot
obtain as good a price abroad, Since June 195, the Institute has purchased
coffee, but the quantities are not known, There have also been reports that
in order to keep the flow of coffee in traditional commereial channels,
special financing fecilities have been made available to exporters.

Some of the alternative measures which the Brasilian authorities might
adopt under present eircumstances are the following:

(1) Depregiation of the export rate for coffee exports. This was
the course followed last August when the new mixed fluctuating rate was
introduced which represented a substantial depreciation, It would alleviate -
a good deal of the eriticism which has been made by eoffee exporters that the
exchange rate is in effect sn export tax, However, in view of the frequency
of the changes of export rates, the authorities may be loathe to adopt this
measure at this time. It might also require an upward shift of the other
export rates, It would involve changes of the selling rates of exchange to
avoid eruzeiro losses,




(2) « In the event the
world price fell below the support minimum of 20,32 a pound, the Institute
would have to buy up ecoffee, In this event, some arrangement might be made
whereby the Institute could sell the coffee abroad at the world market price
and the cruseiro loss somehow absorbed, Becsuse of the possible magnitude
of these losses, it is questionable whether the authorities would pursue
this eourse, but it is not impossible, In 1952 the Bank of Brazil bought
up & substantial propertion of the cotton erop and Jater sold it abroad at
& loss,

(3) Lower the cruzeiro minimum, This measure would require legis-
lation since the cruzeire minimum was established by the law of June 3, 1954,
applieable to the 1954/55 ecrop year. This alternative would arouse very
great opposition from producers. Losses would be sustained by those having
purchased at higher priees, It is doubtful whether the authorities would
contemplate this alternative,

(4) ZTerminating the support buying by the Institute. Since the
support buying by the Institute at the minimum price appears to be
mandatory (Art, 3 of the law of June 3, 1954), the provisions of the law
would have to be revoked. This would require legislation., If such purchases
at the minimum were terminated, then coffee prices could be allowed to find
their own levels and the cruszeiro minimum, which is established primarily
for the domestie finaneing of coffee, would mo longer be an export minimum
price, The financing of coffee could contimue on the present basis of &0
per cent of the established minimum of Cr§20,32 per pound and it is not
expected that the world price of coffee would decline to the point where
the amount of the loan was in excess of the market value of the coffee,
ltthougouuuuprinofcoff«mldhdlcndtoﬂndlumlml
and presumably a price would be reached where the Brazilian coffee would be
cleared. The danger of the measure is that if coffee prices are allowed to
find their own level, there might be a very serious decline and this would
affeet the dollar receipts of all producing countries, How large a decline
would oecur cannot be estimated, Possibly it would be substantially less than
the drop last August, Any decline would involve considerable losses for
the middle men who purchased coffee at high prices and have been ecarrying
coffee, In some cases these losses might be passed on to the Bank of
Brazil and it is reported that the Bank has been financing eoffee held by
middle men and exporters with the understanding that the Bank of Braszil
would take the sctual eoffee in repayment of the loan,

None of the above alternatives is attradtive but there do not appear
to be any others from which to choose.

The Cafe Government appears to have established a good deal of con-

fidence but the underlying situation is still unsettled, particularly in
view of the fortheoming Presidential elections next October 3rd,

JiT/eid
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EBS/55/4
Supplement 3

CONFIDENTIAL

Janvary 24, 1955

Tos Merbers of the Executive Board
From: The Acting Secretary

Subject: Brazil - Further Information on Recent Changes in
Exchange System

An Executive Director has requested that EBS/55/L,
Supplement 2, be placed on an agenda, Accordingly it will be
brought before the Executive Board at an early meeting,
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Office Memorandum

TO + Mr. Ivar Rooth DATE: January 22, 1955
FROM : André van Campenhout W :
SUBJECT : Brazil : Changes in Exchange System

I refer to the document from the Acting Secretary to the members
of the Executive Board, EBS/55/l, Supplement 2, entitled : Brazil - Further
Information on Recent Changes in the Exchange System, dated January 18, 1955
and received in my office in the course of Januvary 19, 1955.

After consideration I have come to the conclusion that the procedure
proposed to deal with this matter is not adequate under the circumstances,
. Neither could T concur with the decision proposed in the above mentioned
document. I therefore request that the matter be brought to the Executive
Board for discussion and decision at the most convenient time between
January 25 and the end of the day of January 28,

cc: Secretariat
Ir. Paranagua

AvC:aa



M, Tvar Rooth P | © Jamuary 22, 1955
André van Campenhout |
Brasil 1 chan@aa in E&bhaw

- L vefan to, 4hi désumeht ‘frum Che Acting secre'my to the members
of the Executive Board, EBS/S5/h, Supplement 2, entitled i Braszil - Furthcr

Information on Recent C g in the Moh%n_?;m date nHATY
and Teceived in Wy oflice in the course of January 19, 1955, :

After congideration T have come to the conclusion that the procedwre
proposed to deal with this metter is not adequate under the circumstances, :
Neither could I concur with the decision proposed in the above mentioned
docnment, T therefore request that the matter be brought to the Executive
. Board for discussion and decision at the most convenient time between
- Januvary &5 and the ondof thedayefhnmryzm :

cot Secretariat !
Mr, Paranagua

ép /ZJV&{( 1/1,'-/ }M/I« 97* Jac i
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Jsnusry 19, 1955

Dear Sirs:

ik reference $o your cables Hos. 31 spd 32 of
Jarvary 14 and 17, 1955, respovtively, I regret to advise
you that the test mmbers of these cables do not epresr to
have been computed in sceordsnce wiith the instructions
printed in the test musber code Yo. 15. These instructions
require thet mumbers representing all currencies mentioned
in the messsge chould be teveme I% seemp that the test

‘nusbers ss computed by you teok intc acecunmt & nunber

corresronding to cruseires, only. On the other hand, in

 esteblishing the toted of #ll smounts, prices should be

disregurded. The rete of exehénge is sguivalent to » price
for surveses of thig ealeulsgtion. hecordingly, the total
of all smounts in the cables under sonsideration vas sero.

I hope that this sxplenstion may be helpful in comput-

fng the test mmber of future necsages.
Yours fﬂimh,
Yg d%ee iy Iy
: Y. G. Koo |
. Tressurer

Supsrintendencia da Hoeda
e do Credito
Rio de Janeiro, Brasil

daripk/virce//bh

3/19/5%
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For Immediate Attention

EBS/55/4
Supplement 2

CONFIDENTIAL

Januvary 18, 1955

Tos Members of the Executive Board
From: The Acting Secretary

Subject: Brazil -« Further Information on Recent Changes in
Exchange System

The Fund has received a cable from Brazil which provides
additional information on the recent changes in Brazil's buying rates
(EBS/55/4 and Supplement 1) which were considered by the Executive
Board on January 17, 1955 (EBM/55/3). This cable is circulated for
the information of the Board as an appendix to the attached paper
prepared by the staff on this further communication,

It is proposed not to place this matter on the agenda
unless an Executive Director so requests by the close of business on
Jenuary 24, 1955. 1In the absence of a request for formel discussion,
a decision along the following lines will be inserted in the minutes
of the next subsequent meeting of the Executive Board.

"The Fund notes the contents of cable No. 32 of
January 17, 1955 from Brazil listing bonuses for
exports payable in currencies other than con=-
vertible currencies and pounds sterling. The
Fund is studying this matter further and will
take action at the time of the forthcoming cone=
sultations under Article XIV,"



CONFIDENTIAL

INTERNATIONAL MONETARY FUND

Brazil: Further Information

on Change in Exchange System

Prepared by the Western Hemisphere Department and
the Exchange Restrictions Department

(In Consultation with the Legal Department)
Approved by Irving S. Friedman and‘'Jorge Del Canto

January 18, 1955

The Fund has received a further cable from Brazil providing additional
information on its recent exchange change., (See Appendix I). According
to this further communication, the export bonuses recently proposed
(EBS/55/4 and Supplement 1) are only for exports vayable in convertible
currencies and pounds sterling. On the basis of the commodity classi-
fication contained in the previous communication from Brazil, bonuses
for other currencies (exoressed in cruzeiros per U.S. dollar) will be:

First category Green coffee 11.86 cruzeiros

Second category: Raw cotton, 17.19 o
sawn pine wood,
cocoa, carnauba wax,
Brazil nuts, leaf
tobacco and bananas

Third category: Piassava, castor 22,95 2.0
seeds, soya beans,
hides and skins, sisal
cocoa cake and paste

Fourth category: Other products not 29.67 L
included in the first
three categories

These bonuses are all somewhat less (1.28 cruzeiros to 2.03 cruzeiros
per U.S, dollar less) than the bonuses for the same categories of exnorts
when vaid in convertible currencies or pounds sterling, The resulting
exchange rates for the four categories of exports



would be (about LF) lower for other inconvertible currencies than the
cerresponding rates for exports paid for in corvertible currencies and
sterling.

This recent cable indicates not only that Brazil will have more export
rates than indicated in the previous communication, but also that Brazil's
exchange rate structure for exports will to some extent continue to be
discriminatory by currencies. Firstly, under the new system, exports
payable in pounds sterling, as well as convertible currencies, will receive
the somewhat higher rates, whereas under the previous system the distinction
was between convertible currencies on the one hand and all inconvertible
currencies on the other, including sterling, Secondly, under the new
system of fixed export bonuses, discrimination by currencies is a fixed
amount or percentage. Under the previous arrangements, it varied depending
upon the rate in the free market, with the result that because of the rise
in the free market rate, the rate for coffee exports against inconvertible
currencies became higher than the fixed rate against convertible currencies.

.. .The Brazilian action is explicable in light of its existing shortage
of both dollars and sterling and its concern with the use of certain of its
exports in transit trade at the expense of its earnings of sterling and
dollars. However, since all of Brazil's exports are affected, it may have
financial and commercial implications for other members as well as affect
the operation of other sectors of Brazil's exchange system. The staff
believes that further examination of the implications of the recent changes
in Brazil's exchange. structure are necessary and is studying this matter
further. It therefore recommends that the Executive Board take a decision
along the following lines: :

"The Fund notes the contents of cable No., 32 of January 17,
1955 from Prazil listing bonuses for exports payable in curren—
cies other than convertible currencies and pounds sterling. The
Fund is studying this matter further and will take action at the
time of the forthcoming consultations under Article XIV."
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Januery 17, 1955

AIDE MEMOIRE

Changes in the Brazilian Exchange System

The changes which took place on:
January 5
February 25
March 25

March 31
June 2

do not require the Fund approval and Brazil did not consult with the Fund,
The changes which took place on the dates indicated below would have
required prior Fund approval but Brazil did not consult with the Fund:
March 20
September 16
September 17
September 21
September 27
November 18
The change which took place on November 11 was communicated to the Fund
after it was introduced.
Brazil consulted the Fund with regard to the change which was introduced
on August 16, and on the change of the remittance tax which was introduced

with a circular of September 13,




Trensmitted to 21l Members 2/14/55. Check Sheet
- " filed:
g S 731 Transmittal Letters to Members
E. B. Decisions
Jaznvary - June 1955

INTERNATIONAL MONETARY FUND

/  Executive Board Decision No. 388-(55/3)

Subject: BRAZIL - EXCHANGE SYSTEM

1. Brazil has requested the Fund’s approval for changes in its exchange system which would
clagsify exports into four categories with fixed bonuses applying to each category. The four cate-
gories and bonuses are: (1) green coffee - 13. 14 cruzeiros; (2) raw cotton, sawn pine wood, cocoa,
carnauba wax, Brazil nuts, leaf tobacco, and bananas - 18. 70 cruzeiros; (3) plassava, castor seeds,
soya beans, hides and skins, sisal, cocoa cake and paste - 24.70 cruzeiros; (4) other products -

. 31.70 cruzeiros.

2. The Fund does not object to these changes as an emergency measure, pending a subsequent
review on the occasion of Brazil’s forthcoming consultations under Article XIV on its transitional
arrangements and other exchange matters.

The foregoing is the text of a decision of the Executive Board taken at Meeting 55/3, January 17,
1955.

Albert C. Frost,
Acting Secretary
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INTERNATIONAL MONETARY FUND
WASHINGTON, 25,D.C.

TO: INTERFUND
SUPERINTENDENCIA DA MOEDA E DO CREDITO

FROM; _ RIO DFE JANETRO, BRAZIL
FILING TIME:_1945 JANUARY 17, 1955
VIA: WESTERN UNION 019802

‘ Number ; - 39 -

BONUSES REFERRED OUR CABLE NO. 31 MUST BE UNDERSTOOD ONLY FOR EXPORTS
PAYABLE IN CONVERTIBLE CURRENCIES AND POUNDS STERLING. FOR OTHER
CURRENCIES BONUSES PER U. S. DOLLAR WILL BE :
LST CATEGORY CRUZEIROS 11.86
2ND CRUZEIROS 17.19
3RD CRUZEIROS 22.95
4YTH CRUZEIROS 29.67
"l' 640
|
|

SUPERINTENDENCIA DA MOEDA E DO CREDITO

Orig: WHD
ce: Mg, Dir,

Dep, Mg. Dir,
Mr, Paranagua
ERD
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TRE
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Approved: /d =
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Received in Code Room : : 7:00 PM January 17, 1955
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INTERNATIONAL MONETARY FUND
Washington 6, D. C.

Dr. Octavio Gouvea de Bulhoes
Diretor Executivo

To: _Superiatendencia do Moeda e do Credita

FiodeJeneire, Brasil
HO. Ab

Reference your No. 31, January 1h. Executive Board took
following decision today:

“QUOTE 1. Brazil hss requested the Fund's approval for
changes in its exchange system which would classify exports
inte four categories with fixed bonuses applying to each
categorys The four categories and bonuses are: (1) green
coffee - 13.14 cruseiros; (2) raw cotton, sawn pine wood,
cocoa, carnaube Bragil nuts, leaf tobacco, and bansnss -
18.70 cruszeiros; (%) pisssava, castor seeds, soya beans,
hides end skins, eissl, cocoa cske end paste - 24.T0
cruzéiros; (4) other products - 31.70 cruseiros.

2. The Fund does not object to thesechanges as an

emergency
occasion of Brezil's forthcoming consultations under Article
XIV on its transitionsl arrangements and other exchange
watters. UNQUOTE

Rooth
Interfund

ces Mg, Dir,
D‘Pc ug. Dir,
Mr. Paranagua
WHD
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COINTAINS CONFIDEINTIAL
INFCRIATION

INMT"RNMATIONAL MONTTARY FUID

To: lMembers of the Ixecutive Board
From: The Acting Secretary

Subject: Brazil - Changes in Exchange System

The staff has prepared the attached memorandum on the exchange
changes of Brazil notified to the Fund in a recent cable, The cable
has been eirculated to the Beard as TBS/55/4, A Board meeting for

this item has been scheduled for llonday, Januvary 17, 1955 at 3:30 p.m,



CONTAIINS CONFIDEIMTTAL

INTERNMATIOIAL MOIMTARY FUID

Brazil: Iixchange System

Prepared by the Western Hemisphere Department
and the Exchange Restrictions Department

(In Consultation with the Legal Department)
Approved by Jorge Del Canto and Irving S, Friedman
. : Janvary 15, 1955

The Fund has received a cable from Brazil requesting approval for
changes in the foreign exchange rates for exports (EBS/55/4).
During 1954 Brazil had a serious payments problem, particularly in U,S,
dollars, as a result of a decline in coffee exports, As a result, the
value of exports for 1954 was probably substantially below the level of
previous years, The level of imports in the first half of 1954 was main-
tained at a level which was higher than in either half of 1953, It is
believed that imports continued at a high level in the second half of
1954, but because of the reduction in exports, particularly coffee exports
to .the United States, there was a dollar shortage of considerable magnitude,
To help finance this shortage, Brazil has borrowed abrcad, with the bulk
of Brazil's gold reserves being put up as collateral, At the same time,
. Drazil has encountered difficulties with her minor exports because of
increasingly rising production costs,

In August 1954, considerable incentive was given to exports of coffee
and minor exports by the introduction of a change whereby for 20 per cent
of export proceeds, exporters received a dollar rate equal to the free
market rate, This was considered to be a bullt~in link with the local
price level, The bonuses of Cr{5,00 and Cr{10,CO per dollar for coffee
and minor exports, respectively, were also maintained, This modification
of the exchange rate system on the export side resulted in two mixed
fluctuating rates, one for coffee and the other for minor exports, Since
the free market rate for U,S, dollars was considerably more depreciated
than the free market rate for other currencies, it was decided that for
the calculation of the mixed export rates for other currencies, the free
market rate for U,S, dollars was to be taken, less 10 per cent,

The next significant change on the export side was taken in November
1954 when a fixed bonus of Cr!13,14 per dollar was established for coffee
exported for U,S, dollars, This resulted in a fixed rate of Cr$31,50 per
dollar for coffee exports in U,S, dollars only, The Fund was informed of
this measure after it was put into effect, The rate of Cr®31,50 per
dollar was a slight appreciation from the previous mixed fluctvating rate,



As far as is known, the previous system was maintained for coffee exports
in other currencies which had a fluctuating mixed rate somewhat more
~depreciated than the rate for coffee exports in U,S, dollars,

As for the minor exports, the cost of production continued to in-
crease and exporters found increasing difficulty in marketing them,
The proposed changes in the pattern of export rates are shown in the
attached table with relation to the previous system, There will now be
four export rates which are fixed rates, ranging from Cr{31,50 per dollar
for the first category to Cr$50,06 per dollar for the fourth ecategory,
It will be noted that the effective rates for exports other than coffee
have been raised, It is understood that the amounts of the subsidies
reflect production costs and were. fixed after discussion with the pro-
ducers concerned, The fluctuating and mixed features of the rates in
the previous system are abolished, ~The discrimination by currency is
seemingly abolished and cross rates are now orderly,

The significance of the exports other than coffee is reflected in
Table 2, Of total exports of $731 million in the first half of 1954,
$471 million consisted of coffee exports, $116 million consisted of
cotton exports, and the balance of approximately 3144 million consisted
of a very large number of minor exports, (See Table 2).,

Because of the complexity of the exchange system and the lack of
sufficiently detailed data on exchange transactions, weighted average
export and import rates cannot be calculated at this time, However, it
is known that the auction system has produced substantial exchange profits
because of the high auction bids for such currencies as the U.S. dollar,
‘pound sterling, German and Japanese payment agreement currencies, and
several others, Even with the high export rate for Category IV exports,
the exchange system may continue to yield c¢ruzeiro revenue,

The staff considers that the proposed measure would help to meet
Brazills increasing export difficulties, resulting from higher domestic
costs of production, In any case, however, the proposed measure would
not seem to constitute a basic attack on Brazil's current exchange pro-
blems, Accordingly, the staff recommends the following decision for
consideration by the Ixecutive Board:

1, Brazil has requested the Fund's approval for changes in its
exchange system which would classify exports into four categories with
fixed bonuses applying to each category, The four categories and bonuses
are: (1) green coffee - 13,14 cruzeiros; (2) raw cotton, sawn pine wood,
cocoa, carnauba wax, Brazil nuts, leaf tobacco, and bananas - 18,70
cruzeiros; (3) plassava, castor seeds, soya beans, hides and skins, sisal,
cocoa cake and paste - 24,70 eruzeiros; (4) other products - 31,70
cruzeiros, : '

2, The Fund does not object to these changes as an emergency measure,
pending a subsequent review on the occasion of Prazil's forthcoming con-
sultations under Article XIV on its transitional arrangements and other
exchange matters, ‘ :




Table 1,

Table of Fxchange Rates

(eruzeiros per dollar)

Present System

Buying Rates

18,36

Government and official receipts,
Registered loans, credits and finan-
cing of "indubitable" interest,

31,50 (crf$18,36 plus 13,14 bonus)

Coffee exports against conver-
tible currencies,

31.89 (80 per cent at Crdl8,36
plus Cr$5,00 per dollar; 20 per
cent at average free market rate
for the previous week, less 10
per cent

Coffee exports against incon-
vertible currencies,

35.89 (80 per cent at Cr$18,36
plus Cr$10,00 per dollar; 20 per
cent at average free market rate
for the previous week, less 10
per cent)

Tixporte other: than coffee,
against inconvertible currencies,

37,29 (80 per cent at 18,36 plus
" Cr{;10,00 per dollar; 20 per cent
at average free market rate for
the previous week)

Exports other than coffee,
against'convertible currencies,

73.00 Fluctuating free market rate
(as of Janwary 11, 1955)

A1l incoming capital except regis-
tered loans of "indubitable" inter-
est, Travel exchange and other
items not dealt with in official
market,

Proposed System

Buying Fates

18,36

Government and official receipts,
Registered loans, credits and finan-
cing of "indubitable" interest,

31.50 (Cr!18,36 plus 13,14 bonus)

Category I,
Coffee exports,

37.06 (Cr#18,36 plus 18,70 bonus)

Category II,

Raw cotton, savm pine wood, cocca,
carnauba wax, Brazil nuts, lecaf to-
bacco and bananas,

06 (Cr$18,36 plus 24,70 bonus)
£43.06

Category III,

Piassava, castor seeds, soya beans,
hides and skins, sisal, cocoz cake
and paste,

50,06 (Cr$18,36 plus 31,70 bonus)

Category IV,
Other products not included in the
first three categories,

73.00 Fluctuating free market rate
(as of Janvary 11, 1955)

All incoming capital except regis-
tered loans of "indubitable" interest,
Travel exchange and other items not
dealt with in official market,
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Table of Txchange Rates (Cont'd)

(eruzeiros per dollar)

No change in the. proposed system,

Selling Rates
18,82

uewsprint

20 20.70 (Cr518 g2. plue 10 per oent Q
remittance tax)

Theoretical rate, added to auction b1ds to obtain effectlve rates for
imports, : , :

23,82 (cr{18.82 plus Cr 15 00 surcharge)

Some government payments.' Amortization and interest on registered
loans, or credits of Mindubitable" interest to the national economy,
Earnings on registered capital of "“special" interest up to 10 per cent
8 year, Repatriation of capital of "relevant" interest after 10 years,
up to 10 per cent a year, ' Imports of wheat, Imports of cocal, Certain
publications, Certain petroleum products, including crude petroleum,
aviation. gasoline and other products.

Miscellaneous service rayments,
gé;gg (18,82 plus Crf18,00 snrcharge)
Certain petroleum nroducte"(including'motor gasoline, lubricating oil
- and other petroleum products),
Certain banking remittances,
69.70 (Cr918 82 plus 10 per cent remittance tax plus Cré49.00 auction bid)
Category I imports. Agricultural supplles° ‘

rFluctuating g;gegggrketgrate

Amortization and repatriation of registered capital of "special" in-
terest and of "relevant" interest, and inregistered capital transfers
and earnings thereon not benefiting from other rates, Tourist expendi-
tures and other invisible payments not made at the more favorable rates,

81.70 (Cr$18,82 plus 10 per cent remittance tax plus Cr{}61,C0 auction
premium

Category II imports: Codfish, ores, scrap metals, other raw materials,
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Table of Exchange Rates (Cont'd)

(cruzeircs per dollar)

Selling Rates

152,70 (Cr#18,82 plus 10 per cent remittance tax plus Cr{132,00 auction
premium)

Category III imports: Wood, industrial machinery (railway rolling stock,
texti1§ machinery, industrial vehicles, aircraft, diesel engines, gene-
rators),

183.70 §Cr$18.82 plus 10 per cent remittance tax plus cr163,00 auction
premium i,

Category IV imports: Fresh fruits, office machinery, and certain con-
sumer goods, '

210,70 (Cr$18.82 plus 10 per cent remittance tax plus Cr$190,00 auction

premium)

Category V imports,
Commodities not included elsewhere,

lote:

The auction premiums on which some of the selling rates are based
are those for the U,S, dollar in Rio de Janeiro on December 21, 1954,
The minimum bids for dollars for the five import categories were set by .
the Superintendency of Money and Credit on September 1€, 1954 at Cr#l5,
18, 23, 30 and 75, respectively, Tor U,S, dollars, German "dollars",
sterling, Japanese "dollars", etec,, the auction premiums have been in
excess of these minimums, For other currencies, and for government
imports of the respective categories, the minimums in practice establish
the effective rates,



Table 2,

(Millions of U,S. dollars)

Brazil: Foreign Trade - Exports by Commodity

sadd IA% g kb gibip s Lo aRine Hides

Year ‘Eotal Coffee  Cotton . Cacao. Vlood - Tobacco Skins .Carnaubg. Other
1951 1,770 1,059 214 69 51 19 39 17 302
1952 1,419 1,046 35 42 32 19 12 12 220
1953 BB 1,18Y 0 - agge ggv ¥y i R 17 248

1st Half 624 448 18 20 18 6 6 5 103

ond Half 1,121 733 104 63 33 o 14 12 145
1954

1st Half 731 LT 116 2, 18 5 6 9 &2

Note: Conversion rate: Cri}18,36 per dollar,

Source: Comercio Internacional, Boletim Mensal do Baﬁco do. Brasil,




APPEIDIX

Changes dgring,1954

Janwary 5

Decree No, 34,893 was issued, containing the regulations pursuant to
Iaw No, 2145 of December 29, 1953,

Lebrvary 23

Instruction No, 85 of the Superintendency of lioney and Credit was
issued, increasing the maximum amount of cover that any one bidder could
purchase at each exchange auction from US$10,0C0, or the equivalent in
other currencies, to US$50,000, which could not be exceeded unless it
could be proved to the satisfaction of the Council of the Superintendency
that a larger quota was necessary,

Maxrch 20

Instruction o, 87 of the Council of Superintendency of loney and Credit
was issued, approving a new classification of imports pursuvant to
Instruction No, 70 of October 9, 1953 which esteblished the auction
system for private imports,

NMarch 25

Instruction No, 88 of the Council of Superintendency of lioney and Credit
was issued, altering the period of validity of the exchange certificates
issued by the Banco do Brasil from 8 to 30 days,

o

Instruction No, 89 of the Council of Superintendency of loney and Credit
was issued, extending the period of payment to the Banco do Brasil for
exchange certificates, from 2 to 3 days,

June 2

The Brazilian Government raised the minimum export price of coffee to
- U8%0,87 per pound, for the crop year beginning July 1 and ending June
30, 1955,

August 16

Instruction Mo, 99 of the Superintendency of loney and Credit estab-
lished new export rates for coffee and other products, The bonus of Cr#5
per dollar paid to coffee exporters and Cr{l0 per dollar paid to ex—
porters of other products now applied to only 80 per eent of the value
of the exports, instead of 100 per cent as previously, On the remaining
20 per cent, a premium equal to the difference between the official rate
of exchange and the average free market rate for the previous day was to
be paid,



September 13

Instruction No, 673 of the linistry of Finance raised the remittance
tax applicable to the bulk of payments in the official market, but not
to payments in the free market, from 8 per cent to 10 per cent effective
on January 1, 1955, Revenues from this increase were to be earmarked
for the electrification fund, T

September 16

Instruction I'o, 103 of the Council of Superintendency of loney and
Credit was issued, The minimum bids in the auctions for the five import
categories were raised as followss

2 Category I from Cr{i10,00 to- Cr{315,00
 Category II =~ from Cr{12,00 to Cr{:18,00
‘Category III from Cr$15.00 to Cr,23,00

Category IV  from Cr{20,00. to Cr{30,00

Category V from Cr$50,00 to Cr{}75.00

A September 17

Instruction No. 104 of the Council of" Superintendency of Money and Credit
was issued, For purposes of calculating the mixed export rates, the free
market rate was to be the average buying rate for the previous week,

September 21

Circular o, 9 of the Banking Inspection and Control Division of the
Banco 'do Brasil was issued, Premiums of Cr{l5 and Cr{l8 were established
for certain official and other essential payments, and went into: effect
immediately except for petroleum products, in which case they were to go
into effect at the beginning of 1955,

‘September 27

Circular o, 45 of the Banking Inspection and Control Division of the
Banco do Brasil was issued, Small expenditures of banks abroad and in-
terest on exchange operations were to be subject to the Cr(18,00 per.
dollar surcharge instead of Cr$12,00 per dollar,

November ‘11 -

Instruction o, 109 of the Council of Superintendency of Mbney and
Credit was issued, This established a fixed bonus of Cr$l13,14 per dollar,
for coffee exports in convertible currencies only, resulting in a new
'fixed rate of Crv31 50 per dollar.

November 18

Instruction No, 110 of the Council of Superintendency of loney and Credit
was lssued, introducing certain changes in the categories of import goods,
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CONFIDENTIAL

Januvary 15, 1955

TO: Members of the Executive Board
FROM The Acting Secretary

SUBJECT: Exchange System - Brazil

The attached cable received from Brazil is circulated
for the information of the Executive Board. The staff is preparing
& paper on this subject which will be circulated to the Board as
8oon as possible,

Att: (1)



TO3 INTERFUND

FROM: SUPERINTENDENCIA DA MOEDA E DO CREDITO
RIO DE JANEIRO, BRAZIL

FILING TIME: 1632 JANUARY 1%, 1955
VIA: WESTERN UNION 019789

NUMBER : - 31 -

Brazilian Goverrment is submitting for the approva; of
International Monetary Fund following chanées.in existing exchange
system: exports would be classified in 4 categories corresponding
for each one following fixed bonuses'per U.S. dollar or equivalent

in other currency:

lst - Cruzeiros 13,14 for green coffee as provided Resolution
109 of Superintendencia da Moeda & do Credito, Rio de Janeiro,
Brazil:

2nd - Cruzeiros 18,70 for raw cotton, sawn pine wood,
cocoanuts, carnaubae wax, brasil nuts, leaf tobacco and bananas:

3rd - Cruzeiros 24,70 for piassava, castor seeds, soya beans,
hides and skins, sisal,cocoanuts cake and paste:

bth:- Cruzeiros 31,70 for other products not included above
673 SUPERINTENDENCIA DA MOEDA E DO CREDITO
Test number checks:

Received in Code Room: L4:40 PM January 14, 1955
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10 : Files pATE: Jan. 15, 1955
FROM : Irving S, Friedman

SUBJECT : Brazil

Mr. Paranagua telephoned the results of his telphone conversation with
Mr. Dantas in Rio, He said that Mr, Dantas informed him that it was in-
tended to have the new regulations come into effect on Monday, but that he,
Mr., Paranagua, advised Mr, Dantas to advise Mr, Bulhoes to delay such
action until Tuesday in order to give the Fund time for prior action. Mr,
Paranagua said that he would therefore wish tec have a Board Meeting on
Monday afternoon, He noted that this was in reply to the first two questions
suggested by the staff on the previous evening and he then went on to give
the answers to the other questions,

As to how the new action compared to the old bonuses, he said that
the 0ld bonuses except for coffee had been based on a mixing system (80-20)
and the latest rates cited was 73.(?)

The new regulation involved all exports to all countries,
There had been no negotiations with any country.

There was no indication being given as to whether the measures being
taken were temporary or not, The new Law which was now in Congress and
hoped to be passed by the end of the month was to be in effect for one
Yyear,

The reason why the action was being taken now was to avoid speculation,
The decision had been taken on Thursday night at 8 p,m., and this was why the
Fund had not had more notice, The export situation was "not too brilliant",
The Banco de Brasil during the first twelve days of January had purchased
11 million (12 million?) dollars and sold 15 million, It was hoped that
this action would avoid an exchange crisis for a month or two,

As to the division among categories, this had been based on discussions
with producers at which it had been decided what amounts were actually needed,

As to the financing and the inflationary effects, Mr, Dantas had indi-
cated that there was not much change, primarily because the coffee rate was
unchanged and the second class was already being paid, What was really new
was the third and fourth class, which only involved small amounts., It was
not expected that there would be any "big change" in the inflationary picture
from this action. The necessary funds were already available from the
collection of premium from the auction system,

Mr, Paranagua said he thought that the point to be emphasized was that
the establishment of fixed bonuses for commodities other than coffee was
merely following the pattern which had been set for coffee., Mr. Paranagua
indicated that he had not yet received the cable, I assured him that in-
structions had been given for its circulation this morning and said that
this matter would be checked to make sure the cable would be circulated,



SECRET INCOMING MESSAGE SECRET

INTERNATIONAL MONETARY FUND
WASHINGTON, 25,D.C.
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TO: INTERFUND
SUPERINTENDENCIA DA MOEDA E DO CREDITO

FROM; __ RIO DE JANFTRO, BRAZIL
FILING TIME:___ 1632 JANUARY 14, 1955

VIA: WESTERN UNION 019789

BRAZILIAN GOVERNMENT IS SUBMETTING FOR THE APFROVAL OF INTERNATIONAL MONETARY
FUND FOLLOWING CEANGES IN EXISTING EXCHANGE SYSTEM : EXPORTS WOULD BE

|
|
\
‘ Number ; - 31 -
)
|
|

CLASSIFIED IN 4 CATEGORIES CORRESPONDING FOR EACH ONE FOLLOWING FIXED BONUSES
| PER U. S. DOLLAR OR EQUIVALENT IN OTHER CURRENCY :
1ST - CRUZEIROS 13.14 FOR GREEN COFFEE AS PROVIDED RESOLUTION 10G OF
SUPERINTENDENCIA BA MOEDA E DO CREDITO, RIO DE JANEIRO, BRAZIL:

l
2ND - CRUZEIROS 18.30 FOR RAW COTTON SAWN PINE WOOD COCOA,JNUTS CARNAUBA WAX

BRASIL NUTS LEAF TOBACCO AND BANANAS:
. 3RD - CRUZEIROS 24.70 FOR PIASSAVA CASTOR SEEDS SOYA BEANS HIDES AND SKINS

SISAL COCOANUTS CAKE AND PASTE:

4YTH - CRUZEIROS 31.70 FOR OTHER FRODUCTS NOT INCLUDED ABOVE

673
SUPERINTENDENCIA DA MOEDA E DO CREDITO
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ce: Mg, Dir,
Dep. Mg. Dir,
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Received in Code Room: __ 4340 PM January 14, 1955




	40460_Color.pdf
	2021-12-03 - Records Withdrawal Notice - 40460.pdf

