mutﬁ Director

Government in its fight against inflation. The Government to
stop inflation and reestablish the equilibrium of the Brazilian econmmy. In
order to have an immediate enactment tariff after Congress

éz
i
¥
2

this moment there will be no exchange reform but & simple sdaptation
Five Categories which will represent a substantial simplification of the

as it concerns imports. Instead of five categories of
imported there will be an amalgamation resulting inte two categories of
imports: Essential and non-essential goods to be imported.

mmuna-nummmmm involve any modie
fication of the exchange allocations for the auctions, which will continue
on the basis of the exchange available. The sbolition of the five categories
will also result in the eliminmation of the shifting of goods between the
categories. A further simplificatige is the elimination of the minimum
"agios" nthmw(’iltx “exchange rate for the payment of "ad
valorem duties” there will be a single rate resulting from the average rate
of the category of essential goods.

The case before GATT involves the necessity for granting Bragil a waiver
the full application of the new tariff
. ~ so far the obligation to
negociate is concerned Brasil will enter immediately after into negotiations

;
:
%
:
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Office Memorandum S

\

SECRET
Mr, Ivar Rooth
TO :  Mr, H, Merle Cochran pAte:  August 28, 1956

FROM :  Jorge Del C%
SUBJECT :  Bragil

I notice, by a memo of Mr, Paranagud to the Acting Secretary, that
Mr, Gouvea is leaving shortly on Fund business. Although I have not talked
to either one of them, as yet, I would like to pass on to you the following
information contained in a perscnal letter from Eugenio Bertens, dated
August 25:

"last week we had among us (in Paraguay) Mr. Garrido Torres
of the National Fconomic Council of Brazil, who has been
participating in the Committee of Trade Experts of CEPAL,
Garrido had to leave abruptly and expressed to me that he had
been called to Rio to work on a projected exchange reform,

The President of Brazil passed through Chile-—on the way back
from Panama--and was very well impressed by what Chile has been
doing,.."

If we were to believe in cycles, this information might not be too
far off, since it was late August and early September, last year, when we
struggled with the last abortive exchange reform,
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ERERaEYN COIFIDENTIAL
To: Hy, Jorge Del Canto
From: Gordon Willliams

Subject: Piscellanecus information

T was informed recently, on a confidential basis, that

was considering stopping over in Rio on his way to Europe next mouth (\L\\r

to discuss monetary problems with t:a%?_ﬁim authorities,

does not seem to be much we can do %t 1%, and as I said, we b 1 Y
not indicate that we kmow of the proposal, but I felt you should be |7

aware of it,

Frebiseh

Aprarently has also approached ECLA for some sort of
monetary adviece. fis 1 am not well informed, since I obtained the

information rather indirectly.

Our friend Karasy is being sent to %nm this year,

We have been asked t¢ suggest a replaceme or in
far have not up with any ideas despite putting the que

but so
on up

to lieftinek, rmalm and the new head of the Federal Reserve in New

York, Al Hayess

— e B Jad
/.7' - _,-'4{- . ~~

Copies to P 4
The Managing Director
The bDeputy Managing Director
Wy, B. 4, Bernstein
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.077/36

DE/DIVIN/Cta.. 62/56.

Dear Sir,

Enclesed please find copy of Resolution number 137

issued by this Superintendency.

/

/ \ ‘
7 " e
P P ¢ : /
A M(}. )/%‘,w- P /4' AR, ’/_/c“ ) )'.
Herculauo Borges da Fonseca Fecuan?d Ber

Very truly yours,

DEPAPTAMENTO ECONCMICO
o de Assuntos Internacionais

i y

” N

fig
L

Department Head , +-B1Vision Chief

o P £

Encl. i
origz WHD
i y cc: Mg, Dir,
Eece%ved in Correspondence Sec, _JUN 11 1958 Dep. Mg, Dir.
8ceived from Translation Sec.  _JUN_13 1955 ol G e
‘ ERD
LEG
i Rm., .
The Secretary ™e
Internaticnel *enetary Fund } 856

1818 H. Street, N.W.
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. Washington 25,
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8EC-12,T72
Translated by Sophie Ramm
Reviewed by K. F. Magurn

SUPERINTENDENCY OF MONEY AND CREDIT

INSTRUCTION NO. 131

The Superintendency of Money and Credit, in conformity with the
decieion of the Council taken at ite meeting of today, resolves in
accordance with Article 3, clause "h" and Article € of Decree-Law No.
7,293 of February 2, 1945, and considering the necessity of creeaiing
favorable conditions for the exportation of Brazilian products, as
well as the edvantage of unifying the provisions now in force concerning
the payment of bonuses to exporters as referred (o in Article 9 of Law
No. 2,145 of December 29, 1953, to issue the following instruction:

I. The following fixed bonuses per U.S. dollar or the equivalent
in other currencies shall henceforth be applied to the export
producte classified in the four categories listed below:

Category 1 - for coffee beans:

in convertible and partly convertible
SO s v SRR G Te s s s e ve MDA 10

in other currencieB.....cceceeevccssccss 17.19

Category 2 - for raw cotton, cocoa beans, cocoa paste,
all types of crude leather:

in convertible and partly convertible

Curre)c;eﬂ..,,%?i—:’:':—-!:;.'_...-.-........ 21"70
in other currencie®.....c.ccvececsosccescs 22.95

Category 3 - for cotton linters and spinning scraps,
peanuts, balata, benanas and other table
fruit, Brazil nuts (unehelled and shelled),
cedar and other unfinished wood, in logs
and sawn, carnauba wax, "ouricuri" or
"licuri" wex, tea, yerba maté, ground or
processed, manioc flour, beans, soybeans,
leaf or string tobacco, raw wool, washed or
unwaghed, of any type "macaranduba" (rubber),
magnesite (naturel magnesium carbonate),
castor or ricinus seeds, cocoa butter or cake,
menthol and dementholized oil, millet, iron
ore, manganese ore, essence of roeewood oil,



D

"oiticica" oil, sassafras oil, raw hides of any
type, piassava, sawn pine (including narrow
strips and small blocks), piezoe-electric quartg
and raw quartz (rock erystal), sorva (rubber):

in convertible and partly convertible
curnncie..'...'ll.."......'l“.......l.l %D&

{n other currencled....cceeeovesscceasosss M.b1

Category 4 - for all other producte not included in the three

 #

III.

Iv.

/IRAP.

preceding categories:

in convertible and partly convertible
cmncie...l..l.‘.'.'."il.....'...ll... ua.&

in other CUrrenCleB...cccescessssrvscnscss 145,92

In the licensing of exports, the Foreign Trade Department shall
always take into account factors for safeguarding the interests
of domestic comsumption, and when manufactured goods ere ln-
volved, shall make the licenses subject to proof furnished by .
the parties concerned that domestic labor and raw materials
constitute approximately T0% (seventy per cent) of the total
production cost.

The present Instruction shall not change the existing regula-
tione concerning cotton operations of the 1955/56 crop of South
and North Brazil.

The liquidation of exchange contracts based on merchandise sold
by the Commisslon for Cotton Affairs and Other Products prior to
the effective date of this Instruction shall be handled in
accordance with the system which prevailed prior to the date of
the closing of the sales by the above-mentioned Commission.

The present Instruction shall enter into force on the date of
its publication in the Dilrio Oficial, and shall be applicable
to exports which are shipped as from the date of its entry into
force. R P e

Instructions No. 112, No. 114, No. 115, No. 117, No. 121, and
No. 130 of January 17, 1955, February 5, 1955, May 3, 1955,

June 22, 1955, July 26, 1955, and April 17, 1956, respectively,
are revoked.
Rio de Janeiro, May 17, 1956
SUPERINTENDENCY OF MONEY AND CREDIT

/e/ BEurico de Aguiar Salles
Executive Director
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% eal for Confidence’ -
The tired* lihes of three’and a” Half
months’ hard work plamn on his face,
President Juscelino Kubitschek saf down
at a polished oak table m_Catete Palace
behind a radro microphone one evemng |
last week He glanced down the table at
the assembled members of his Cabinét,
checked the tmme, then picked up a sheaf”
of papers and began to read what amount
ed to a nationwide appeal for patience and,
confidence The slow, forceful voice was
clearly heard and clearly understood
“This government took over with two
mam objectives to fight mflation and to
develop the country’s resources fully ”
Kubitschek’s battle aganst mflation 15
still too recent to have achieved report-
able results, the bulk of his speech dealt
with development of resources The Presi
dent had bright news of Brazil's petroleum
mdustry In 1955, he recalled the coun
try produced 2,000 0oo barrels of o1,
enough for only ten days use This year
the Bahia oilfields will pump out more
than 5 sooocoo barrels, enough to sup
ply the country for a month (at the pres
ent rate of consumption) Next year pro
duction of 15 mihon barrels 1s expected «
And he amnounced new exchange rates
are bemng drawn up to encourage exports
The President talked of new hydroelec
tric projects, mghway construction and
agriculture, then cgme ttﬁr the mam pont
éﬁaﬁh&gﬁa&« Face L growing , public
srza %ﬁﬁ%@%%%%%ﬁ%ég%?ﬁ

b - o ST ST ST
Slaims hitibens e gore thanta pty

Rk

<t rranifilated: by: War -onister Henti
%%ﬁ@egf&g&ﬁﬁﬁgﬁﬁ%ﬁaﬁgﬁﬁ;mf
bitchek Bsstired st ceiinirymen that he
had “empugh au Tanetpy and fight™
mg spiurit to.guarantee a full five year
term which will not fall mto the abyss of
government marked by precariousness and
mstability ” Raising his voice, he added,
“From the people I deserve confidence, and
T ask that they wait for the results of my
work I shall not fail your trust nor
disappont your hopes ”

Furst pohitical reaction to Kubitschek’s
speech was a general agreement that his
frankness had succeeded where flowery
thetoric would have faled But the op
posii®n soon served notice that 1t was 1
no mood for a moratorium on criticism
Editonalized the anti-Kubitschek daily
O E ..ado de Sdo Paulo “The people 0(sittll
hope for better days I vgguldmb?:@gg e, 1f
those; betteE3days oo %ﬁso%ﬁ@%ﬁé}ée
sparg has %\ﬂwg%khme soulsof @%B‘age%q%as
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Referance your recuest recelved May 1Y through Mr. PFaranagua,
Executive BHoard tooi fellowing declsion today:

QUOTE Brezil has requested Fuuo approval of
changes iu its export bonue arrangewments involving
botk the commodity clessification and retes of Lonuses.
The Pund does npot ovject toc these chenges.
reviev these weasures during the forthceoming Article XIV
congultations UNQUOTL

It will

‘1&} . Dir.
Dep. Mg, Dir.
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INTERNATIONAL MONETARY FUND

May 21, 1956

Mr, Rooth:

With reference to your questions
on the CACEX arrangements, we have
prepared the attached memo for your
benefit, A copy is being sent to
legal and ERD to have them look into
these questions,

J. Del Canto

Jorge Del Canto
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@ Office Memoranc{d m &
: Cue i \ e

L : Mr, Ivar Rooth Vl pATE: May 21, 1956

FROM Jorge Del Canto

SUBJECT : Brazil

With reference to your interest on the CACEX system, all we have
available of a recent nature is contained in two recent letters from Costanzo
dated April 28 and May 11, The corresponding paragraphs read as follows:

April 28, 1956:

WERD will probably be interested in knowing that in addition
to the regular categories for exports a whole complex of export
rates has arisen over the 50,06 rate ranging to as high as 68,75,
CACEX has evolved a system of symbolic purchase transactions outside
the exchange rate framework under the SUMOC regulations, CACEX agrees
to purchase from exporters at an agreed cruzeiro price provided the
exporter undertakes to export at a minimum foreign exchange price as
agent for CACEX, Commodities handled through this system include
bananes, mandioca flour, mandioca, soya beans, tobacco, and papays,
In the case of pine lumber CACEX agrees to buy at & cruzeiro price
determined by applying rates of 50, 55 and 60 cruzeiros per U,S,
dollar to the foreign exchange proceeds, These operations are, of
courgse, financed from the agios account, I understand there is a real “¢.
possibility that this system will also be epplied to cotton," '

May 11, 1956;:

"The 'Tosta-Filho' exchange system which I described in a
previous letter has been extended to cotton, CACEX fixes a minimum
price in cruzeiros which will be paid to the exporter for the different
grades of cotton and also a minimum export price in foreign exchange
which the exporter is required to surrender, This minimum export price
varies daily and is based on the New York commodity exchange, The
cruzeiro price assured e the expﬁrter and the minimum export price in
foreign exchange regult in amn effective rate for cotton exports varying
from Cr{i48 to 56 to the dollar for type 5 cotton, The spread is due to |
the establishment of different minimum export prices in foreign exchange |
depending on the currency area, The lower minimum export price and

hence higher effective rate applies to the dollar, ACL area and France | éﬁﬁf‘
and Austria, There are three other areas, This information, i.e. i
discrimination by currency areas, is considered secret and was not &
obtained officially, If action is taken on this matter before I get { aror W

back, I would suggest that the first step be one of officially requesting R
information on the recently-announced arrangements for the export of  yywes =7 =
cobton, All of the special arrangements by CACEX have been without

reference to SUMOC, These arrangements are considered purely internal
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transactions not involving the exchange rate, Incidentally, any

proceeds obtained by the exporter over and @bove the minimum export

price is sold to the Banco do Brasil at the regular rate, i,e, category
three rate for cotton, For example, if the minimum export price is

28 U,.S. cents per 1b, and the exporter succeeds in obtaining 30 cents

per 1lb,, the exporter turns over 28 cents to CACEX and sells the remeining
2 cents to the Banco do Brasil at the regular Category III rate,"

The Tosta-Filho scheme is not new to us, Its author, Mr, Ignacio Tosta-
Filho, Director of CACEX (Foreign Trade Department) at the Banco do Brasil,
presented it to us at the time of our Article XIV Consultations in Rio, a year
ago (March 17-April 13, 1955), but we strongly discoursged him from adopting
the scheme on the grounds that even though legally Brazil could argue that no
rates were involved in the scheme, the Fund would see in it a system of "implicit
multiple rates®™ that Brazil could change freely without consulting the Fund and
which would violate the basic principle of having countries consult with the
Fund about rate changes, Furthermore, we indicated that technically it would
be very difficult to determine the level of remuneration for each export and
exporter and the system was based on the wrong ides that commodities are
produced at constant costs (Minutes N° 15 of discussions with Brezilian
authorities), Octavio Bulhoes, the Head of SUMOC at the time, agreed with us
and the scheme was shelved, but apparently Mr, Tosta-Filho--who was confirmed
by the new administration in his post of Director of CACEX--hes been able
recently to put it into operation,

In order to evaluate, in terms of a particular commodity, how the scheme
works, we can teke the case of cotton,

Cotton is, next to coffee, Brazil's chief export commodity, accounting
for about 10 per cent of total export values in recent years, Cotton exports
in 1955 were valued at US$132 million, compared with an annual average of about
US$150 million in the 1950-54 period, Brazilian exports represent about 10 per
cent of total cotton trade in world markets, Brazil exports in recent years
averaged about 1 million bales of 500 pounds, compared with about 10 miilion
bales of total world exports, Brazil exports cotton chiefly to Japan, Germany,
United Kingdom, Spain and other European countries,

The production of cottoy in Bragid;*amounting to 350,000 to 400,000 tons
in recent years, has not shown a rising trend, In the 195//55 season production
amounted to 376,000 tons of ginned cotton, and preliminary forecast for the
1955/56 season indicates somewhat larger production, especially of the variety
that is preferably for exports. Domestic consumption of cotton uses between
one half to two thirds of the annual production, The trend is toward increasing
predominance of the domestic market beceuse of rising domestic consumption,

At the end of February 1956, the Brazilian Government announced a plan
which would guarantee cotton farmers in the prineipal cotton-producing State
of Sao Paulo mirimum prices ranging from Cr$l35 to Cr{l50 per "arroba®
(15 kilograms) of seed cotton, according to the distance from marketing centers,
The announcement stated that cotton exporters were to be subsidized by guarantying
them the price of Cr#$508 per "arroba" f,o.b, Santos (Type 5}, This price is
equivalent to 35,7 U,S. cents per pound at the exchange rate of Cr§43,06 per
dollar applied to cotton exports, compared with current international prices of
about 25 to 30 U,S. cents per pound, At these foreign prices the ™implicit
effective rates" that would result from guarantying to exporters the f,o,b,
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price of Cr$508 per "arrcba® (or Cri§l5,36 per pound) would range from Cr$51,20
to Cr{€l,44 per dollar, Exporters presumably would pay the growers the minimum 2

price as stated above,

According to the Tosta-Filho Plan, as presented to cur Consultetions
mission in May 1955, "Etudo sobre & Conjuntura Cambial e o Comercic Externo
do Brasil", the cotton export scheme would operate es follows: OCACEX makes

symbolic purchases of cotton from exporters at the guaranteed price of Cr{508

pet "arroba® f.o.b, Sentos, after the exporters have already marketed the
product abroad at current international prices, The difference between the

guaranteéed price peid fo exporters, which is fixed on the basis of internal

costs and price conditions, and the cruzeiro value of the exports at the rate

of 43.06 per dollar is covered by drawing on the exchange profit fund (the
agios account), In other words, the plan consists basically in guarentying
to exporters a minimum price, and the difference between this price and the
foreign price equivalent in cruzeiros, at the exchange rate established for
the com?odity in question, is paid from the exchange profit fund (agios
account ),

The Foreign Trade Depertment of the Bank of Brazil (CACEX) made an
evaluation of this scheme (Published in Correio Da Manhe, Rio de Janeiro,
May 4, 1956) based on the first three weeks of its operation and found that
the arrangement has proved successful, Cotton exports are moving fast, and
prices pald to producers have been dbove the minimum recommended, while no
speculative price increases are being noted in the domestic market which
might affect the textile industry, The Bank reports that approximately
70,000 tons of cotton, valued at about $45 million, have already been
merketed under this system,
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¥ Office Memorandum
R 4
10 :  Mr, Jorge Del Canto DATE: May 7, 1956

FROM : E. Zayas '2222;\,

sujecT:  Mr. Gudin's Suggestions on the Exchange Reform and Anti-Inflationary
Measures in Brazil

In a series of articles published in the "Correio da Mank{a", a newspaper
of Rio de Janeiro, Mr. Gudin deals with the problem of inflation in Brazil and
the exchange reform. He suggests measures that he considers adequate for the
control of the inflationary forces in Brazil and recommends a new exchange
reform that he thinks will be fit under present conditions. The anti-inflationary
measures would include:

1. An increase in the reserve requirements for deposits in excess of an
indicated limit., These higher reserves would be kept with SUMOC and not with
the Bank of Brazil, That is, he recommends the reestablishment of Instrugac 108
of October 22, 195h, which was canceled in May 1955 (Instrugao 116).

2. A ceiling on credit operations for the various credit departments of
the Bank of Brazil.

3. To make the utmost efforts to eliminate deficits in the public sector.

L. To limit the increase in minimum salaries to the increment in the cost
of living.

5. To limit the volume of investment expenditures in the public and private
sectors, to the availabilities of resources.

On the exchange field, Mr. Gudin makes a series of critical observations on
the present multiple-rate system, indicating some of the drawbacks on exports,
imports and capital movements. The capital defect of the auction system, he
says, is the instability of the "ag{oe"; the multiplicity of the "agios" not
only for the different categories of imports, but also for one category, from
one auction to another, and from onejj.&y‘to another. -The system, he adds,
discriminates against small dmporters.

Mr. Gudin says that experience has shown again and again that under condi-
tions of ample world supply of coffee, as is the case at present, "every time
Brazil devalues its currency, the price of coffee remains approximately the same i« ¢4
and the price in dollars falls almost proportionately to the rate of devaluation.
In other words, producers gain nothing and Brazil loses a lot."

Mr. Gudin's exchange reform basically would includes

1. The creation of a single exchange market with a fluctuating exchange
rate for exports (except coffee), imports, and transactions now carried through
the free market. The International Monetary Fund should be notified that Brazil
adopts, temporarily, a fluctuating rate until an equilibrium rate is evolved.



-

2. Exchange proceeds from coffee exports would be surrendered at the rate
of Cr$L0 (or Cr$Ls5) per U.S. dollar.

3. Auctioning of exchange will be terminated but an exchange surcharge on
imports will be established, varying according to the group of import classifica-
tion, similar to that established by Law 2410 of January 29, 1955 (see SM/55/36,
Staff Report and Recammendations--195h Consultations, Part II, pp. 62-65). This
Law authorized the esteblishment of fixed surcharges which were to be in propor-
ticn to the average auction bids in the auctions held in the last three months.
Mr. Gudin now proposes that the surcharges should be determined on the basis of
the rate quotation in the fluctuating exchange market. The surcharges established
in that Law are as follows: Category I, 35%; Category II, 50%; Category III, 65%;
Category IV, 75%; and Category V, 100%.

BZ/gsm



COPYRIGHT WITHDRAWAL NOTICE
THIS DOCUMENT HAS BEEN REMOVED TO COMPLY WITH COPYRIGHT RESTRICTIONS

Under copyright regulations you may view the withdrawn record onsite.
Please contact archives@imf.org for further information.

Department/
Division/
Collection:

Series/
Subseries:

Box number:

File number:

ADLIB ref.
number:

File title & dates:

Doc. title &
dates:

Office of the Managing Director Records/fonds/1946-2000

Ivar Rooth Papers/sous-fonds/1951-1956
————— OMD Country Files/series/1951-1956

A2530-002
19

5266

Brazil/file/1951-1956

Date of Publication: 1956-05-07

Publication: The New York Times

Article Title: PROBLEMS MOUNT FOR BRAZIL CHIEF - After 3 Months in Office Kubitschek
Sees 'Fatalism' Blocking His Efforts

Author of Article: unknown

Number of Pages: 1

Language: English

Reviewed: August 2021




Office Memora dum

TO : Mr, Ivar Rooth paTe: April 2, 1956

FRom : Jorge Del Canto

SUBJECT : Brag;l

Attached is the Radio Broadcast item on President Kubitschek's
statement to the nation of March 27, 1956, We are trying to get a copy of
the full text of this speech, From these excerpts it does not appear that
the President is taking any drastic steps to deal with Brazil's problems,
To meet the Cr$26,5 billion budgetary deficit (largely arising from expected
readjustment of the salaries of civil servants and the Armed Forces), the
President expects, among other things, a better collection of taxes (Cr$5 billion)
and a tariff readjustment (Cr$4 billion), Our analysis of the proposed tariff
reform suggests that revenue-wise the proposed tariff changes would not
materia alter the present situstion (collection of agios through the auction
mechanism) except that the Federal Budget will receive this revenue directly
through the tariffs, rather than as present the Bank of Brazil, (for the
account of the Government) through the auction mechanism,

To be of assistance to the Minister of Finance on such matters
as detailed technical advise on fiscal and monetary and credit matters,
Mr, Paranagua has asked, and Mr, Cochran has agreed, to provide G, Costanzo
for a period of 4 weeks beginning around April 10-15, Costanzo is expected
to stop over, in rcute, for a couple of days in Paraguay, When his assignment
is completed in Rio, he will again have a brief stop-over in Asuncidn, and then
proceed for a few days to Chile, He will meet Jones there, Jones is going to
open up our follow-up procedures on our stand-by with Chile, Mr, Cochran will,
no doubt, discuss these plans further with you tomorrow,

Attachment
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¥ Office Memorandum
N
1o * Mr, G, 4, Costanzo DATE: February 10, 1956
FROM : AA. Foz
SUBJECT: N egi of the Ba B

The Radio Broadeast Bulletin of the Brazilian Embassy, dated February 8,
1956, states that President Kubitschek has invited Mr, Sebastiao Pais de Almeida
to become President of the Banco do Brasilg Mr, Pais de 4lmeida belongs to a
traditional Sac Paulo family and is a Director of the Banco Nacional do Comerecio
de Sao Paulo, He is a prominent member of the FSD of Sao Paulo and was Secretary
of Finance of the State of Sao Paulo in the government of Mr, Lucas Garcess

I believe that Mr, Rooth had the opportunity of meeting Mr, Pais de

Almeida during his visit to Sao Paulo in 1954, perticulsrly when visiting the
Banco do Estado de Sao Paulo,

Mr, Pais de Almeida's name has been mentioned for the Presidency of the
Banco do Brasil since last November and he is considered to be the best choice
of those names mentioned for the post,

In the same Bulletin, it is confirmed that President Kubitschek has

nominated Eng, Lucas Lopes to become President of the Banco Nacional de Desenw
volvimento Economico,



INTERNATIONAL MONETARY FUND
February 8, 1956

Mir. Rooths:

The attached might be of interest
to you. There is nothing in the
Cabinet discussions that suggests an
exchange reform in the near future.

I recently received from SUMOC a
considerable volume of working
material on Brazil that our staff is
digesting. Our working contacts with
Brazil are now excellent.

J. Del Canto

Attachment ~

Jorge Del Canto
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BRAZIL

Feb. 6, 1956

CABINET ANALYZES ECONOMIC PROGRANS

Rio de Jeneiro--The office of the secretary of the President has sent the
following note to the press regarding the Cabinet meeting:

In the first combined meeting held by the President and his Cabinet and
the chiefs of his military and civilian staffs, an extensive analysis of
the economic and financial situetion in the country was carried out.
Stress was placed on the seriousness of the inflationary crisis and the
Government's proposed measures to check current imbalances. They also
discussed the pros and cons of a long-range economic program.

President Kubitschek reiterated his support of the free press. He added
that private capital carried the biggest share of responsibility for the
expansion and development of greater production and that it was up to the
Government to provide conditions propitious for work and for the
conservation of national health. It falls to the Government essentially to
be (basic?) investor, a pioneering factor, and to give encouragement.

President Juscelino Kubitschek expressed and stressed the importance of a
policy of foreign trade that is both real and active--one that will
envisage the opening of new markets, diversification of exportations, and
the expansion of its volume. Brazil's trade policy should be based on a
policy of investment that will attract foreign capital to aid our
development.

The official note continues: The President of the Republic discussed a
program of coordinated efforts of all facets of the Government's economic
policy, which will in turn promote a volume of (goods?) for the general
public. The program calls for stimulating investments in the fields of
greater productivity and the toning down of investments in the (non-
essentials?), avoiding waste and loss of public funds.

The Chief Executive stressed the need for greater care and economy in
budget expenditures. He urged the i sters~to cooperate in the program
of austerity which is alre&dy in effect.

The President said that austerity in public expenditures reflects a high
standard of administrative integrity which he is concerned in maintaining,
adding that in this task the greatest vigilance will be exercised. In this
regard, Kubitschek said that the Government will be implacable in its fight
against every form of misuse of public funds.

The President then referred to the need to eliminate the many deficits,
which in 1955 reached the sum of 9 billion cruzeiros. Agencies responsible
for these deficits were the railways, shipping companies, and posts and
telegraphs. The situation must be corrected by greater efficiency of
operation and the adoption of new tariff rates. The President pointed

out that it is less damaging for the public to undergo a price readjustment



- 2 -

within the scope of reality, for which they would receive in exchange a fair
service, meeting the needs of a modern country, than to have the Government
pay indirectly for the services with subsidies that lead fatally to emissions
of paper currency and consequent higher prices.

The official note from the Catete adds further that the President expressed
his conviction that the fight against inflation does not mean that the
country's development must come to a standstill. On the contrary, when we
overcome speculation, profiteering, social struggles, waste, and ineffi-

ciencies brought about by the inflationary period itself, the groundwork
will have been prepared for a new surge of harmonious and balanced develop-
ment which the new Government hopes to attain.

The President added that he is particularly interested in the living
conditions of the workers. He is conscious of the problems pertaining

to workers'! wages and states that every effort should be put forth by the
Government to see that the workers attain a real wage. The President then
referred to the problems of the Federal employees. He said that it is
essential that the employees receive adequate remuneration but to accomplish
this it is going to be necessary that the number of employees not rise with-
out justification or outside of the possibilities of the Treasury. He

said that this poliecy will be strictly observed during his administration.

In the final part of the official note it is stated: The President gave a
general outline of the national development plan which he has been advocating
ever since his electoral campaign. The plan is based on a given number of
goals to be reached within the 5 years of the new administration. The plan
calls for the Government to operate along with private enterprise. He
explained that the selection of these goals will not mean that other projects
are to besbandoned. It means that other more important objectives may be
selected.

The President pointed out that there is a need for perfect cooperation among
Government agencies which will be charged with accomplishing or sponsoring
the projects of the development plan.

After listing the goals already set on a preliminary basis, the President
highlighted their importance to the national economy and explained that

to coordinate the Governmeni's effowbs™in-behalf of the national develop-
ment plan, which is composed of the important three-point base, energy,
transportation, and food, he had decided to establish an agency at Cabinet
level, the Development Council. Under his supervision it will be charged
with studying and promoting the economic expansion of the country, draw

up plans and programs of action, and draft bills, decrees, and administrative
acts. The council will be aided by a technical advisory body of the highest
caliber and it will also have the services of committees from specialized
agencies of the public administration.

Source: Foreign Broadcast Information Service, N© 25 - 1956
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INTERNATIONAL MONETARY FUND
WASHINGTON 25,D.C.

CABLE ADDRESS

Janua.ry 13, 1956 INTERFUND

RESEARCH DEPARTMENT

MEMORA NDUM
TO: Mre Rooth

FROM: Je Je Pol /

SUBJECT: Statistical Data on Inflation in Brazil

I would believe that the following data could well be
. marshalled to indicate the extent and causes of inflation in
Brazil:

(a) The effects:
l. Cost of living index.
2. Index of wholesale prices, excluding coffee.
3. Wages (if reliable data on this are available).
(b) Causes:
1l. Credit expansion by the monetary system
a, Government.
b, Other official entities (describe).
¢e The private sector.
2. The money supply (indicate definition).
The particular dstes and gefiods should be selected on the basis

of the material itself in order to give the best evidence on the actual
course of inflation during the last few years.



Facts about the inflation in Brazil for some years, say 1952-55
indicated e.g. by
a) cost of living index
b) wage increases
c) increase of money supply (indicate in footnote how it is computed)

d) increase of bank credit:
i) by Banco do Bresil

ii) by other banks

e) Total amount of credit given by B do B to
Federal Government and Autarkias (end of year figures for 1955
or last available figures)
States and municipalities
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@ Office Memorandum ' f\

CONFIDENT IAL
TO : Mr. Ivar Rooth ' pATE: January 9, 1956

FROM : Jorge Del Canto

SUBJECT: Brazil - Price Spread Among Various Types of Coffee

Attached is the memo I offered you last Friday. Even though Foz

suspects underinvoicing of coffee exports, I was not able to confirm this
with Roberto Campos.

Since we have now finished Uruguay and Ecuador and in view of the
impending taking of office by the new administration in Brazil, I plan to
intensify our work on Brazil beginning this week. At the reception at the
Brazilian Embessy last Sesturday I gathered the impression from President
Kubitschek that he would be quite interested in having Fund views on
Brazil's exchange policy. So far, I understand, the current thinking has
centered around the plen that Campos brought up to the Fund last August.

Attachment
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¥ Office Memorandum
AR

o * Mr, Jorge Del Canto DATE: January 6, 1956
FROM s A. Foz f

SUBJECT: Brazild-Price Spread among Various Types of Coffee

The New York Coffee Market quotes prices for three types of Brazilian coffee==
Santos 2, Santos 4, end Parana 4, Two more types of Brazilian coffee are traded
in the New Orleans Coffee Market--Rio 7 and Victoria 7/8,

The bulk of Brazilisn coffee exports to the United States is of coffee type 4a
The Santos 2, a milder coffee than the 4, is exported in rather small quantities,
due to the relatively small production, The Rio 7 and Victoria 7/8 are coffees
of a rather unusual flavor (hard drink) and have a much more limited merket,
almost exclusively in the southern states of the United States, Of the last two,
the Rio 7 is exported in larger quentities than the Vietoria 7/8, because of
lerger production and more uniform quality,

The spreed in price among these various types of coffee is normally rather
small, particularly between the Santos 4 and the Parana 4, since both are
coffees of the same type and with practically no difference in flavor,

The Santos 4 coffee has always been sold at a slightly higher price than
the Parana 4 (during 1954 it averaged about 1 per cent higher), the reason for
this premium not being too clear,

During September 1955 the price spread between the Santos 4 and Parana 4
coffees started widening, and reached 5,13 U,S, cents or about 10 per cent
during the first week® of October, This has been the highest spread registered
so far, the difference in price having been reduced somewhat in later months,
During the last week of December, the average price quoted in the New York
merket for the Santos 4 coffee was 52,75 U.,S, cents per pound, while the price
of the Parana 4 coffee was 48,75 U,S, cents per pound, resulting in a spread
of 4,00 U.S., cents or about & per cent,

The actual explanation for such a widening in the spread between the prices

of these two types of coffee is not lm6wn and only a very tentative reasoning
may be attempted, T :

(1) The widening of the spread coincides with the very sharp increase in
the volume of coffee exports to the United States, which was almost doubled in
September 1955 when over 1,2 million coffee bags were exported,. (During August
coffee exports to the United States amounted to a little less than 0,7 million
bags,) Furthermore, the widening of the spread in September was primarily due
to an inerease in the average price of the Santos 4 coffee (from 56,55 U,S,
cents per pound in August to 58,73 U,S. cents per pound in September), while the
average price for the Parana 4 remained at practically the same level (55,10
U.S. cents per pound in August and 55,93 U.S. cents per pound in September),

In the subsequent period, the spread was further widened by the fact that the
Parana / price suffered a greater drop than the Santos 4 price,
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At first hand, one would expect to find the explanation in a change in the
relative demand and supply of Santos 4 versus Parana 4, However, on the demand
side there is no evidence of any change in the demand pattern since, as has been
pointed out previously, there is no substantial difference between these two
coffees,

On the supply side, there is also no evidence of any change in the relation
between the supply of Santos 4 and the supply of Parana 4, The July 1955 frost
that hit Brazil's coffee crop was more severe in the State of Parana than in
the State of Sao Paulo and thus could have forced the Parana growers to dispose
of their stocks, On the other hand, the Sao Paulo growers have also suffered
from the frost, and credit and other govermmental assistance is granted without
discrimination, Furthermore, the production of the State of Sao Paulo is about
double that of the State of Parana (470 thousand metric tons compared with about
202 thousand metric tons in 1953)1/ and the Coffee Institute liberalizes coffee
for export in accordance with a rather rigid plan, in an attempt to avoid flue-
tuations in foreign prices resulting from disorganized supply, Thus, it is
rather difficult to conceive that the widening of the spread between the two
prices for coffee type 4 could be accounted for by a change in the pattern of

supply.

. St AR e
/’, ’#,

1/ Government-held stocks of coffee could not have any influence, since they
have been maintained at the same level of 3,2 million bags throughout the
whole period June-December 1955,
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(2) The rate of exchange for the dollar in the free market since
the end of the first quarter of 1955 has shown a continuous tendency to
appreciate, In September the rate of appreciation of the cruzeiro was ﬁiaiic"
the highest for the whole period-=about 5 per cent, '

In an attempt to explain this appreciation of the cruzeiro rate in g"“u“‘j

the free market, it has been reported that it is primarily due to a net
inflow of foreign capitel, 4&s a result of the very tight credit sitnetionw ™M’
prevailing, foreign companies have been forced to bring into the country

“t  some additional capital and have not been able to remit any profits, An~

' other explanation that has been suggested is That the demand ror ddllars has
been reduced on account of more strict restrictions that have been imposed
on imports by travelers (primarily automobiles) and also that credit re-
- strictions have discouraged capital flight,

In spite of the fact that the free exchange market in Brazil is rather
thin and thus very sensitive to any changes in supply and demand however
minor, it is a well-known fact that perhaps the most important forces playing
in the market are those resulting from the under-invoicing of both exports

and imports, —

Taking into consideration the continuous depreciation of the effective

&Adngkwdﬂ Furo rates for imports from the dollar area, parallel with the appreciation of

cijiﬁ'u“‘bMﬂ“ the cruzeiro in the free market, it is to be expected that the incentive urLujf
~ for the under-~invoicing of importe has increased, thus offsetting any

%{Nuwﬁ' possible decrease in the demand for dollars resulting from the abovew

mentioned reasons, In spite of the attempts of the Brazilian authorities,

the Bank of Brazil has not as yet been able to effectively control the prices

of imported goods in such a way that the under-invoicing of imports could

be avoided,

The under-invoicing of exports has also been a well-known problem
facing the Brazilian authorities, The surrender of 100 per cent of exchange
proceeds is a rule that is usually strictly enforced, On the other hand,
the rather large spread between the free market rate and the effective export
rate is a powerful stimulus for the continuous practice of under-invoicing.

— ,af"}-"""”. s

The under-invoiciné’bf some commodities of not too well defined quality,
type and price is very difficult to detect, On the other hand, it appears
that in the case of a commodity such as coffee, the very close attention and
controls that are imposed by both the Coffee Institute and the FIBAM would
make under-invoicing impossible, #4s a matter of fact it appears that the
under-invoicing of coffee could only be made if the type of the coffee that
is actually exported is better than the one mentioned in the invoice, since
the market price for any specific type is well-known, This modality of
under-invoicing has been detected rather recently in shipments of carnauba
wax, another commodity that has wellwknown prices but more than one type of
quality,.

Taking into consideration the enormous pressure that coffee interests
have been putting on the Brazilian Government in an attempt to obtain a
better exchange rate for coffee exports and the reluctance of the Brazilian
authorities to yileld to such pressures in the fear that devaluation of the
coffee export rate could lead to a sharp drop in the international price of
coffee, and also that the authorities have not been able to satisfy fully
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the requests of that politically strong group, it is conceivable that some
kind of "™understanding" has been reached according to which the control of
invoicing of coffee shipments has been somewhat relaxed to permit coffee
exporters to retain a certain portion of their dollar proceeds, that would
then be freely disposed of in the free market, This could perhaps be the
real explanation for the appreciation of the cruzeiro in the free market,
on account of a substantial increase in the supply of dollars and could
also very well explain the widening of the spread between the price for
the Santos 4 and Parana 4 coffees, The assumption is that Santos 4 coffee
is being shipped and invoiced as Parane 4. If this is the case, it would
be to the interests of the Brazilian exporters to increase the spread between
the spot prices for these two types of coffee to the maximum permissible,

It is not possible to have the exact figure for the amounts of dollars
that have gone to the free market through such under-invoicing, If it is
assumed that no Parana 4 coffee has been exported during October for instande,
and that the total volume of Brazil's exports of coffee to the United States
in that month have been of Santos 4 and furthermore that the total volume of
1.1 million baegs have been under-invoiced, then it appears that about $7
million could have been thrown into the free market, (Even taking intc con-
sideration the demand for dollars in the free market resulting from the under=—
invoicing of imports, the $7 million inflow into this market would have appre=—
ciated the cruzeiro rate much more than the appreciation that has occurreéz)

ds has been pointed out before, all the above ressoning is very tentative,
The staff has no official information to confirm the above., Nevertheless,
it is convinced that the under-invoicing of coffee must be the real cause of

h*4cﬂﬁ€th~both the unusual spread between the coffees Santos 4 and Perana /, and also

for the somewhat disturbing appreciation of the cruzeiro in the free market,

s
?QAL‘.

1/ The limit of the spreaﬁ”would’ﬁgﬁthg difference between the two minimum
prices as set by the Brazilian Coffee Institute, These two prices are
different in order to take into consideration transportation costs, storage
and other costs,



Spot Brazilian Coffee Prices for the New York and New Orleans Marketsl/

Monthly Average

In U,S, cents per pound

Santos2/ Santos2/ Parana2/ Riad/ V-+ruQ\%%

non nn AL neyu
1954
Jamiary 70,40 69,75 68,30 57,30
February 76455 76,00 75,00 60,60
Marech 89,10 87.80 86,80 66,35
April 90,95 89,75 88,80 72,80
May 87.15 85,95 85,20 71,50
June 89,10 88,15 87.20 70.30
July 88,60 87.64 86.65 67.38
August 82,33 81,58 80,42 62,54
September 71,55 70,65 69,65 54420
October 69.15 68,25 67.25 53.05
November 71,70 70,75 69,85 53,05
December 69,30 68,25 67,30 51,55
Average 79.65 78,71 1170 61,72
High 94,75 93,50 92,50 75,00
Low 66,00 65,50 64,00 51,00
1955
January 67.90 66,85 65,95 51,50
February 59,02 58423 57.55 47,50
March 58,75 57.95 56,78 44,90
April 58.90 57082 56;65 44055
Vay 55,47 54,420 53,11 41,95
June 58,03 57.05 55.95 41,90
July 55448 54,433 53,00 41,90
August 57.75 56,55 55.10 41,03
September 59.65 58,73 5593 40,50
October 57652 56,33 51,48 38,90
November 55.15 54417 49.78 36,30
Decemberd/ 53,95 52,92 48.56 34,95
Average/ 58,13 57,09.. . 54e99. 42,16
e e
High 67.90 . 66485 - 65.95 51.50
Lowd/ 53,95 52,92 48,56 34,495
1/ Prices quoted include all marketing charges such as: freight,

insurance, transhipment, weighting, local warehousing, financing,
ete,

New York market,

New Orleans markst,

Estimates, Unweighted average of weekly average prices,
Preliminary,

R

Source: Mercado de Cafe, Pan dmerican Coffee Bureau,
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Table 1. Brasil: Noney Supply 1948/1955

(In millions of cruseires)

Currency Demand Deposits Money Supply

Amount £ Change Amount # Change Amount § Change

17,73k S.0h 32,505 7.68 50,239 6.73
19,361 9.17 39,005  20.02 58.&13 16.19

1948

i9k9

1951 3% 13.20 62,232  17.18 973693 .88
B piR EE DR B8 @ ue
195L, 18,967  29.30 102,517  18.k9  1SLM8l 22,09
195k
Narch
June
“eptember
December

”Ooﬁ 301‘ ”l 156 30“ nagm ’051
BB on ne 8 B oan
48,97  7.83 '37 93 LWL 5.5
U,&SB » 9063 1&.552 1.99 153: 1-“

SLUSL  5.76 109,66 L.89 161128  5.86
¥ - S 169,739  5.34
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hbl. 3 ¥ Bmill

Rediscount Department
Outstanding Balances

(In millions of cruseiros)

19L8 1,307 85.65 1,170 52,14
1949 3,280 150.95 1,528 30.59
1950 9,763 197.65 2,072 .
1’51 3,2’? - 66023 ’.6& "07,
1952 75143 116.65 k4,050 9.93
1953 10,169 k2.36 h,215 k.07
M nlm m ozl hg‘;‘ 10.51
195k
March 29.];00 3.35 h,m - 5.01
June 10,979 S.k9 5:$ 3.20
September 15,493 k.11 6, 21.69
December 21.305 L1.26 h’m -35431
1955 ’
m 9,“ y - 5'087 h'm e 3.01
June 11,6LL 29.3L L,692 9.50
September 13,467 15.66 6,217 32,50
as well &8s Uredit GCoopera

mmnmmmmmuammmuunAmt
1950 and February 195k whereby the Treasury offset part of its debt

to the Bank of Brasil by assuming responsibility for a corresponding
issued, thus reducing the indebtedness of the Bank

currency
of Brazil to the Rediscount Department.

Source: Table on "Carteira de hﬂ‘cmﬁn’ as shown in SUMOC's ulﬂmr
studies on Credit Situation.



Table 4 prasil: Deficit or in Government Finances
(¥illion cruseires)

Federal State Muniecipal Total
Govt. Govts. Y Govts.

“ 2B 2 53  -R
2 - 1,355 - 120 - Lo - 1,515
: - 2,31 o296 WO - 2,018
- 2,087 2/ A - 8 - 1,050
1948 - 3,019 &/ - 662 - ‘ﬁ - 3,836
6 - 2,633 - ﬁ - - 3,037
7 F k60 -1, - bhh 1 - 1,099
3 / ’ - 1.]“ - 73 - 1,337
9 e 2,010 - m - m - hao’s
1950 - hom ™ 23“5 o Lo2 - 610“
1l f 2,819 - 1,468 - 269 - 1,082
SR o | S L
R - 2,884 - sinl - Y -8
]”5 - » - 2. y ethe b
6 - ’ % y n’-’:% :.:n :c:o

Including war expenditures dcﬁﬂ?u. in 1942; Cr$1,850 m. in 1943
cr.l,:” B, 1:“ 194k; and w.oas_ in 2948,

Source: Anuario Estatistico do Bruu.




Economic Indexes
(Monthly Averages)

Table 5. Brasils
Base: Monthly Average of 1948 = 100

Fhysical Volume of Production
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Table 6. Brasili Foreign Trade 1948/1955

(In millions of dollars)

Exports Imports Balance
W lgmos lgmbo s’.s
1949 1,096.5 1,103.0 é. z
1950 1,355.5 1,085.1 I’N.
1951 1,770.9 1,967.1 -216,.2
& He g B
1,561.8 1,633.7 - N9
195hL
S 3o3.0 g -
iith Quarter | Bh7.7 430.6 4171
1955
1.‘ Qﬂl"‘l‘ m07 351.1 - Si.h
2nd Quarter 3.7 310.2 .
3rd Quarter 392.0 325.0 # 67.0
Eources:

mwmuwzm.-mmmnrauum
No.

as reported in the Estatistico No. 47 of May 1955.
2. nuwsummmsw-
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WASHINGTON 25,D.C.
November 22, 1955

RESEARCH DEPARTMENT CABLE ADDRESS
INTERFUND

MEMORANDUM

TO: Mr. Rooth
FROM: J. Marcus Fleming [///-
P

SIBJECT: Brazil's Coffee Exchange Rate, the Price of Coffee and the
Balance of Payments of Coffee Exporters

Arising from your reading of Miss Lovasy's coffee paper you asked
what would be the effect of a devaluation of the Brazilian exchange rate for
coffee exports on the balance of payments situations and exchange rate
policies of other coffee exporting countries,

This question may be taken in two stages:

I, the effect of Brazil's action on the dollar price of
coffee, and

II. the effect on the position of other countries.

The effect of Brazil's action on the dollar price of coffee depends
on (a) the mode and magnitude of the assumed depreciation of the Brazilian
coffee rate, (b) what is assumed to be the alternative Brazilian policy if
the rate is not depreciated.

Suppose that the alternative.policy to the depreciation of the
coffee rate is one of fNlaissez fai i,e, that if the coffee rate were not
depreciated the Brazilian authorities would not take action, through stock-
piling, to support the cruzeiro price of coffee, In this case, given the
fairly competitive character of the domestic Brazilian coffee market, and
the rather low elasticity of the supply from current production the
principal medium run effect of depreciating the coffee rate over the next
few years would probably be on the cruzeiro price rather than on the dollar
price of coffee. The latter is determined by the demand conditions abroad
in conjunction with the quantities of coffee supplied by Brazil, which would

%MA”UMA{ 2 be likely to be but little effected. Even in this assumption however, there

VY
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might be important short run speculative effects on the dollar price of
coffee. To the extent that the decline in the coffee rate, and the rise

in the cruzeiro price had been anticipated, and had led to previous private
stockpiling in Brazil the release of these stocks would lead to a temporary <=
increase in coffee supplies and a teggggg;y drop in the dollar price of 2
coffee, save in so far as these stock movements in Brazil had led to '
opposite stock movements on the part of roasters ete, in the importing
countries., It seems possible thet a substaential amount of coffee is being
held privately in Brazil in anticipation of an exchange depreciation and

rise in cruzeiro prices so that the initial reaction to doller prices of

a change in the coffee exchange rate might be quite marked.

lMoreover it is probably unrealistic to assume that in the absence
of exchange depreciation the authorities could leave the cruseiro price of
coffee free to follew the fluctuations of the market, At the present time,
it is true, Brazil haes no firm system for the domestic price support of
coffee. Legislative authority for stockpiling operstions by the parastatal
Brazilian Coffee Institute has lapse But official finance is available
for private stockpiling of coffee at a cruzeire price some 25 per cent below
the present level, And a floor is —- theoretically at least =- set to the—
cruzeiro export price of cofTee, (though not to the price recorded by the
grocers) n% a prgce 10 per cent below the present level, through the control
of shipping permits. Wore generally, it seems lmprobable that the Brazilian
authorities could pursue a 'hands off' policy towards a decline im cruzeire

prices of coffee of the magnitude of the decline ollar prices contemplated
in Miss Lovasy's paper,

Having in mind the prospect of a steep decline in the equilibrium
price for coffee the main significance of the Brazilian plan for adjusting
the coffee rate, as presented to the Board towards the end of September,
would seem to be in the intention of the Brazilians to allow the dollar
price of coffee to find its level -~ subject to the possibility of supporting
that price by international agreement -- while supporting the eruzeiro price
at or above its present level by adjusting the coffee rate. This precise
scheme has many legislative hurdles to surmount in Brazil but in the meantime
it is possible for the Brazilians by.admimisttative action to achieve
devaluations of the coffee rate by 13 or even by 204, It would probably be
fair to assume that in the absence of exchange depreciation the cruzeire price
of coffee would be supported by official or officially encouraged purchases
For stockpile though possibly st somewhat lower levels than would Be mede possible
by depreciation. In this event while part of the significance of any depreciation
of the coffee rate should be sought in ite effort in sustaining the cruzeire
price, a significant part, even in the medium term must be sought in its effect
in the dollar price. Without the possibility of deprecisting the coffee rate
the Brazilians would have had a motivation on grounds of domestic policy,
for putting a brake on the decline of dollar coffee prices by stockpiling




and withholding supplies. Given the possibility of such depreciation, the
only motive which Brazil would have to exercise such a braking action would
be in order to increase its foreign exchange receipts, While Brazil probably
could increase its foreign exchange earnings on balance, at least for a few
years, by withholding supplies from the market such a stockpiling policy
involves intemsl financial difficulties and the foreign exchange motive

alone might be insufficient to persuade govermments to have recourse to it
for long.

It is arguable that a stockpiling policy would be bound to collapse
in the end whether the exchange rate is depreciated or not so that ultimately
adjustment of the exchange rate is the o method of maintaining cruzeiro :
price of coffee, and that is its principal long-run result. In the long Fraqgt ™
run, however, the higher cruzeiro price of coffee will exercise an effect owar m &
in promoting the expansion, or avoiding the contraction of the Brazilian
supply, and this will depress the long run dollar price of coffee. B w o wan Fy A,
So that, whether one looks to the short-run, the medium term, or “"‘LXBW%
the long-run a devaluation of the coffee rate would be likely to have a
considerable effect, though it is difficult to say how much, on the dollar
price of coffee,

In so far as a reduction in Brazil's coffee exchange rate reduces
the dollar price of coffee it will have repercussions on the balance of
payments of other coffee exporters. The effects of price falls of the order
discussed in Miss Lovasy's paper -- some of which would take place whether
or not Brazil's coffee rate is reduced -- on these countries' balance of
payments have been roughly indicated in Miss Lovasy's paper and in my
Memorandum to you of November lhth, An adequate analysis of the payments effects
of such declines in coffee prices would require a careful examination of the
position of individual countries which could best be done by, or in conjunction
with, the Western Hemisphere Department. The attached table repeats the
figures given in my previous Memorandum regarding the assumed decline in
coffee income of various countries and expresses them as percentages of
195} exports (of all commodities) and of present reserves,

The calculations in this table are based on the more pessimistic
of Miss Lovasy's two assumptions about, coffee prices, but the general
implications would not be greatly Eltered if the less pessimistic one had
been taken,

In interpreting these figures the following points have to be
borne in mind:

(a) A decline in coffee incomes would bring with it automatically,
thouch only after a time lag, some decline in the propensity to import.

bru L\z o (b) Brazil in 1954 was slready running a serious payments deficit -- of
MBSt of 8ome $120 million -- and had seriously restricted imports.
‘:V‘C(N\ov\
o (e¢) Colombia would mot suffer quite such a serious decline in coffee
oA export receipts if she is able to maintain part of the present high premium
for her coffee over Brazilian coffee, On the other hand, she has large arrears

of payments on imports.
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(1) (2) (3) (L) | (5)
Estimated Decline Total (1) as a Total (1) as a
in Coffee Exports Exports ratio of (2) Reserve ratio of (L)
from 195k to 1955/56 195) (%) June 1955
|

Brazil =226 1562 =15 7 i S -48.0
Colombia 26L% 657 -10.2 U1 -187
E1l Salvador b6 w 105 s 58.3 =79
Cuatemala =3 v 101.L -32 56,5 =57
Haiti 24 W/ S7% =2 13.L -180
Nicaragua =12 V Sk =22 23.3 -52
Costa Rica -18 81 =22 27,5 -65
Dominican Rep, -11 121 -9.1 32.L -3L
Ecuador -1%5 116 -13 32,5 =46
Mexico 62 656 -9.5 291 21

% Fiscal year ended September 30, 195k,

(d) Haiti is being kept afloat by large U,S, gifts and loans. Her

official reserves are also supplemented by the dollar holdings in commercial
banks,

(e) In various of the countries_concerned, notably Guatemala and
Mexico the payments situation is 6Urrently in a favorable position with rising
export incomes on commodities 6ther than coffee., On the other hand, the
Dominican Republic is adversely affected by a poor sugar as well as & poor
coffee outlook.

On the whole a fall in price of the order envisaged would appear
likely to have the most serious balance of payments effects in Colombia and
Haiti (as well as in Brazil itself). Nicaragua, El Salvador and Guatemala
would be/ somewhat less severely affected, while Mexico, the Dominican Republic
and, to some extent, Ecuador would probably be in the best position to weather
the storm,



Mr. Bugene R. Black October 25, 1955

memwmumuau.'

In brief, the document advocates the adoption of a National
Development Program in which the national private initiative <~ "with
the assistance of foreign capital and efficient assistance the
state == will be in a position to realive the great task of our de-
velopment and emancipation." Within the Flan, "the state will be
MAWOSMMMM‘G!MWOIM~

Goncerning the role of the foreign contribution to development,
the document sayst "On the other hand, a country like Brasil, the



Tot Mr. Black -? - October 25, 1955

-mm:mzmmmwrxmmmr Tous
T, o ‘A d_ellilnation of oon-

mmzwfummmmmummmmmw
in the document, always with the qualification that this plan should
mot interfere with private initiative, but actually should be a stima-
lant through which the state should increase the effectiveness of the
private sector.

Dealing with the specific sectors, the document refers tw the ex-
perience which was gained in Minas by the establishment of the Centrals
Elétricas de Minas Gerals, S.A., where a large part of the power in-
stallation had to be financed by the goverment. However, "we must try
to strengthen private initiative in the field of electricity dw
umcmmnmxmmmmu
which private capital is reluc to take roots." Wm,‘m
legislation on concessions has acted as a disincentive for private
initiative, sinece, - although it also granted, nominally, a margin for
reasonable profits - it did not provide a mechanism able to correct
the effects of the pmmg,mm:o: -currency."

Dealing with transportation, the document introduces, in a very
clear and convincing manner, a very important concept referring to
activities operated by the governmment, It says: "The faet that they are
operated by the govermment does not justify a disregard of the basic
prineiple that services must be pald at actual costs mMmM
services are not under the obligation of obtaining maximum profit
numommmewumdmuthwmouémm
of their deficits, or, at least, for decreasing them. In very few cases
can we accept the reasoning of those who tolerate deficits in the opera-
tion of public-owned industries, justifying them on the basis of in-
direct profits and of the stimulus they provide to economic development,
What happens, generally, is that under the cloak of indirect profits,
attempt is made to cover up serious structural deficiencies, faults ;.n
adninistration, and distortion of the spirit of the emterprise. . ¢ ¢
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%.36 million tons for the same period of last year, which indicates that
the International Wheat Agreement is at present unable to fulfil its
function of exercising a stabilising influence on the world market.

International Commodity Markets AG.EC.& FIN., 25/10, Washington,
understands that the National Advisory Council has expressed itself in
favour of the sale to Brazil of a large amount of U.S. surplus wheat
against payment in Brazilian currency. For the first time, the U.S.
not demand that the value, of the cruzeiro be maintained until
U.S. has had an opportunity of disposing of the funds it receives
within the framework of such an agreement. This decision on the part
of the U.S. is interpreted in certain quarters as a move taken with a
view to facilitating exports of U.S. agricultural surpluses.

THE TIMES, 24/10, Washington. With reference to reports that the
U.8. is considering the release of some of ites stockpile rubber, a U.S.
official spokesman has stated that his Govt plans to hold on to its
vast strategic stockpile of natural rubber and does not intend to make
more than normal releases for rotation purposes. FIN.TIMES, 24-25/10.
According to the International Rubber Study Group, world production of
natural rubber in 1955, estimated at 1,850,000 long tons, will be
10,000 long tons short of the estimated consumption. Synthetic-rubber
production, at 1,065,000 long tons, will be sufficient to allow 35,000
long tons to be stocked. The Japanese rubber industry plans to start
production of synthetic rubber because of uncertainty due to the
fluctuating price of the natural product.

The International Cotton Advisory Committee has forecast the
possibility that in another two or three years the free world's need
o2 cotton might be met without U.S.-grown cotton, output in the free

rld the T ’ "every year since 1947-48 and

world outside the U.S. having increased
having almost doubled over this period. The committee says that the
total supply of cotton this season should exceed 50 million bales and
that the cotton surplus has developed despite a significant gain in
consumption in the last three seasons of about 10%. While warning
that the picture can change radically before the end of the season
(July 1956), the committee adds that prospects are that free-world
consumption will continue at last season's level. Statistically, all-
time records will be set in 1955-56 for production and supply.

Commodity Prices  WORLD COMMODITY SURVEY (Frankfurtg, 18/10, gives
the latest index figures, as follows:

Index of world-merkét commodity prices
2nd ‘'half 1st half 2nd half 1st half

(1936 = 100) of Aug. of Sept.. of Sept. of Oct.
Cereals 209.4 209.1 210.8 210.4
Beverages 387.2 397.2 398.9 399.9
Meat 219.0 221.1 Zod oo el 2215
Fats 205.6 209.8 213 .8 220.9
Vegetable oils and fats 197.0 195.1 199.1 201.3
Hides and skins 2125 212%.6 21T o8 218.6
Textile raw materials 233.9 229.2 227.6 225.7
Rubber 367.3% 386.7 D4 b o
Iron and steel 283.6 283%.6 284.1 284.6
Non-ferrous metals 279.3 289,33 - 288.0 283%.3

General index 260.2 261.4 261.9 260.4
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A Domestic "Point Four Programme" L' INFORMATION, 26/10,
Washington. President Eisenhower has approved a programme submitted
to him by his economic advisers, designed to give assistance to those
regions in the U.S. which have lagged behind the general economic
development. The programme provides for:dyé%ﬁghe establishment ot a
new Govt body charged with the task of co ting Federal activities
undertaken to provide aid for communities sutfering from unemployment;
2) the granting of technical assistance to the communities in questlon,
an “the extension of loans for the financing of industrial projects.

"Economic Prospects N.Y.TIMES, 23/10, THE TIMES, 25/10. The
Secretary of Commerce has received from his Department's Business
Advisory Council a report expressing its considered opinion that the
current boom will continue during the first half of 1956 and probabdbly
until the end of that year. According to a statement by the chairman
of the Council's economic policy committee, the sharp breaks in the
stock market which followed the news of President Eisenhower's illness
have caused no concern among members of the Council, as "dips were to
be expected". As for the slump in agricultural prices, the Council
unanimously believed that it had run its course.

Consumer-Credit Expansion In their SUMMARY of 19/10, Brown
Brothers Harriman & Co. devote a study to the expansion in consumer
credits. It is pointed out that the resumption of growth in consumer
indebtedness in mid-1954 roughly coincided with the beginning of
recovery in general business activity. The growth rate accelerated
during 1955. The total growth in outstanding consumer debts (3%, mil-
lions of dollars) for the 12-month period ended in August this year
is shown by the following table:

31st 3ist Increases
August August
1954 1559 Dollar Per cent
Type of goods '
Automotive 10,349 13,547 3,198 30,9 ...
Other durables 55 @08 .5, 6 s TR o
Personal Instalment 4,616 55257 641 13.9%
Repair and modernisation 1,642 1,589 85% - . Sa@$
Total 21,901 26,155 4,254 19.4%
Non-instalment* 6, 835 A8k ~ - -- 646 9.5%
Grand Total 28, 736 33,636 4,900  17.1%

* Charge accounts, single-payment loans and service credit.

The growth of instalment debt during the twelve months covered by the
table has resulted from an expansion of disposable income, & rise in
the proportion of disposable income spent on durable goods, and an
increase in the percentage of expenditure on durable goods financed by
instalment credit. The increasing volume of automotive sales and the
growing importance of credit in financing them are among the most
important causes of the recent expansion in instalment debt. During
the first half of 1955, for example, retail sales by automotive
dealers were 20% ahead of the corresponding period a year earlier and
new extensions of automotive instalment credits were up by more than
46%6. The first half of 1955 appears .to have been characterised by
1ncreaslngly llberal instalment. .credit terms, and.a tightening now
“Seems.4n. progress. The Federal Reserve Board's use of moral suasion

R At

appears to have resulted in a moderate tightening of credit terms by
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Pas Members of the Executive Beard
From: The Acting Secretary

Subject: Exchange System - Brazil

Attached are the staff's analysis and recommendations
regarding the proposed changes in the Brazilisan exchange system,
as set forth in EBS/55/L0,

This matter is on the agenda for Executive Board
Meeting 55/54, September 2, 1955,

Att: (1)
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g & Present Ecbnomlc Sltuatlon

1s Inflgtlonarv trends

. Inflationary trends which have been in evidence in Brazil for some time,
accelerated their rate of increase in recent years, particularly during the
first half of 1954. Various sources have given rise to these inflationary
forces. First, the balance of payments surplus during the war years, fol-
loved by rather ambitious development programs, large budgetary deficits and
massive commercial credit expansion, and more recently, a set back in the
export trade of Brazil, at a time when import. demand is still high, have con-
tributed to creating a serious exchange and balance of payments problem.
Periodic wage adJustments that had to be made aggravated these inflationary
trends.

During this process, domestic prices increased, the exchange rate de-
preciated in real terms, and the authorities resorted first to a policy of
quantitative restrictions and to short-term borrowing to cope with the pay-
ments problem. Since the middle of 1953, the emphasis has been shifted to
cost restrictions and a compllcated series of multiple exchange rates was
introduced.

Between December 1949 and May 1955.money supply almost trebled, while
currency issued practically-doubled.” The rate of increase in money supply
was more or less constant throughout the period, having been accelerated
somewhat in the first Half of 1954. : '

Since the last quarter of 1954 and until the first quarter of 1955 the
rate of expansion in money supply slowed down. This may be associated with
the levelling off in commercial bank credit to the private sector, which re--
sulted from measures adopted by the Brazilian authorities in October 1954.
However, it appears that since April 1955 there has been a resurgence of the
inflationary credit expansion.

The major source of credit expansion in recent years has been the Bank
of Brazil which accounts for slightly more than 50 per cent of the lending
of the entire banking system. Most of the credit expansion of the Bank of
Brazil has been directed toward the saﬁféfying'ﬁf'goVérnmeggmggggs. This
trend is obvious onee- -again~in"1955 when available data seem to indicate that



almost 80 per cent of total credit expansion during the first five months re-
sulted from the Bank of Brazil's credit to the federal, state, and local
goverrments.

The credit expansion of commercial banks to business and individuals,
which once played a major role in. the inflationary process, has recently be-
come a rather minor factor. .As-of the end .of May 1955, total commercial
bank credit, although higher ‘than at the end of 1954, was still lower than
the all-time high level.registered.in October 1954.- : e

The intensification of credit.expansion by both the Bank of Brazil and
the credit banks that occurred during 1954 resulted mainly from the desire to
finance coffee on a large scale and to assist the Federal Government, and
the very large imbalance of the State of Sao Paulo deflclt.

The operations of the Rediscount Department of the ‘Bank of Brazil, which
is the agency instrumental in issuing new currency, increased five-fold be~
tween December 1951 and June 1955, practically all of this being the result
.of operations with the Bank ‘of Brazil's Credit Department since rediscounts
w1th commerclal banks remalned at praetically the same level.- ‘

One 1mportant factor in the inflationary process of 1954 was the doub-
llng of -the minimum wage (Cré1,200 to Cr$2,400 per month) effeetive July 1,
1954+  This increase has given rise to a series-of upward adjustments in the
whole wage and salary strueture--including the Govermment--all of which-has-
substantially increased costs of production, It is feared -that this adjust-
ment has not as yet been completed, although,avallable preliminary indices
of wages for the first quarter of 1955 do not show any increase over the
December 1954 level.

In Brazil, deficit flnanclng by the Government-—federal, state and
municipal--has played a major role in.the inflationary process. In recent
years substantial budget deficits have been accentuated. - During 1954 the
conditions were less favorable than in previous years. The Federal Govern-
ment had a large budgetary deficit and governmental agencies operating out-
side the general budget also incurred large deficits for which the Federal
Government is ultimately responsible.  In-addition, some state governments
had substantial budgetary defieits.< or the three levels of Govermment, the
deficit in 1954 was estimated at about Cr%lA billion, which represents about
15 per cent of total expenditure. The budgetary and extra-budgetary deficit
for 1955 for the Federal Government alone has been estimated as reaching a
figure even higher than the total deficit for the whole public sector during
1954, One of the reasons.for such an increase is a recently approved re-
vision of govermment salaries. For all govermment levels the deficit this
year may be of a magnltude of about 20 per cent of total expenditure.

Last year's policy on coffee, under which the Brazilian Coffee Instltute
bought over three million bags, has not been reflected in the Govermment's
deficit since the amount of almost Cr$9 billion used for these purchases
(equal to about 17 per cent of Federal Government total expenditures) was
supplied by the Bank of Br321l from the profits accumulated in the collection
of auction premia.



Several plans have been elaborated which aim at a reduction of the 1955
deficit by both increasing revenues and reducing expenditures. Nevertheless,
taking into consideration that the salary readjustment has not yet been com-
pleted (autonomous agencies and other), the rather recent increased cost of .
exchange for goverrnment imports and other foreign payments, and the fact that
general elections will be held this year, it appears doubtful whether any
reduction in the estimated deficit may occur. Furthermore, the 1ndebtedness
of the Ireasunx toward the Bank of Brazil increased.steadily during .
which s€ems to indicate that the Federal Govermment is running a rather sub-
stantial deficit so far this year.

e

Taking the above into con51deratlon, it appears possible that inflation-
ary forces during the second quarter.of 1955 may prove to be of such a .
magnitude as to offset the 1mprovement registered during the last quarter of
1954, and the low level of expan81on of the first quarter of this year., " '

I‘JM;r LBV PP

Reflecting these 1nf1atlonary forces, there has been a trend toward o, ;y,:
rising prices in Brazil. During 1953 the rate of increase in the cost of A
living reached an all-time high and it slowed down during 1954 and the first
part of 1955, The same trend is also apparent in the index of wholesale
prices. Due to the apparent time lag that exists between the rise in money
supply and/or wages and prices, it is expected that the impact on prices, of
the reported recent increase in money supply and a possible increase in wages
in the second Dart of 1954, may be felt well into the remainder of 1955.

2. External swtuatlon

Brazil has been confronted with serious balance of payments disequilib-
rium during recent years. This disecuilibrium reached a peak during 1951 and
1952, and, although it was reduced in 1953, it has become more accenuuated
since then. . .

This disequilibrium.inrthe balance of payments led to a rapid depletion
of Brazil's foreign exchange reserves--accumulated during the war period--
followed by the accumulation of very large payment arrears both in convertibl
and in inconvertible currencies. For the liquidation of these arrears in
1953 and 1954, a series of loans was obkained and funding agreements were
undertaken. lost of the arrears préblem has been settled, but instead Brazil
is faced with a heavy repayment schedule extending over a period of several
years. In addition, Brazil has other short-term obligations such as debit
balances under payments agreements.

In the approximately ten years since the end of the war, the velume of
imports has risen to relatively high levels, mainly as a result of the do-
mestic inflationary process and other factors such as the need for fuel, the
raw material needs of expanding industries, and the wheat situation. Attempte
to curtail imports through a restrictive system of individual licensing
proved difficult for administrative and other reasons and, later, when this
system was changed in 1953 into a mixed system of cost and global quantita-
tive restriction, the contimuance of the inflationary process and credit ex-
pansion resulted in imports being maintained at a very high level.

& b BN
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Parallel with this increase in import demand were the growing difficul-
ties with which Brazil was faced in marketing her export products. The fall
in international prices for most export products after 1951, coupled with
the increasing cost of production as a result of the inflationary process,
made the exportetion of several products very difficult. The special condi-
tion of coffee, whose international price increased while prices for other
export products were dropning, attehuated, to a certain extent, the problem
of falling exchange receipts. Later, due to reasons which include a fall
in coffee prices, even coffee exports were reduced.

During the first five months of 1955, imports have been maintained at
levels somewhat below those for 1954, while export proceeds were running at
8 much lower level than in the preceding year. The. resulting trade deficit
during the first five months of 1955 was of .the same magnitude as the “trade
deficit realized during the twelve months of 195/ ($72 million).  Although
export proceeds are traditionally higher during the second half of the year
on account of se-sonal factor:, it appears that unless some radicel change
in trend takes place Brazil may inéur in 1955 one of the largest trade defi-
cits of recent years. = i UL, OEE 8 : ,

‘This trade deficit, plus the large payments that were made during the
first five months of 1955 for services (about $51 million) and loan amortiza-
tions (about $47 million), resulted in a further deterioration of Brazil!
payments position. In the absence of exchange reserves other than gold,ld
this deterioration translates itself into an inerease in Brazil's indebtedness
abroad. The significance of this situation is emphasized by the fact that,
traditionelly, Brazil is a heavy international debtor on capital account,
needing to have a large trade surplus to meet heavy current obligations for

amortization remittances and service on loans.

A principal factor in Brazil's present difficulties is the sharp reduc-
tion in coffee exchange proceeds. Coffee constitutes about two thirds of
Brazil's exports, and Brazil, in turn, supplies about half of the world's
coffee consumption. . : '

Coffee prices, which had been increasing since 1946, registered a record
rise during the first part of 195, (a peak-of 95 cents per pound on April 1)
as a result of the heavy invehfory actumulations in the United States induced
by the low carry-over position of Brazil and the July 1953 frost in the States
of Parana and Sao Paulo.  When more detailed information was obtained on the
effects of the frost, at first overestimated, prices tended to degline, and
importers began to draw on their inventories., At this juncture &Brazil es-
tablished a legal minimum price of 87 cents per pound at which price the
Brazilian Coffee Institute would buy. The volume of Brazilian coffee exports
declined as the world market for coffee fell below this minimum. Other
coffee-producing countries were able to sell their coffee at prices slightly
below the Brazilian minimm price. -

i 7 4 Brazil has gold reserves amounting to approximately 322 million, of which
about $210 million has been pledged with a group of American banks.
2/ In July, 1954.



In order to adjust to the downward tendency of prices and to permit the
exportation of coffee without amending the legal minimum price, Brazil re-
vised the exchange rate applicable to coffee exports. This was equivalent,
in effect, to a reduction of the minimum price. Prices in the world market
fell sharply, about 20 cents per pound, to somewhat below 70 cents, but ex-
ports kept moving until the new crops of the other coffee-producing countries
began pressing the market in January 1955. A new adjustment of the exchange
rate was then made, and this was followed by a further reduction in interna-
tional prices. In recent weeks, the price of coffee has fluctuated at about
55 cents per pound with quotations for future dellveries much lower.

The present low level of Brazil's coffee exports, however, is not only
a consecuence of the drop in the price of coffee, nor is this drop in price
necessari’y fully explained by the current condition of oversupply of coffee.
An element of speculative expectation has been built up among coffee traders
in Brazil and abroad. Brazilian exporters are holding back sales in antici-
pation of a new exchange depreciation which would represent a higher cruzeiro
price for their coffee--foreign importers are holding down purchases to the
mere minimum in expectation of the same devaluation which would bring a
lower dollar price. ;

The very high prices that had prevailed unti} recently have acted as a
tremendous stimulus to coffee plantation all over the world. Recent estinate
for the 195455 crop year give total exporteble supply at about 34.3 million
bags, while total consumption in importing countries is estimated to amount
to about 30.4 million, thus leaving a carry-over of about 10 million bags.
Furthermore, a further increase in world production is being anticipated for
the 1955-56 crop year. From the above, it appears that the recent frost
that hit the coffee plantations of southern Brazil will not have too major
an impact on the short-run coffee market outlook.

3. Production trends

There are indications that the growth experienced by the Brazilian econ-
omy since the war is somewhat unbalanced, with agricultur:zl and livestock
output 1 ing behind the output of industry. Furthermore, chlefly as a re-
sult of the exchange and trade policies of the Brazilian Government, the
pattern of industrial development HasS also been somewhat unbalanced, the
me jor expansion occurring in sectors which appear to be greatly dependent on
imports for raw materials end fuel. Various problems have recently arisen
in industry such as power shortages, increasing costs for imported raw
materials, and wages.

The volume of agricultural production increased substantially in 1954,
resching the highest levels on record both in value and volume. During 1955
estimates indicate that this high level of production may be maintained in
spite of the frost which struck coffee plantations in the State of Parana
in the last days of July. It has been reported that although this frost was
more severe than the one in 1953, it did not affect the current crop, most
of which had already been harvested.



Industrial production has shown some decrease in 1955, the reduction
being more pronounced in the industries of the consumer goods sector. This
contraction may have resulted from the stricter credit poliecies prevailing
during the last quarter of 1954 and the first quarter of 1955, and also from
the much higher wages since the doubling of the mlnlmum wage Jevels in July
1954« :

Among the several major industrles, only the productlon of electrlc
power and cement appear to show increases this year.

'The rise in product n costs, partlcularly to industries, resultlng
from the exchange refor: of October 1953, and the more recent increase in
wages--although no specific data are available--seems to have been substan-
tial. Indications seem to point toward a continuatlon of such a trend.

No accurate data or estlmates for employment or unemployment are avail-
able for Brazil, There is only one index for employment, that for employ-
- ment in the Federal District, and this showed a moderate decline in 1954.
The basic structure of the Brazilian labor legislation makes it very diffi-
cult for the economy, and industry in particular, to adjust employment to
seasonal production conditions. If data on unemployment were avarlable,
they would probably. show a rather small fluctuatlon.

1/ Agriculture has been favored by a somewhat preferential treatment in
its import needs and other ways.
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- IL, The Exchange System

l.. The present systeéem——essential features

The present exchange system results from the measures introduced.
on October 10, 1953, and its main characteristics have remained so far
unchanged. Tt can be summarized as follows: e

The par value is Cr$l8,50 per US$l,

The system is composed of two main sectors: : :

(a) There is a free : invisi and-non-registered - i M

capital transactions. This market is rather narrow, and the level of the = " |
free exchange .rate has-a limited ‘economic significanceé. The rate tends /o Yo A Ar
to fluctuate rather violently in response to speculative elements, - | ®

e - v4 A
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(b) By far the more important is the other sector, which in- ¢~ 4+
cludes all-current trade transactions, offieial payments, invisibles re- \PON Jf}
lated to trade, and most of the registered capital. It is this sector
that is affected by the Brazilian proposals for a change in the system.,

The main features of this séctor are briefly described belows: .

(1) Exchange receipts

Exchange receipts frém‘eXports must be surrendered. The effective
exchange rates applicable to them, being the sum of the official rate and

of the established bonuses, are different, depending on the different
commodities and on the currency. Export commodities are classified into -

three categories (Category I no longer includes any commodity) as follows:
Catggory II: Coffee and bananas.

Category III: Raw cotton, cocoa beans, sawn firewood, leaf tobacco,
‘ piassava, castor seeds, soya beans, raw hides and skins.

Category IV: 'All other products notgigpluded:in the two categories
RLEr i KA s o endu - add T :
The effective eXpdrt-rateérfor.each category are more depreciated
in the case of exchenge receipts in convertible currencies, pounds sterling
and Deutsche marks, than in the case of all other currencies, as follows:

" Effective Rates

. Qatégory"‘,‘_”ﬁ '3. DM .. Others
ey C 37,06 35,55
BEL A .on 43,08 ' 41,31

v 50,06 48.03

PreScription-of;currency is enforced in respect of the currency of
the. country of destination of exports, with the following major exceptions:




il

a) payments in gguggg'gﬁnglng are accepted against exports
outside the area of convertible currencies; b) pounds sterling, Deutsche

mé?EE, and Duteh florins are, reportedly, accepté&‘aga&aa% exports to any

/) of the three countries concerned: United Klngdom, West Germanx, and Holland,

Incoming payments from a number of countries are effected ‘through clearlng
accounts._ . . s ool

(2) rEs:cr{aag?e"- péf)rméhts £

Exchange payments are effected in,twb main ways:.. ..

(a) Payments for s_eclfled transactlons are effected at the
official exchange of Cr#18.82. pe¥ USG1, or equivalent in other currencies,
Tus Tixed surcharges which vary with the type of transaction, (In some
5 5-10 per cent remittance tﬂx;.s-added”t _the official rate, which makes
the selllng rate Cr%ZO 702 per. UsHl, equivalent in.o micrencies., '
The most important surcbarge is that of er US%l which appliza to
government payments, Including those for- imports (the onl -exception being
whe st imports to which a surcharge of Cr#7.00 per .US$1l is applied); trans— =
fers of reg;stered capstal and. income therefrom; and imports of books, maps,

newspapers - and“magéfihes.‘ Thus to Lhese . imports the effective ‘rate of
) Gr%hB}B?;gﬁEI?bs. No exchange suggﬁg;ge is applied to imports of ne.sprint.

Finally, imports of petroleum products, although formally effected‘fﬁ?Eﬁgn*~
an auction, are actually effected at the official rate plus surcharges
varying from Cr%lS 00 per USHl to Cr%lSO OO"ﬁﬁf“USﬁI““Hgﬁgﬁdlng on the
products, ' —_— L : : *
P S ' E L2

A;l_niher_paxmenis fori trade ‘and . related transactlons are
effected through an auction system. . There ere no quantitative restrictions
through ind1v1dual licensing, The effective rates result from the sum of:
(i) The official selling rate of Cr$l8.82 per US$l or the equivalent in other
currencies; @i) a 10 per cent remittance tax; (iii) the auction premia. The
latter are different for the different currencies, and vary from auction to
auction, Cross rates, therefore, are usually broken, The auctions are
separated for the I;gg&ggﬁegories into which the. 1mport ocomnodities are
classified., Minimum bids are established for eahh‘gakegory. As a mere
indication of thé“IEVEIE‘Bf these effective auction-rates, the simple = .
arithmetic average of the rates prevafling during the period July 12-19,
1955, for the U.S. dollar, the effective Japanese agreement dollar, and for
the currencies which were sold at the minimum bids (Bolivian, Polish, Turkish,
Uruguayan, HUngarlan agreement dollars) are given below: o

S e . R

USH 00 117.30 - 197.92 263,00  276.25
Jap.j 67.25 - 68.77 102,68  176.85° 207,80

Minimm bid i Pe N
currencies hS.?O._ 50,70 155,70 60,70 120.70
e

Prescription of currency is enforced in respect of the currency of the

country of origin of imports, with the exception of payments to the United
Kingdom, Germany, and Hblland which, reportedly can be effected in the cum— -
rency of any of these countrles. Occasionally other exceptions are made,

1/ This matter is being further explored bty the staff with Brazil,



2% The proposed new system

(1) Preliminary considerations

In the above summary description of the present system, many
details have been omitted. Nevertheless, it is clearly a complex
system.' Its complexity has increased through time, as a result of the
introduction at different times of some new features. Although a number
of technical features may be considered as unnecessary, the complexities,
by and large, are the result of a number of comstrictions under which
the Government has been operating in the past and of attempts to comply
with them. Most of these constrictions are still present, as indicated
below, and appear to be influential in determining certain characteristics
of the proposed new system, i

The exchange crisis of the second semester of 1953, which occurred
under a regime of restrictive individual licensing of imports and pay-
ments, and the experience of an unsatisfactory working of that arrcnge-
ment from an administrative viewpoint have played an important role in
the introduction of the auction system for imports, and make the
Brazilian authorities still verv reluctant to revert to that regime. On
the other hand, inflationary domestic conditions, together with low
levels of exchange receipts, have made it necessary to restrict imncrts
and. payments. The need for restraining import demand 1&~still preseat—
and is a major factor in influencing the features of the proposed new
system, : :

Under inflationary conditions the exchange scarcity has been, in
part, the result of increasing domestic costs not being accompanied at
times by adequate adjustments in the effective export rates. The need
to keep exnorts moving will continue to be present in the future, which,
under continuing inflationary conditions, may require an adjustable
export rate. On the other hand, the Government has been mindful of the
inflationary impact of high export rates and, as in the past, appears
to attemnt to keep the exchange rate applicable to coffee export proceeds
at a lower level, The effects of a depreciation of this rate on world
prices for coffee have also been an important consideration in this
policy. The problem of the inflatiogg;yﬂimpact-of~the-exchange system
is aggravated by the policy of maintadining "low" exchanze rates for
impgEEE';ffggEigg‘th_gggg_gf_liz;nggagg,oﬁher imports, e.g. wheat and
crude 6il, in an attempt to reduce the rise in domestic prices by this

B
device, :

The effects on the exchange system of these conflicting aims have
been made more complex by the superimposition of certain technical
problems. According to the Brazilian constitution, export taxes on any
product cannot be introduced by the Federal Government. This has made
it necessary in the past to solve the problem of the level of export
rates by introducing dif ial bonuges for different commodities on

= ——

top of the par value.,  Another solution of the same problem, which is
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on the present parity. This solution appears to be of help because by.
law the exchange rate applicable to newsprint cannot be higher than the
par value rate, e ano! deneh

The constrictions indicated above, as well as a number of political
con31deratlons, appear to be still operative and exert their influence
in ﬂetermlnlng some of the major features of the proposed new system,-
whlcn is descrlbed brlefly below. . - 9 |

(2) Eesentlal features of the svstem

Under the proposed new system, exehange t‘g“§_gt10ns based on-the
present pgr;}z will ‘be dlscontlnued wlth the understandlng that a new-
par -value will be declared by razll as soon as economic conditions
permit,

The present feature of the exchange system, belng comnosed of the
two sections indicated’ farller,_w1ll remain, No signiricant chanc=s
will be introduced with regard to the free market, in -hich most
invisibles and nonreglsuered capltal w1ll contlnue to be transac%ad,
The ba81c changes are introduced in the. sector 1nv01viag officiai
exchang‘*onerations, which are summarized below. -

The exchanﬂe ates at whlch the U, S dollar and other currencies
will be sola by the Bank of Brazil will be those ‘which result from
periodic auctions, as described below, The average exchange.rates thus
determined for the UsS. dollar in qgem_ucg;gn day will be declared by
the Bank of Brazil as the official buying rate for the U.S. dollar for
A the perlod unti e follow1n aucti Tor all commodities except ‘

\ coffee.v ff“ig.%;dersto at as at present auctions for each currency 5
Asw111 be held a week aggrt The buying rate for coffee will remain at IZ/,’
U Cry37.06 per USGl. It is not known what the buying rates for all other
L 4+ currencies will be. The ofTT¢%al buying rates for the pound sterTIﬁE"“*
the Deutsche mark and the Dutch guilder will be uniform.

Ca Thej%g;per cent remlttance tax-ulll.be maintained.

AN \ 3 ) —

' Incomin ngzgents. A1l exchange praceeds from-exports must be
surrenaifﬁﬁgéiThe present classification of export products will be
abolished. All exchanue will be purchased by the Bank of Brazil at the
established . With regard to coffee, it is the intention

He Brazilian Covernment to modi rate, as market con=-

ditions make it desirable, in the opinion of the Govermment, so that

unified export rates will in time be achieved. Prescription g;hcurrency

will continue to be enforeced in respect to the currency “of the coun f
of destlnatlon, the present arrangements being maintained.

Outgoigg payments. The present distinction between payments which
are effected at the official rate, with er without a surcharge, and
payments which are effected through auctions will be practiecally
ellminated "
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(a) Government payments for imports and for financial obli-
gations, payments for imports of nswsprint and naper for printing of
books, crude oil and petroleum products except gasoline, wheat,
fertilizers, insecticides, and agricultural equipment will be effected
at exchange rates w ich will be the same as those resulting from the
auctions (see below). However, newsprint, wheat, and petroleum products,
except gasoline, will receive.a. giﬁﬁﬁﬁfﬁﬁﬁﬁiﬂifﬂ“’@8?€? the aiTgerence
betieen the present e exchange cost and the level of effective selling
rate after the new system is put into effect. During the first month
of operation of the system, the subsidy will be equal to.the full
dl Terence, Igugggnﬁggﬁggggngmmgn;gg the subsidy will be reduced by
5 per cent per month, so that it will be c§ﬁﬁ:§§EIE:fEEEEEa:IﬁZE_zg;QQgph
period, Te@ggggxx“subs;dizatlon will also be given to cover the added
cost of imnorts and other financial charges in the case of some
"autarguias" and public services, until they can revise their budgetary 5
appropriations or effect a tariff readjustment, It is anticipate? that ) :
this adjustment period will last until January 1, 1956 Thereasfter, all N e,
"autarquias" and public services will be exnected to cover their full
excnange costs, except in the case of loan contracts with guarantee of
exchange rate, which will be honored.

(b) 411 other private imports and paymenhs for them, including
invisibles incidental to them, wi e subject to the following: .

The present classification of imoort commodities wj
Initially, lmport commodities classified in Citegories IV and V of the
present classification will likely be vrohibited.

Permitted imports will be subject to.licenses, which, however,
will continue to be issued freely to the holders of valid exchange con-
tracts purchased at an auction, as described below, i

The effective exchange rates for import payments will result from

the sum of the following three components:
.

(i) The auction Qr@mla resulting from bidding at 5 P
periodic exchange auctions. The main difference between the present YK#NQuA&M‘}? :G*’
auctions and those envisaged under the proposed new _system is that in wamxgrf¢“‘” ‘
the latter the total amount ef—exchaer@e made available each auction day L{ WY Yaae
in each city (Stock Exchange) will be offeréed without distinction i ' A

b so that for each currency the premia will be uniform :ﬁg“ﬁﬁ“ MRS
for all commodltles. b DA «
(ii) The {Syper cent remittance tax.tw\%;v@A\th QVV\\/ Egﬂj ﬁauuﬁﬂ

(iii) changg surcharges which, accordlng to law 2410
of January 29, 1955, will be established as the following percentages

of the average auction bids in the same category in auctions held during
the three months preceding the establishment of the proposed new

system:
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| Category I: . 5 per cent f;_Y‘XJ;’S )
Category II: %U,per cent i ‘
Category III: . 65 per cent
Category IV: 75 per cent

Category V: 100 per cent ..

Theée surcharces will be calculated on the bagis of the U.S. dollar and
will) be appliea unlformly to payments in all other currencles.

o et e B
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*he auctions will continue ‘to take nlace in the cities in which .
thev are presently held @nd will be separate for the different currencies
as lonz s the bilateral payments arrangements remain as they are. The.
pound stekling, the Deutsche mark, and the Dutch guilder will be offered

: for 1d”fion in a 31n~1e JOlnt auction;“f""i-j '?“?“f‘"f"‘"—"_f“~*———-—

B o 2 ————

Prescription of currency will continue to be enforced with resnect
to the currency of the country of orlgln.of 1mnorts, the present arrange-
ments being malntalned : p

The present. trade and ‘paynents agreements will remain in force,
nenéing their renegot’ation.

‘The regulatlons concerning transfers of reglstered caoital and
jncome therefrom will remain unchanged.,
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(3) An analysis of the system

In this section an attempt is made to appraise the proposed new sYstem
and point out its most important economic aspects.

The likely level of the auction bids for each category of imports, as-
suming that the effective import rates resulting from the recent auctions
represent the demand price for exchange of the importers of each category,
can be obtained by subtracting from each effective import rate the category
surcharge, while making allowance for the 10 per cent remittance tax. On the
basis of the most recent data available, the initial uniform auction bid for
the U.S. dollar would tend to be at some level within the range of Cr$63-T>.

Since the auction mechanism will be maintained, there will be a large
number of multiple import rates, and cross rates will be broken. The“fEEf?
however, that each currency will be offered for auction without distinction
am22§—E§E§§g£;es W sult in a reduction of the number of multiple rates.

) Considering the system as a whole, the establishment of a lini between
export rates and import rates represents, in principle, an improvement over
the present system. There may be a decline in both the auction bids and the
effective export rates from the initial levels, after the expected resumption
of coffee exports at usual levels and some possible increases in exchange re-
ceipts from other exports will alleviate the present exchange stringency.

The table below shows the prevailing effective rates for the U.S. dollar in
Rio de Janeiro during the first three months of 1954, when the amount of ex-
change auctioned was still about $25 million per month, which can be con-

sidered approximately normal During recent months only about $10 million f
has been auctioned. 19

Category I  Category II Category III

January 1954 42,73 45,86 68.67
February 195k A T W . 39479 I (s Py i~
~ March 1954 o Lk 68 56.63 73.65
July 12219, 1955 . 2 s g W i 5 o O - - -

It cannot be expected however, that effective import rates may revert to

the levels of the first quarger of 199&’ ‘since xu;jquJunua_Lng;_gsed in Bra21l
in the meantlme by about 35 per cenE&“and inflation continues _

s

. On the export side, the expected initial level of the effectlve rates for \ g
exportgﬁg;hgz~§ggg~coffee appears to be sufficiently high to give a stromg—"_
stimulus to all of them, but particularly t& tHo&e Which are now classified in
Category III. This will undoubtedly improve the international competitlve :
position“of these commodities. The new effective rates are not "equilibrium" (e
rates in the sense of exchange rates established in a completely free market, 1
and it is difficult to judge their appropriateness. Moreover, it is difficult
to judge what their implications for other supplier countries will be,
particularly since there is uncertainty what the new rate level will be.

There is some evidence that some of the exports concerned need a more favorablk
rate thapn now exists. If the auction premia and export rates decline,
cated above, ‘the gains in the competitiveness of certain export commodities
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will be proportionately reduced. Moreover, such a decline may reduce to a
sustainable magnitude the differential between the rate applicable to coffee
and that applicable to all other products. - Should the differential exceed
a critical point, it may e impossible. to resist the inevitable pressure’
from the coffee sector to depreciate the coffee rate further

On the other hend it cannot be excluded that; in fact, the export. rates
may tend to fall to too low a level. . This is because of the great 1mpact of
tﬁemsurcherges’SﬁathemleveI of ‘the auction premia and of the method whereby
eXChange surcharges are fixed.. In general, it can be said that to choose any
past period for this purpose tends to be an arbitrary procedure. -~ To base
the calculation of the surcharges on the premia of the recent period of ‘acute
exchange stringency may give altogether unworkable results.

As. for the exchange rate for coffee exports, it is proposed that the
present rate be maintained at least for the time being, with the pOSSiblllty
‘of future adgustments as, market conditions change: «:It is difficult to assess
the impact of the maintenance of the same coffee rate on the present coffee
market situation. Existing speculative elements which have reduced Brazilian
exports of coffee have been. based on the expectations of rate changes in Brazi’
It is uncertain ‘what the market -impact of the proposed action will be. Par-
ticularly in view of the importance of Brazil's exchange rate for coffee "
for other countries, it would seem desirable ‘that any future changes in the
coffee rate have prior Fund approvel -as. well as. any other changes 1n their
multiple currency system,

~ As to the. discriminatory elemente in the system, these w111 tend to be
reduced in some'“Egﬁecfﬁ, pawtqcularly as. a-result of  the- uniform’treatment
accoraed to. the pound sterling, the. Deutsehe mark, -and the :Dutch:guilder.
However, there is uncertainty as to the treatment to be accorded to trans-
actions in inpconvertible currencies. The Brazilians have suggested that this
problem and its releted aspect of bilaterel egreements be discussed further
with the Fund. ‘ e~ i

The proposed changes on the import 'side mey raise some difficulties. 1In
addition to the comment above on the arbitreriness of the base period for the
calculation of the surcharges made necessary by the existing legislation, the
effective import rates will contain an element reflecting the competition in

the auctions held in the past (the surcherge) and an element reflecting the
~competition. at. the current -auctions.~<"The economié¢’ significence of the former

" element is questlonable .However, the high levels of the surcharges may

strongly induce importers to underinvoice imports and to use free market ex-
change to effect payments:abroad. ‘This is because- that,part Qf the_pexm*gt
eﬁfected_thg@ﬂlji&Li}EE_QEEBEIe;_,not ot subject to the surcheﬂgg " The re-
sulting increase in the free market rate ms may ‘induce increasing underinv0101ng

of exports and thus losses of*-exchange for: theTcheanmenIu c’flgr1pg
N

The change in the. auction procedure, involvihg the dlscontinuation of the
practice of allocating exchange to -import categories, may result in a change
in the.composition of imports, perticularly if inflationary conditions: per-'
sist. Difficulties may arise in the case’ of those imports which, under the

_-present system, receive preferential treatment in the form of special auctions
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and which will not receive subsidies. The danger in this is that the Govern-
ment may find that the system is not selective enough and may tend to intro-
duce ad hoc d&vices which would add complexity to the system. A similar
danger exists with regard to the protective features of the present system.
Should the future effective rates for the individual categories prove to be
t_differentiated enough to protect local ;ggg§;x;g§dprocessing_;gpprted rav

Qg;grlars and parts, the tendency to imtroduce some complicating device may
aFise. T T———— '

R

Finally, it must be noted that the establishment of temporary prohibi-
tions for'Caﬁggory,IV‘and.Cﬁtgger V commodities will not represent a
significant relief for the situation of exchange on account of- the fact that
the exchange allocated to those categories has been a very low percentage of
the total. - Ty T BB T e 1T =

The cruzeiro proceeds of the difference between the export rate for
coffee and for other exports are expected to be substantial. No specific pro-
qggggé has been set up as yet to insure that these proceeds will play a me,Or
agEi;igﬁ}g&innaxx_;gng However, the authorities have indicated taat they
plan to use these funds to finance projects directly connected with the
development of egricultural production in gemeral. The proceeds of the sur-
charges will be mostly absorbed, at least in the initial stages of the system,
by the financing of the sliding scale subsidies on imports of wheat K some
petroleun products, and newsprint. The proceeds of the remittance tax willy |
continue to be allocated, as at present, to specific purposes. It is un- W
certain as yet, however, whether the same tax as at present (10 per cent) will
be applied to the resulting selling rate, or whether the tix rate will be

. i ' f ;\‘,‘\ i . W ol J.' ‘.L
reduced or moditted. 15w\ MhA SR B ,
It has been indicated’aboVé that the effective exchange rate for govern-
ment payments initially will be higher than the present, and this will tend
to result in an increase in fiscal expenditure, although an effort may be made

to reduce expenditures on foreign exchange. In addition, the Bank of Brazil
may need to. be compensated for the losses deriving from present exchange 3 Aa

thiégﬁzégE’ggwé§géun&hQfﬁrEgiS$§xgg;forwggd salgs undertaken, 0m~5ﬂﬂ724wwm~1?“”““
It is not unlikely, therefore, that a net addition to the

estimated budget deficit/may result. It would appear necessary that,

especially in consideration of the already uqﬁgvorqple_fiscal situation

illustrated elsewhere in this -paper,~H€w sources of income be found. .

As to the relations between the proposed system and the monetary.
situation, it is very difficult to make any prediction. The two most impor-
tant variables are the use of the exchange profits, as indicated above, and
the behavior of the banking system in respect to credit to importers. §Eguld
the banks extend credit to importers without restraint, even an effective
policy of sterilization of the exchange profits may not result in a reduction

of inflationary pressures springing from other sectors of the economy.

0 ST TPIEL, [ TP




\

r

VL

W

‘}r

N

- 16 -

IIT. ancluding’Remarks'and'steff‘Recomgendations

On the basis of the preceding con51deratlons, it would appear that
while the proposed new system still contains many multlple currency and
diseriminatory features, it represents an improvement over the present one.
Although the rate .for coffee exports continues at the present level, and
subject to eventual adjustment, the proposed system provides for a more
realistic rate structure, seme simplification, and probably a reduction in
discrimination., = Uncertainties exist with respect to the operation a2
important aspects of the system, particularly with respéct to the pcllcies
to be followed in determining the rates for inconvertible currencies, Fur-
thermore, certain administrative ccmplexities may impede the smeccth fune-
tioning of various aspects of the system, 1In any case, the continuation
of anti-inflationary policies will be necessary in order to obtain the
desired benefits of the proposed exchange measures. The staff understands
that Brazil believes that it is necessary to take the proposed measures at
this time, and in the Brazilian transmittal note it is stated that the pro-
posed measures Wlll be put. into effect %ggggiggsgy after Fund approval,

N

,ﬁba,\\'iﬂ The staff proposes the following recommendatlon for the con51deration
0. WA 0E the Executive Board. :

- 1. Erazil has requested the Fund's approval for proposed ohanges in
its exchange system, as sét forth in EBS/55/40. These changes involve,
among other things, the elimination of the existing export categories and of
the allocation of exchange for imprrts by categories as well as the estab-
lishment of fixed surcharges for private imports. Import payments will

f\ continue to be econducted at rates resulting from periodic auctions of cur-
'1, rencies, and these rates will also be applied to exports other than coffee.

\Non~trade invisibles will continue to be transacted through the free market.
'The par value for the Brazilian cruzeiro agreed with the Fund will apply to
no transactions and Erazil is not now proposing a new par value., The Fund
notes that effective exchange rate unification and ultimate elimination nf
discrimination against’ transaotions in certaln currencles continue to be
Brazil's goal :

2. The Fund does not‘ghéeot to-#he propbsed changes as they apply
to transactions. in convertible currencies, the pound sterling, the Deutsche
mark and the Netherlands guilder. The Fund will be in contact with Brazil
with respect to the operations.of the new exchange system, particularly
with respect to 1ts dlsoriminatory features.

3. :Brazil has indlcated that it may wish to adjust its coffee wad
export rate in the future to changing conditions. The changes in ex~
change rates resulting from these adjustments will be subject to the prior
approval of the Fund as well as other changes in ‘their exchange system.

4. The Fund urges the pursuance of effective anti-inflationary mea-
sures as a means of strengthening Brazil's internal and external positicn
and thus providing the basis for achieving internal and external economic
stability which is a condition for unification of its exchange system and
the establishment of an adequate par value.



COPY -~ BRAZIL, by Mr. Kafka, August 10, 1955, as reported by
¥r.Werwin in his Report on Discussions at Merrill
Center for Economics, August 1 - 12, 1955,

"  Since the war, gross national product has been increasing

l} per cent and population 2% per cent per annum. Growth now is
widespread, whereas previously it had been in particular sectors
(g.%., gold cycle, sugar cycle, coffee cycle). In the 19th
century social overhead was created in advance of the need for it
The principal difficulties in the way of economic growth today
are inflation caused by figscal mismanagement and overimvestment;
the overvaluation of the exchange rate (which has kept imports
too cheap); exchange control (which has kept om
@Tg’ and too Iow public utility rates. Gross savings have
been relatively high, but to maintain Them monetary stability
must be achieved. Inflation has resulted in a large increase

in debts to foreigners (arrears). This has brought in resources,
but cannot comtinue, "




Table L. Brazil: Indices of Business Turnover and
Volume of Production, 1953-55

(1948 monthly average = 100)

Business Volume of Production
transactions Iron Building Total
at constant Rubber and con- Electric Consumer industrial
prices goods steel struction Cement Power Goods production

1953

Monthly

average 141 194 197 151 183 138 137 146
1954

‘nuary 1hk Xry 212 ( 211 150 14l 151

rebruary 148 181 222 (148 223 168 139 150

March 155 202 213 ( 212 1h7 14 151

April 155 1Tt 223 ( 213 154 150 157

May 154 200 218 ( 147 205 151 153 158

June 153 135 206 ( 219 154 152 156

July 150 242 230 ( 207 153 14 153

August 151 196 241 (12 230 151 135 149

September 151 197 242 ( 231 161 135 151

October ‘ 156 198 256 ( 211 146 154 163

November 158 200 252 ( 138 22k 154 161 168

December 156 213 239 ( 224 157 155 164
1955

January 152 214 234 ( 243 163 143 156

February 148 196 257 (135 249 188 139 155

v~rch 157 olip 228 ( 227 1681/ 1431/ 1541/

. ril 1581/ 1981/ ( D.8. 1691/ n.a. n.a.

May 1651/ BBl ( n.a. n.a. 1751/ n.a. n.a.

June 1651/ n.a. ( n.a. n.a. n.a. n.a.

P

1/ Peeliminary. =

Source: Conjuntura Economica, July 1955.
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Table ] Brazil: Indices of Prices

(1948 = 100)

Cost of  _Wholesale Prices
Living Including Excluding
Sao Paulo Coffee Coffee

1949 98 109 105
1950 104 124 108
1951 113 146 130
1952 133 163 147
1953 162 188 169
1954 190 246 210
1953 Mar 154 176 159
Jun 163 177 159
Sep 165 195 180
Dec 166 207 187
1954 Jan 170 219 191
Feb 173 226 193
Mar 177 230 193
Apr 186 24,2 200
May 189 244, 203
Jun 190 247 210
Jul 194 252 213
Aug 197 253 217
Sep 198 255 222
Oct 200 256 224
Nov 203 260 229
Dec 205 263 233
1955 Jen 211 268 239
Feb 212 266 23;
Mar 5 ol "8 -
Apr /gél T 269/

2413/
1/
By oz, Mg AL

l/ Preliminary,

Source: 1 t F S tics,
Superintendency of Money and Credit
unpublished data,



Tabie ]IL Brazil: HKevieed Uata on Gross and Net
agiog from the Exchange ductioans,

(In millions of eruzeircs)

_Fxport Beruros . _Crora Agige 1/ Not hgios ..
Yorvhly Cumulative Moathly Cumilativ: Ilonthly Cumulative
Tatal Totzl Total Sotal Total Total
1553
vchobas 204 2% 525 525 321 321
Novemtor 714 018 1,388 1,913 07 995
Deocubor 1,043 1,91 2,07 3,987 1,031 2,026
1954
Je nuery 653 2,61L 1,572 5,565 925 2,951
Rebrua 700 3413 2,40 7,742 1,378 4,329
“areh 1,000 ikl 3,133 11,875 AT 6, 453
bpril 932 o S 3,902 14,252 2445 8,897
Ly 655 5,000 3,152 17,334 9.ry . 11,328
Jona gl 0,®10 2,487 19,821 1,677 13,002
July S44 17,763 1,794 21,615 850 13,62
Augist 1,134 8,507 3,Mé6 2/ 24,632 1,882 15,734
“ertent or 2,042 10,039 3,202 ¥/ 27,733 1,060 14,794
Jctobar 1,20 12,739 2,47 & 30,21 628 17,422
¥over Ler 2,400 15,189 3,004 &/ 32 475 14 17,206
Jecantar 2,330 17,519 2,713 8/ 25,138 R 17,069
1955 '
Jeriiary 1,629 19,148 2489 8L 37,391 504 12,173
Febriry 1,710 2),658 1,803 &/ 39,124 = 93  1F,206
Cmrch 2,322 23,181 31,387 b/ 42,511 1,74 19,320
avril 2,128 25,290 3i239?;g;,456520m - 891 20,221
R — 2 T .

1/ 1This includes the amounts that ¥ave been allocat~d to the Brazilian
Cnfree Institate (B,0,I,) ani to the Comiseao de Financiarento a
Froduszeo (3,F,.F,) as follows: ‘

&/ Cr. 500 rillion t-» B,C.I. plus CrR500 million to C.F.F.
.L./ \:?‘"‘ S;\n " n " " Cr"qb 00 n 1 "

&/ Or® GO0 " 1] "

.q/ e 2750 " " "

‘:/ r:r ) Idaln " 1

£/ ©Cr3l,z00 o T

g/ CI"I gnnN n " n " Oyt ] n n

5/ o,

Souree: Accounting Department, Bans of Erazil,
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Table fl' Brazil: Foreign Trade

(In millions of dollars)

Superintendency of Money and Credit unpublished data.

Coffee Cotton Cocoa Other Total Imports
1953 Jan 80.1 102 3.5 1305 9803 9903
Feb 80,3 3.0 2.0 ib [ 97.0 90,8
Mar 93.0 - 47 18.8 116.5 88,9
Apr 70.6 6.2 3.9 28,3 109,0 98,6
May 5448 546 3.3 22,7 86,4 136.5
Jun 68,5 2.2 2.9 23.8 97 4 110,4
1st Sem 4473 18,2 20,3 118,.8 604,.6 62445
Jul 60,0 3.8 8.3 25,5 97.6 106,42
Aug 9804 1101 903 ”OQIG 143.2 11703
b . Sep 123,2 10.4 8.0 25.4 167,0 1043
~ % Oct 118.1 16,9 11:.5 20,5 173.0 117.6
Nov 125,5 19,1 2.8 24,0 178.4 119.8
- Deec 116,0 2,1 8,0 29.5 175.6 129.0
2nd Sem 64102 83.4 51009 15503 93408 69402
Total Year 1,088.5 101.6 7542 274.1 1353904 1,31807
1954 Jan 82,1 16,0 449 19.6 122,6 154.6
Feb 7806 2309 303 20.1- 12509 10505
Mar 125,6 15.9 1.1 19,3 161,9 105.1
Apr 97.0 18.8 1,0 19.5 136.3 111&.8
May 47,8 18,5 2,0 20,1 88,4 122.6
Jun 40,0 23,0 12,0 20,1 95.1 146,3
1st Sem + 471,.1 116,1 + 24.3 118,7 730,2 748,9
Jul 63,6 21,5 30,9 23,1 139.1 142.9
Aug 50,8 21,6 19,3 17.6  109.3 160,3
Sep 72,0 14.5 26,0 22,9 135.,4 1507
Oct 69,7 20,1 20,2 26,6 136,.6 153.9
Nov 1210-.3 12.2 6 0 23.2 16507 13602
Dec 96.6 17.1 809 22.9 11&505 11!-006
2nd Sem - 4770 107,0 + 111.3 136./ 831.6 884.6
Total Year -~ /Y& 948,1+! u223.1‘*tr0 135,6 - '-: 255, 0 1 561,8 1,633.5 "f"
h*"“““‘f:7“~-
1955 Jan 6l — 13%‘ =30 26,6) 1057, 138.7
Feb 39,0 12,5 4 Lheb 246U 90.7 (o Hd03,0
Mar 3.8 © 105 +2.6 B (1013 ([0, 109.4
Apr 66,1 8,3 1t 2.4 3544 | Z} 113.8
Jun 80,3 NeBe Ne8e Ne8e n &, n.e.
Total Jan-May ~— 269.2 — 54.7 24,6  145.0  493.5 5654
Source: t No., 47 of May 1955;



Table [V, Bank of Brazils Position of Treasury's Accountsd/

(in millions of eruzeiros)

Receipts and

Expenditures

Accounts Other Total
1953
Me.rch - 1,988 # 4,010 # 2,022
June - 5,01/ ¢ 3,603 - 1,411
September - 5,821 # 2,617 - 3,204
December - 5,143 - 812 - 5,955
152:4
Jenuary - 560 - 54265 - 54825
February - 1,711 - Lylklb - 6,157
March - 3,856 - 3,149 - 7,005
April - 4,693 - 2'937 = 7,900
May - 6,111 - 1,642 w7753
June L 5’840 - 1’095 - 6,935
July - 5,450 - 347 - 5,797
August - 5,861 § 699 - 5,162
September #¢ 1,950 - 6,536 - 4,586
Cctober ¥ 1,404 - 6,173 - 4,769
November - 109 - 6,327 - 6,436
December - 3,975 - 5,653 - 9,628
1955 ey T RS RS
Janm:’y bl 476’ A - 8,986 - 9,462
February - 1,978 - 8,028 ~10,006
Me.rch - 3,120 /4 2,438 £ 682 e
oy - 6,746 £ 2,884 - 3,862 7 A
June - 5,812 ¥ 2,601 - 3,211

1/ Does not include Foreign Exchange Accounts,

Notes The plus (¢) eign indicates a creditor position of the
Treasury account; the minus (-~) sign indicates a debtor
position of the Treasury account,

Source: Superintendency of lioney and Cpedit,



Table /)f’ Brazil: Foreign Trade - Monthly Averages

(In thousands of dollars)

Exports Imports Balance

1948 98,372 93,416 Fley 956

1949 91,372 91,916 = - 544

1950 112,956 90,427 £22,529

1951 147,577 165,591 -18,014

1952 118,176 165,155 -46,979

1953 128,277 109,889 #18,388

1954 130,153 136,128 -5,975

1955 98,700 113,091 -14,391

1953 1st Semester 100,757 104,066 -3,309 . b swdo
2nd Semester 155,796 115,712 A40,084 "l L §

1954 1st Semester 121,705 124,821 -3,116
2nd Semester 138,601 147,435 ~-8,834

1955 January-liay 98,700 113,091 -14,391

1/ January-May,

Source: Mensario Estatistico No, 47 of May 1955;
Superintendency of Money and Credit unpublished data.
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Tablg/luf Brazil: Index of Dollar Prices
of Exports and Imports

(1948 = 100)
Exports Imports Terms of Trade
A B c. A
=R
1953 Monthly average 185 98 189
1954 - " 208 8L 2h7
1954 January 185 87 211
February 204 83 24k
March 223 82 271
April 227 85 266
May 241 86 281
June 2ho 83 290
July 246 83 296
August 225 85 26
September 212 82 260
October 200 83 240
November 197 8h 236
December 207 8k 2k6
1955 January 195 86 228
February 183 87 211
March 173 88 197
April 172 86 200
my Ne&o Ne&o ND.8.
June Ne8e NeBe n.a.

Source: Conjuntura Economica, July 1955.




Table T% Bank of Brasil Official Market Exchange
Transactions - 1st Semester 1955,
Convertible Currencies only

(In millions of dollars)

I, Purchages 437.6
With Exchange Contract 25546
1. Exports —— 236,9
i) Coffee 1814
ii) Other 85,5
2, Swaps Lok
3, Other 6.5
4e Transfers from the free
market 4,8
- Hithout Exchange Contract 182.0
1, Private lines of eredit 102,0
2, Consortium U,S, commercial
banks 80,0
II, Sales 43325
AR 269.5
1. Imports 199.9
a) Not subject to auction 45,0
i) Wheat Rl
ii) Newsprint Lok
iii) Government entities 2.1
iv) Other 16,8
b) Subject to auction 154.,9
i) Petroleum 79.5
ii) Other 7544
2, Services 37.7
a; Govermnment 21,5
b) Private 16,2
3« Capitsl 18,5
a) Government N 15,4
b) Private __. = 7 3.1
4e Swaps e : 1.6
5. Other —aa8
Without Exchange Contract 164,0
1, Private lines of credit 84,0
2, Federal Reserve Bank of N,Y, 80,0
Balance 24,1

Source: Exchange Department of the Bank of Brazil, unpublished
data,



Teble" ., Bank of Brazil's Net Assets (¢) and
Liabilities (~) in Foreign Exchange

(In millions of dollars)

Change
1954 1955 - Deterioration
Dec, June + Improvempent
A, Convertible Currencies -197,8 \/ -261,6 63,8
B. Inconvertible Payment
Agreement Currencies
Belgian Francs #3.6 #5.8 FRe2
Czechoslovakian Koruna #1,1 - -1,1
Danish Kroner #2,0 #1,2 -0,8
French Francs #3.2 el #0,9
Pounds Sterling 3ok ¥72 #3.8
Swedish Kronor 7.3 #0,4 £7.7
£ - Iceland -0,1 1,2 -1.1
US$ Argentina #10,9 -28,1 -39,0
US$ Austrie =2,7 3.1 0,4
US$ Bolivia 40,2 =0,2 0.4
US$ Chile -0,1 =27 =246
US$ Czechoslovakia 7241 Fhel #2,0
US$ Finland #8,6 #7.6 w1, 8
US$ France -2,1 =-2,0 40,1
US$ Germany =19.3 27,3 -8,0
US$ Greece =29 -1,0 719
US$ Hunga‘ry ﬂ07 7‘1c0 -007
Us$ Italy #1.9 =55 ~Ted
US$ Japan -1,1 411,1 #1242
US$ Netherlands -5.,1 -3,0 ¥R.1
US$ Norway #2243 #0,2 -2e1
US$ Poland #245 #1.6 -0,9
US% Portugal 5.6 - #5.6
US$ Spain afleB. ~ - H£7.2 A
us$ Turkey il 42,3 7542
US$ Uruguay -12,7 -7.8 ¥4e9
US$ Yugoslavia #249 #2,8 -0,1
C. Blocked Currenciesl/ 9,1 =127 3,6
Total =217,6  =299,3 -81,7

1/ Includes both blocked currencies and balances on payments agreements in
cruzeiros,

Sources Exchange Department, Bank of Brazil,
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Table X! Brazil: Coffee Exports for 1955 Compared with 1954

(In thousands of bags)

To United To To Other Total
Month Week ending States Europe Countries 1955 1954

January 399 370 95 « 864 1,109
February 229 264, 4l -537 916
March 366 296 40 08 1,107
April + 750 373 48 —1,171 1,246
May 322 293 108 - 723 528
June + 829 388 +-139 -4 1,356 468
July 7/2 179 114 23 316 63
7/9 68 90 10 168 154
7/16 150 112 14 276 151
7;23 137 40 19 196 117
7/30 200 wid 22 —2a2 121
- 634 + 453 — 88 -+ 1,175 6l6
August 8/6 116 62 28 206 137
8/13 ,
538

Total January-Jduly 3,529 2,437 562 -+ /6,528 5,990

Source: Pan American Coffee Bureau, Coffee Market, New York.
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¥ Office Memorandum
R
To  :  The Managing Director DATE: July 11, 1955
FROM :  Irving S. Friedmen /S ¥

SUBJECT: Brazil - Changes in Classification of Export Commodities

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
conslderations.

Recent newspaper reports indicate that there is no commodity left
in Category II 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 IV. 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
Brazil 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.

cc: Mr. Cochran
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Office Memorandum

AN @.u CONFIDENT IAL
1o iy
T0 : Mr. Ivar Rooth [ pAte: July 12, 1955
rRoMm : Jorge Del Canto
susecT : Stock of coffe Braz

With further reference to our note of yesterday, I have
received today a confidential weekly news summary of SUMOC, which
has the following to say on coffee stocks:

"One aspect of the present coffee situation which
is a matter of concern, is the volume of the coffee carry-
over into the 1955-56 marketing year, estimated at
approximately 6.5 million bags. Nevertheless, this stock
should not sensibly affect the statistical position of
coffee in the incoming coffee season, insofar as nearly
3.2 million bags, which were purchased by the Brazilian
Coffee Institute in order to support the prices, are
already out of the market. The balance of 3.3 million
bags that are held by private concerns should not have a
major impact on the quotation of the product in the 1955-56
season, becsuse the minimum technical reserve available on
ports of embarkation to satisfy exports is estimated at : .
about 3 million bags." | ewob .l paal o1 3,8 A fog Brrusd

Source: "Cambio e Comercio Exterior"
Informacao Semanal, Rio, July 2, 1955.
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Ministerio da Fazenda

GABINETE DO MINISTRO

Rio de Janeiro

July 7th, 1955

Dear Mr, Bernstein

I received the two copies of your work and T am grateful
for the promptness with which you fulfilled your promise.

The farty five day guarantee against losses caused by
modifications on exchange rates for export operations was abolished
yesterday. Within that delay we will certainly establish a new
plan which I will send you immediately in order to have your author-
itative opinion about it, before its indispensable presentation to
the Monetary Fund,

With my best regards, I am,

most sincerely yours

/8/ Jos€ Maria Whitaker
Ministro da Fazenda
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Hr. Ivar Rooth

Room 935 The Financial Times
(1) #11 London
July 5, 1955
e 7=

BRAZILIAN-GERMAN PAYMENTS PACT
FIRST STEP TOWARDS NEW MULTILATERAL SYSTEM ...

from
Our Own Correspondent

BONN, July 4 - Trade between West Germany and Brazil will in future be settled
in limited convertible marks, The offset accounting system has been abolished
in the Trade and Payments Agreement concluded in Rio last Saturday.

. German officials see the pac£ as a first step in the setting-up of a new
multilateral payments system outside the European Payments Union., The system
would comprise Britain, Germany, Brazil and the Netherlands,

It is believed here that talks between Britain and Brazil on the one hand
and the Netherlands and Brazil on the other to complete the "Hague Club" (repre-
sentatives of the three European countries discussed the Brazilian situation at
The Hague in May) are to start soon, :

FEATURE OF SYSTEM

Under the new system, according to German officials, Brazil will be free
to use all of her marks earned for purchases in any of the other member coun-
tries, and vice versa,

But there will be limitations in the use of these currencies elsewhere,
and, in particular, the use of them in the dollar area will be discouraged.,

Germany's credit balance of about4$3gm,,is,tg,be,used to pay for German
imports from Brazil, so thet—there #¥1l be no formal consolidation of trade
arresrs, However, since this wolld threaten a breakdown in trade with Brazil
for lack of means of payment, certain credit facilities are envisaged. The
British and Dutch Govermments will be kept informed,

Germen capital investments in Brazil will, as in the past, be periodically
reviewed by the mixed German-Brazilian Commission,

Apart from the Mannesmann Steel Tube Works, which are scheduled to start
operations in the late autumn--estimated capacity is 75,000 tons of tubes per
year--recent German capital investments in Brazil include a chemical plant for
the production of D,D,T,, built jointly by Farbwerke Hoechst and the American
firm, W, R, Grace; a new pharmaceutical plant by’BBhringer; the Mercedes car
works in Sao Paulo; a pump-making enterprise near Sao Paulo; and a plant for
electrical equipment established by Schorch,

=Qover-



KRUPPS' PROJECT

The Krupps project to build a plant with an annual capacity of 50
large locomotives is still hanging fire,

German-Brazilian trade has declined this year as a regult of uncertainty
in the coffee market, Germen imports during January=-April amounted to
DM,172m, , against IM,203m, during the comparable period of 1954, German
exports to Brazil amounted to DM,137m. (T™,191m, ),

FLEXIBILITY IN TRADE

from
Our Own Correspondent

_RIO DE JANEIRO, July 4 - The Brazilian Foreign Ministry, in an efficial state-

_ment, says that the agreement with West Germany has successfully concluded
negotiations intended to give larger flexibility to trade between Brazil and

Germany, - . Lsbon

It points out that the adjustments made have laid down the basis for a
multilateral system of trade and payments, which constitutes an effective
contribution to the liberalisation of world trade, because of possible support
from other countries, ' - B



INTERNATIONAL MONETARY FUND

July 11, 1955

Mr., Rooth:
As requested this morning.

I am sorry you could not get me,
but I was lecturing to the trainees,

Jie ;el Canto

Attachment

Jorge Del Canto
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&5 Office Mem orandu m{ - A (}\ﬁ
To  : Mr. Julic G. del Solar / Nf’% oaTe: July 11, 1955

FRoM : Edison Zayas 52;Zi,

suBJEcT: Brazil's Coffee Carry Over from the 1954-55 Crop

The New York Times of July 10, 1955 reports that Brazil's coffee
carry over from the 1954-55 crop is estimated to amount to some 6.2
million bags, of which 3.2 million are held by the Brazilian Govern-
ment. Various previous reports have indicated that Brazil was ex-
pected to have a carry over of about 6 million bags of coffee at the
beginning of the 1955-56 marketing season (July 1-June 30). However,
the Brazilian Coffee Institute has fyated that the carry over on June
30, 1955 would be 5.3 million bags.l

During the 1954-55 marketing season, coffee exporters had at least
three alternatives in handling their coffee: (a) to sell their coffee
abroad at the market price, (b) to sell it to the Brazilian Coffee
Institute on the basis of the minimum price, or (¢) to carry their cof-
fee under special credit facilities extended by the Bank of Brazil
(spec%al financing for exporters on the basis of 100 per cent of the
value ).

It was reported during the 1954 Consultations that the Brazilian
Coffee Institute has acquired 3.1 million bags. Itﬁﬁbpears that between
2.2-3 million bags of coffee are being held by producers and exporters
under the special loan of 100 per cent of the coffee value, at the mini-
mum price fixed by the Goverrment. See 1954 Consultations-—Brazil,
SM/55/36, Part I, page 13, and Part II, page 18.

1/ See Brazil--Recent Developmeqﬁs¢,Diyisipnal,Papar 518, June 23,
1955, page 21. —
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June 30, 1955

The Brazilian authorities have stated that it is their intention to
take steps towards simplification of the exchange rate system. On tlke
following conditions, the Fund hereby gives advance approval to shifts of
individual commodities:

a) as far aséxport rates are concerned,

from an export category to which a lower export bonus
applies to an export category to which a higher bonus applies.

b) from an import rate which is lower than the rate at which

Government imports are paid after the change that took place
a couple of days ago. (Give instead of these descriptions or add
to the descriptions the factual rates which I do not have.)

This approval is given only for so long as

1) the official rates is Cr$18.36 per US$1,

2) the effective export rates for the established export categories
remain those indicated below, which result from the addition of the presently
established export bonuses to the present rate of Cr$18.36 per US$1 or the

equivalent in other currencies. The present effective export rates for the

S A e o A

>

U.S. dollar and for the eqti/i;élent/in ofher currencies are: Cr$37.06 for
exchange receipts in U.S. dollars and pounds sterling and Cr$35.55 for exchange
receipts in other currencies, for Category II; Cr$ 43.06 and Cr$ 41.31, respectively,
for Category III; and Cr$50.06 and Cr$48.03 for Category IV.

This advance approval does not apply to shifts of coffee, cocoa and

cotton which remain subject to prior consultation.
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This general approval should not be applicable if by new rules,
there are given more discrimination between various currencies than are
done at present. (I have notattempted to lay down the rule in formal language.)

This advance approval is valid until

(January 1, 19586)



PNATZ, .
@ Office Memorandum

TO : Mr. Rooth DATE: June 28,1955

FROM : Jay Reid }h :

SUBJECT: Brazil

Mr. Paranagua has telephoned Rio de Janeiro, and has been
assured that there is no factual basis for the United Press

report that an important chamge in the exchange system is about

to be made without consultation here.
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¥3: Office Memorandum
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AR
10 : Mr. Rooth DATE: June 9, 1955
FRoM : Irving S. Friedman / .g /[

SUBJECT: Research Department Study of the Brazilian Exchange Auction System

I have read in SM/55/2, Revision 2, June 8, 1955, Staff Studies in
Progress, that the Research Department is doing an analytical study of
the Brazilian exchange auction system. I would like to intorm you that
I have never heard of this study before and that Mr. Sacchetti of our
Department, who has been in Brazil on a number of missions, has been
working in this field for the last two years. I have also been informed
that the Western Hemisphere Department had advised the Research Depart-
ment that they thought the person best qualified to comment on the paper
was Mr. Sacchetti. I have never seen the draft, as well as never having
known about the proposed study.

In this connection I would like to reiterate a suggestion which I
made some time ago, namely, that all Departments be kept informed of
the general work being done by the others and that the Board not be
informed of any studies being done until Departments have had a chance
to make comments.



Excerpt from letter of Mr. Eugenio Gudin,
Rua da Candelaria, 19, Rio de Janeiro

dated June 22nd, addressed to Mr. Bernstein:

** In reading your paper on ‘‘Fund Charges and Payments
Problem?’, I wrote the following pencil note at the margin:
“‘Could not the Fund, in specific cases, help countries to
overcome difficult junctures originated by special adverse
circumstances, such as Chile (copper); Brazil (coffee blunders);
Argentina (repercussions of political errors), etc., provided that
there be hopes of improvement within sight and probability.”” In
other words admit that countries make mistakes and blunders
and that if they are willing to help themselves tle Fund m'ght
help them too. »’



June 17, 1955

June 17, 1955
Comments on Draft No. 3.

Page 6. My impression is that at least most of some 3 million
bags of coffee that are taken off from the market are held by the Coffee

Institute. Is that not in reality a kind of stabilization arrangementy My

feeling is that on these bags of coffee there ought not to be any windfall

profits but there may be on other coffee. I don’t ¥-about what —
wee mean. I therefore think you should reconsider whether to rewrite

the sentence. If you think that the statement is correct I would S gqest that

you delete the words ‘““to establish’® and introduce the words . g.

establishing.””

Page 17. I would delete the words ‘‘some urgent needs for
bank credit were presumably met in this way’’ at the end of the full
paragraph.

Paragraph 18. Not knowing the actual sitaation of the commercial
banks, I would like you to find out whether the commercial banks can expand
their credit. It may be that at present they are not even fulfilling the
liquidity rules laid down. In such a case, I don’t think they could expand.

Page 256. As we do not know what kind of technical assistance
Bragzil wants to have, you should not make the statement in the last
sentence as definite as it is I think it would be better if you said that the
Fund will, of course,'try to'make it available.



June 20, 1855

Memo for E. M. Bernstein.

Page 7. The first full sentence. It may be that it is clear enough

for the Brazilian authorities but I do not think that it is ciear for an ordinary
reader.

Last. paragraph. Second line from the bottom. You speak of

“‘approzimately the same rates.”” I think it is better to say that they should

be either brought into category ! or that there should be no surcharge on

them but that they ‘ogly should pay &b the official export rate. That would mean
creating a new category.

Last sentence on page 7. If you mean that exchange for each of the

five import categories(would continue to be allocated, you should insert the

e

words ‘‘each of *’ after‘exchange for.”” You ought, in this paragraph, to
say whether there should be auctions for warious currencies or if all cur-
renciew should be dealt with in the same auction.

Page 8; lines 2 to 8. Is this statement correct? You do not give any

reasons for it. — P '

Page 9, Last 2 lines. This is the first time that you make the

statement that in both systems, the surcharge should be substantially the
same for dollars, sterling, etc. 3hould this not have been said already before?

Page 12, lines & to 7. This is not necessary under alternative 1,

if the exchange bought ahan auction may be used for any category if the
fized surch@hdes are paid for that category. If you add something to that

effect, you will have to change the first three words in the next sentence.
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Lines 9 and 10. After ‘‘there can’’ insert ‘‘unless modified as said

on page 14.”” If you miake the change suggested on 18ne 7 and following, you
might have to change this sentence too.

My reflection after having read this part of your new paper fairly
carefully is that it would be better to go over from the present system to
alternative i than to the free export-import rate, at least to begin with.

I am therefore in favor of alternative 1 if it is modified as you suggest.
The main weakness of this modified alternative is the difficulty of
fixing the surcharge for each category.

Page 14. Lines § to 8. This is a good statement butpu ought to

make it clear whether you are speaking of auctions for separate currencies
or as I hope, one auctian for all currencies, or anyhow not more than two

auctions, one for dollars and one for other currencies.
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Frepared by :eff Repeesentatives for 1974 Conpultations with Bresil
{Roviewed by the Oomalttes on irtisle YIV Congultations)
ipproved by Irving o, Friedsan end Jorge Del Cento

Ve 19, 1955

hmu&uwmmmzmmm
s stef? mdorlon consigbing of ¥r, J, Dol Canto, beed, Yesers, U, Jocchettd
and Jo I, Thackars held Mseuseions 1n Mo de Jeneire with representatives
of the Srusilimn Government betwean Mareh 17 end ipril 13, 1955, The
Brasilien offlelals vith whon the neetings vere held indluded the fallowing:
dn Ponsssa, Chefe, Departemente Zeonowdedy v, Gydney ilberto Latini, Chefe,
Departanento de Coordenneas de Oroumeetisy “r, Comingro imtonlo Mbelro,
Chefs, Departanento d Tetudos Seonenieos; 'r. “uilherse ixusto Fagurier,
Ghefs, Departemento ds Registyos @ Priovidsiss; VreChrlstisno Xory Swmpale
MMW&»&W@MMM
do tbren Goutinhe, teomowlste, Depertanento do Coordsnaceo do Oreanantosy
¥r, Paulo Porsiva lire, Seonowlste, Departenento de Bstades Tsononicosy M
Helle Megalhaes Zsesber, Fecmeniste, Departasento de Istulon Jestonleosy
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¥r, ‘smene Oalvess, “conomists, lepsrtanenio Teonowicos “r, ‘deardd Voure,
Toononisia, lspartsmentc de Coordenscas de Urewnentosy V. [ranclseo de
Gdvelrs (Jaussen, Ccopomista, Jepertanento de Coordenscec de Ureanentom
¥ry Olinds 'wyy fmusl, "oonowiste, epariementc de Coordenameso de Ureanenfoss

rrof, 7, lopes ‘edripues, "dvetor Janerel da Vasendey v Alewendre

Eaflka, Assessor,
3 Lamnge do Drasi)

¥r, Faulo Poodk Corres, Uiretor, Jertelwa do Darblosy ¥r, Charles
Pe Har-romves, Chel's Do Cabinete, Carteirs de Ceebiosy ' Lasare Deumem
sesesmoris Teenles, Cartelra de Csedlomy ir, Divesu Pequeno Lims, Assessoria
Teanion, Uavteira de Carblon Mo, J, Tosta Filho, "ivetor, Certeirs de
Comorels Yzterleory ', Uslter Tlank, igsessor Tecnieo, Carteirs do Jomereio

Vire Toberto ammmwm.mm
1ire, Chofs, Cepartanenic Seononles; Vv, Joss de Nesquits Lars, Chafe,
epartammto do Irejatos; m,mwwmm

be WWW
¥r, intondo Covres do Lago, DMreter fuplente, mmmm

In the beginning of ipril, towards the end of the stal” group's stey in
Mwwmmmmmmmmwum
Zenoo do Brasil, mmmmwwuﬁ;mm
The now inigter of Finanee, Ur, Jose ‘aria ‘Mhiteker, aswmmed office on
&prid 13 the poot of ‘resident of the Saneo do Urasil wee mibgecuenitly
£4110d by Ur, Aloldes dn Cests ViMglsl, The gtaff alesion wet Frof,
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II. Tund Relatiens with Brasil

Brazil 4= an original member with a guota of $150 millicns The par
value of the cruseire is Crfl2.50 per U.S, doller, Brasil initially padd
25 por cent of its subseription in gold and the balance in crusediros. Brasil
has drawvn seversl times on the Fund, begimning in 1949, Total purcheses
from the I'und to date have boen §168.5 million and repurchases $103,0 milldon,
The last purchese was in December 1953, of K10 million, which wes used in
making en original payment under an agreement with the United Kingdom for
the financing of commercial sarrearee There was also a purchase of £10
million in 1951. Brasil's other purchases from the Fund have besn in dellars,
Outstending purchases are currently $65.0 million, vith an agreed repurchase
schedule for 1957 and 1958, These dravings bring the Fund's holdings of
erugsiros to 119 per cent of the guotas A ropurchese cbligation of §34e4
nillion wer sscertained for the fimancial year snded Aprdl 30, 1953, but the
Executive Board approved s postponewent, Braszil vould discharge this obli-
gation and any repurchase obligatdon that may have acerued as of Aprdl 30,
1954, in accordsnce with the previously menticoned schedule of repayment in
nsvmnum-u.mm.tmm«mm.m;.
in 1953, mmunmmmmzmmmumm«
October 23, 1953:

"1le Yhe Govermment of Brasil has consulted the Fund under Artiele XIV,

Section 4 of the Articles of igresment conserning the further vetantion of
its transitional arrangements,



"2. Hrasil bas sdvised the Fund regarding the establisiment of a new
exchange system effective Cctober 12, 1953 (EBS/53/29, 10/10/53). The new
system has the following leatures:

“(a) Two effective export rates result from the paysent to
exporters of bonuses of Or$5.00 and Crfl0.00 per U.8. dollar or
equivalent in other currencies of export receipts. These rates
are Ori23.36 per dollar for coffee exports, and Cri2:.3¢ for other
exports. The par value rate on the buying side of Urils.36 per
dollar will only apply to government transactions and certein loans.

*(b) On the selling side, the official rate of Crfl8.s2 will

purcneses required
assured of an import license. Therefore, this system should facilitate the
avoldance of new arrears, assuwiding that forward exchange transactions are
appropriately uanaged.

"4 The structure of impori rates is, however, complicated Ly the
establishment of five categories of lmports (other then government and
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The Dragilian

authorities are taking important measures to reduce some of the inflationary
consideration of more

essantial to its operation,
anthorities have requested
o additional weasures necessary
T aMiditional disinflationary results
Import Hank credit, Brasil has

Since exports to the dellar area have declined
Export-

-

The Fund agrees to this reguest.
s including efforts to acideve balanced budgets, the restraint of

credit expansion, reduction of speculative activities in real estate and ihe

strenghhening of the banking system. Since continued dowestic
Eragil has axperienced an approximate balance in its external trade

during the first half of 1953.

It is understood that the present system is an emergency neasure
frasil has Leen experisncing centinued inClaticn.
At presant, negoetiations are nearing coupletion with the United

With the assistance of the

made consideravle progress in making payments du arrears in convertible cur-

renclies.

“To

®5.

and is temporary in character, presusably centimuing in effect erdy until

the existing import centrol law, which

expires on Dececber 31, 1953.
considerably, this balance has been gschieved through the use of intensified

difficultlies, the Fund urges Lhe vigorous isplesentation of these measures
¥,

restrictions, particularly on dollar lupobts, resulting iu a low level of

Kingdow and Uerwmany with respect to agreements oa the payment of arrears.

mmmummm

for the achisvement of mwonetary
may be produced by the operation of the new exchange systen, particyplarly

The
that & Fund mission visit Bragil to consult on the formulation of & new
aust necessarily hawper sound economic growth and contribute to exchange
if caution is exercised in expending exchange profits.

thoroughgoing credit policy and dontrel.

excoange systen.
"5
leports.



-

The terms of these agreeme:nts will have an important bearing on Sresil's
trade and valance of payments positions. The present low level of forelign
exchange reserves, together with the present pay=sents position, including
the existence of arrears, requires the contimued use of restrictions.

#3, With respect to the recent action taken Ly Uragil to modify the
stanp tax on exchange transactions and to include it in the official selllng
and buying rates of the Hank of Brasil, the Pund is giving further considera-
tion to the possible multiple currency aspecis of this matier.

3. In ooncluding the 1953 consultations, the Fund has no other
comment to make on the trensitional arrangesents maintained by Srasil.®

A fact-finding group was in Bragil iv February 1954 to study the
in the exchange systes.
exchange system. Since that time Sragil has made a mwswber of further changes/
(fn some of these changes the Fund has been consulted.) These include the
changes of August 1954 (EEM 54/48 of August 18, 1954); the changss of
January 1955 (BBM 55/3 of Junuary 17, 1955 and EBM 55/5 of January 28, 1955);

and those of Pebruary 1955 (EEM §5/72, February 7, 1955).

The year 1954 is characterised by a signifieant change in the govern-
ment which led to an increased realization that firm and vigorous corrective
policies weré tfently nesded to make really lasting progress in reconeiling
rapid economic growth with balance of payments stability. It was increasingly
realized by the wormw,mfwagummm1mm
sustained economic greut.h:dll'”ﬁf a coordination of policies on foreign
exchange, government f{inance, money and credit, investment, and wages in such
& way that neither internal expansion nor balance of payments equilibria would
be sacrificed.

The new policy makers had to face in August 1954 the following
provlems:
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1) a seriocus payments situation arising from the price policy fer
coffee which led in turn to (a) a red uction of coffee consumption in the U.S.,
(b) increase in the use of soluble coffes, (c) increase in the imports of
coffee by the U.S. from other areas, and (d) reduction of stocks by importers
and roasters in the U.3.;

2) a heavy short- and medium-term indebtedness that hed developed as a
consequence of a policy of overlmportation, much in excess of the country's
ability to pay;

3) an aggravation of inflationary trends arising mn'- (a) the doubling
of minimum wages, (b) ap intensification of credit expansion, both by the
Bank of brasil and the private banks (resulting in an increase directed
privarily to finance coffee on a large scale and to assist the Federal
Government and the State of Sao Paule), and (¢) Ludgetary imbalance.

The Bragilian Covernment has attempted to meet these difficulties by
pursuing fiscal and credit policies designed to achieve a balanced budget
and to maintain domestic monetary equilibriuws. Agricultural production,
particularly for export, is being stimulated and imports are bLeing curtailed
in order to enable a gradual repayment of short-ters leans contracted abroad.
It was against this background that the staff group conducted its discussions.
From its talks with the u’!’nwmmmmpm
the impression that he is concerned with the seriousness of the inflation
problems and that previous efforts will be continued.



The Brazilian representatives said that economic setivity contimued
st a high level during 1954, higher than in 1953, although the rate of
m,nﬂum'-mwmmmamm.m
less than im previous yesrs, & slight recession had taken place during
the first half of the year becsuse of the uneasiness ereated in the
business comsunity by the amnouncement of the incresse in the minimum
wage poliey. A moderste recovery osceurred in the seeond half of the
year, It then leveled off toward the end of the year and the first part
of 1955, & remarksble expansion of sleetric power (43% increase over 1953)
in the Rio=Sao Psule ares compensated for s fall in some other setivities,

The ‘rasilian representatives said that mational ineome data were
not yet available for 1954, However, on the basis of provisional data,
1t was their opinion that mational income, adjusted for prices, showed a
moderate increase in 1954,

The Brasilian authorities indicated that the gross value of agri-
cultural production had incressed by 24.5 per cent in the year 1954, from
a total of Cr8100.4 mgf ug&n&guﬂm This inerease, however,
was lsrgely due to an inerease in prices. Coffee produstion--Brasil's
leading ecrop--declined becsuse of the 1953 frost, while most other erops,
such as cereals and other foodstuffs, ineressed substantially,

This inorease in production was attributable not only to the opening
of new rich farn aress—-partioularly by the opening of new furm land in
the western regiens in Sao Paulo and Parans--but also attributable to



< 10
increases in productivity, sssoeiated with a more intensive use of agri-
cultursl machinery, fertiliser, selected seeds, pest controls, development
of {rrigation and seil conservation,

In the opinion of the Brasilisa suthorities other factors sccounting
for a good sgriculturel year were: a) the new exchange policy adopted
beginning in October 1953, designed by the wonetary authorities to improve
the competitive position of Brasilisn exports in world markets; and b) &
policy of easy fimancing of agricultural produstion, The latter faotor was
reflocted not only in the eoffee support program, purchases by the Coffee
Institute alone totalling Cr7 billion, but also in specisl eredits granted
to agrioulture, which represented scme Ord9 billion for the first 10 months
of 1954 as compared with Ord3 billion in the same period of 1953.

As to prospeots for 1955, the authorities were cautious in making a
forecast, It had been reported that the 1955 coffee crop would be exeep-
tzmmmmeuumxofmmumu
other crops.

The Brasilien authorities indiested that industrial production continued
u:m.ulm.mmdmmummwu
nmmua-nmmhmmmmuumm
from the high import rgtes assoeiifed with the austion system and the exchange
shortage. On the whole the consumer goods industries heve sontimued to
expand while the heavier industries, such as cement and steel, have tended
to level off during the letter part of 1954 becsuse of & slowing down ia
the building industry. For the year as a whole, industrial production in-
creased at a slightly reduced rate than in previcus yeers, There wes a
decline in the third quarter of the year, attributable in part to the
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ineresses in the minimum wage which went into effect in July, and to the
politicsl erisis assoeiated with the chenge in the presideney on lugust 24,

Consumption of petroleum products ineressed stesdily im 1953 and 1954.
Importe of petroleum products were $219 million in 1953 and increased
somewhat in 1954 %o an estimated $243 million, Brasil has adopted recently
‘& poliey of building refineries and importing erude instead of finished
products, The refining capacity was ineressed from 8,590 barvels per day
in early 1954 to 55,000 barrels per day in late 195 when the large Cubatac
Refinery in Santos was insugureted, Through the completion of other refineries
the total refining capecity of Brasil is currently estimated at 90,000
barrels a day, or roughly 67 of present estinated national consumption,
It is expected that beginning in 1955 the lecal refining of ofl will
annually, on a net basis, save around 37 million of foreign exchange to
Brazil, Furthermore, the refinmeries will allow Braszil to permit an expansion
of the petro-chemical {ndustry, the asphelt industry, ete, Instructions have
been issusd by SUMOC whereby Petrobras (the Brasilian Govermment 011 Corporation)
is to be allocated any savings in foreign exchange. These funds would be
used by Petrobras to earry on demestic explorstory drillings, and to expand
the production and the refining of petroleum, 4 recent successful drilling
duction, exploited by Petrobras, Reliable estimates indlcate that in order
to produse emough petroleun domestieally to meet Srasilisn demend, an invest-
ment of §1 billion would be necessary, of which 70 to 20 per cent would have
%o be in foreign currency.

In discussing some of the structursl aspeets of the Brasilisn economy,
the Brasilien eutherities pointed to the substantisl inerease that had taken
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place in the last few years in the produstion of eleetrie pover. The
shortage of power had been for many ysars one of the more serious impedinents
to the economic development of Brasil, which had led to reduced output of
many factories, Recently, however, as a result of the studies of the Joint
BErazil-United 3tates Economie Development Commission, and fimaneing extended
by the TBRD, these bottlenecks were in the prosess of belng overcome.

Building setivity had significantly declined, This was attributed by
the Erasilian representatives prinsarily to the more restriective credit poliey,
particularly in the second half of 1954, snd to the stricter rediseount peliey,
a8 construction paper was not secepted by the Redisecount Department of the
m‘-num. The real estate market also showed s tendency to weaken,
particulsrly since the new credit weasures became operstive in October 1954.
The totsl emount invested in real estate and mortgages in the Rio ares amounted
to around Crf4 dillion in 1954, Or84S willion more them in 1953,

The Brazilian representstives indicated that no scourate data or estimates
of smployment and unemployment are available, There is only one index for
employnent, that for employment in the Federsl District, and this showed a
moderate decline inm 1954, The Brazilian representatives seid thet it was
their opinion that employment dropped sharply about the middle of 1954, end
wmmmwgmm,ummmum
years, m,mﬁ.'wumy.mma.umw
ment wes deeclining.

'Goneerning plens for dealing with bottlenecks, the suthorities indlcated
that the only formal development plans, private or govermmental, are those
approved by the Bank for Economic Uevelopment, Some development projects
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are carried on br the three levels of government, i.e, federal, state

and sunieipal, within budgetary limits., The Brasilian representatives
also ssid that there was significant expansion of private enterprises,
partly with new funds tut primarily with the ploughing-back of profits,

The staff then ingquired in what ways the operation of the exchange
system and the peyments situation affected the level of economic activity
in 1954. The Brasilisn suthorities indicated that industrial production
had ineressed in 1954 partly beecause of more electric power in the
Rio-Sa0 Paulo ares and the protective effects of the high import rates in
the suetion system and the exchange shortage, On the whole the consumer
goods industries had continued to expand while the heavier industries have
tended to level off, for ressons mentioned above, The Brazilian represen-
tatives also indicated that the value snd volume of imports in 1954 exeveeded
 those of 1953 in both convertible and inconvertible currencies, mrticularly
in the latter., Private dollar imports were progressively reduced in the
second half of the year, but for the year as a whele total dollar imports
exceeded those of 1953,

The Brazilian representatives added that, generally speaking, there
had been no'significant change in the composition of domestiec cutput by
industry, es a result 'L“'%"""""""""‘“' However, certain
winor export industries had received a stimulus in the higher export bonuses,
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Be lopetary and Credit Vevelopments

The Brasilian representatives stated that there had been s genersl
accoleration of the inflationary tremd during 1954 This had been stressed
in public statements by former Minister of Finance Cudine The newly sppoinmted
Minister of Financoe aleso expressed his concern with the inflation problem and
the need to contimue anfi-inflatiomary policles. 7his aggravation of the
inflationary process was evidenced in the inevesse of gensrsl prices (an
index that combines wholesale prieces and the cost of living) of 23,6 per cent
in 1954, as compared vith 21.4 per eant in 1953 and 11.6 per cont in 1952,
mmmmwasmmumﬂumu&mmm
in 1953 and 11.6 par cent in 1952, The expansion of the money supply was
prinerily due to credit expamnsion of the Bank of Brasil, and of other banke,
The eredit expansion of the Bank of Brazil was motivated by three factors:
a) assistance Tor the Federal Covermment, b) assistsnes te the State Covermmente,
particularly Seo Psule, and ¢) finencing of the accummlation of coffee stocks
a8 a result of the minimum price policy. .

Prices vere continuing to rise in sarly 1955, in spite of the anti-
inflationary measures. They noted that the spiral set off by the inerease in
the minisum wege in 1954 had not yst worked iteelf out fully on the general
price level. mmw-mﬂnwﬁi‘m”uﬁ.mu
export bonuses, which resulted in rising domestic agricultural prices, .

mmwnmmmtmsmmmm
oupply in 1954 would bring grest pressure to bear on prices in 1955. . Another
olemsnt that would affect prices was the decressing level of private dollar
imports, vhich had been progressively reduced from 40 million a month earlier
in 1954 to £10 million & month baginning im November 1954. The Brazilian
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representatives said that while they could not foresee a levelling-off of
prices in 1955, they hoped to see a reduction in the rate of expansions
In any ovent, this wae their ebjective for 1955.
TMMamwumuMmmmrmﬂ“uﬂn
of contimed price rises in view of the contimued expansion that had taken place
in the money supply, the very lew level of forsign axchange receipts and
roserves end the gradual rumning dowm of inventoriss of imported vaw materisls
and other goods, The staff inquired sr to the effsctivemess of the meacures
which had been adopted to contrel inflation snd as o vhat nev measures vere
contanplateds
The Brazilian suthorities indiested that in the first half of 1954
comparatively littls vas dome sbout inflation. However, in the latter part
of 195, firm monetary and oredit policies had been suecessfully implemented.
It wes not possible to discontinue immediately large seale currency issues
due io certain cbligations already essumed by the Federal Covernment, bmt bank
oredit had been restrieted. Part of the nov currency irsuer had doen vetained
as reserves by commercial basks, There were rome indications that eredit
expansion by the Bank of Hrazil had alse boen brought under contrel, Among
mmmahhumt/ji) Instrugtion 105 of ‘UM wvhieh established maximm
mummwnwmmwmmumu.
the mew limits are now 3 per cont on sight deposits and 6 per cemt on time
deporite (1 yesr) and 7 per cent on savings deposits (18 months or move)s
‘the objective of this instructiion wes to eurb the undesirable competition among
the private banks for new daposits and to have the rediscount rate higher thanm
the intersst on deporits. Ume effeet would be io reduce the sdministrative
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expeniiture of the commereisl banks and to compensate for the inereass in
reserve requirements provided “or by Instruetion 108 of October 1954,

(2) &5UMOC Instruetion 106 of OCetober 1954 revised the rediscount rate.
The main ineresse in rediscount rates (different rates depending on the type
of puper) was that for Duplicstas (the principal type of trade fimaneing),
Mekmﬁuntm&uimm; There vas considerable opposition
te this incresse. This placed the rate at a higher lovel than that of interost
on deposits. There vas slso a tirhtening of rediseounting precedures (not
included in the imstruetion) siming te reduce the volume of rediscounts.

(3) Instruetion 108 of O cteber 1954 provided for an increase in
reservee requirements, JHowever, holdings of Eressury bills could be counted
tovards veserves 10 the extent of 50 per cents The incresse applied to all of &
bank's deposits, sight and time, when the level of deporite oxeceeded the highest
level of deposite reached at any time between Jummary 1954 and the end of
Oetober 1954« The Prasilisn representatives said that fer Brazil this was an
appropriate messure and wae met with strong opposition by most commercial banks,
especially the minor ones, The rosulie had been excollemt, and commereisl bank
eredit had nov levelled off as o result. The Bank of Brasil, however, still
remained a problem. mmwwtmmmh
nnmmmmw«amnummm iut from
dJanuary 1955 on, the Benk of Sresil began to reduce the level of its evedit,
especially through its Commercial Credit Department, 1/

1/ However, Instruction 116 of SUMIC of May 6, 1955 cancels Instructions X106
and 108 of Qetober, 1954
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It appesred to the Fund teanm that general centrel banking eredit
controls (incressed rediscount rete, reduced rediscounts and inersssed
reserve reguiresents) could not be applied effectively to the banking
systen 88 & whole. This wes dus to the treditional use of redisccunts
a8 & regulsr souree of funds, and the wide divergonce in ihe reserve
position of the banks, and the shsence of & broed merket for governsent
bouds. The Brazllisn representatives said thei they tended to agree
generally with this pesitien., The steff felt thet ss long as loans were
made at sn intevest vste of 10 te 12 per cent, & rediscount rete of & per
cent would nol be & detervent. The Sresiliss representetlives agreed and
sald thet mkkk current interest retes on coumercisl bank loans were 10 to
20 per cemt. It was therefore etill very profitable to rediscount at
& per cent., The usury law sctually sets & limit of 12 per cent on bank
losns, including all commissions, ete., but in prectice some banks bhad
beon able Lo colleet up to 18 per cent, or oven nore. '

The Bresilisn represeatstives said that the bank inspection of
fusctions of SUHIC hed proceeded setisfecterily during the last year.
This indiestes lmproved supervisica of the commereisl hanking system.
Fisesliseceo Buncerie (FIB4N) had coutinmued to supervise foreign exchenge
trensections, #s in the past, bub-wTth thel dxdeption 5UMCC now carried
on all of the bank inspection functions.

The staff inguired about messures taken regarding the Government's
indebtedness to the Benk of Prazil. The borrowing limit esteblished by
law 18 20 per cent of estisated budget receipts, but this limit hes been
continuously exceeded, .

4s for the finaneing of commodity exports (Coffee Institute, Come
mission for the Finsneing of Froduction, ete.), and the inflationary
significance of these operetions, the Brasilien representatives said that
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eredit for coffee is extended in seversl ways: (1) The producers obtein
loans from the igriculture snd Industry Department of the Dank of Graszil,
in sccordance with the minisum price lew; (2) intermedisries, merchants
and exporters obtein eredit froe cowmereial banks and from the Dank of
Brazil's Commercial Departument; and (3) the Coffes Institute purchases
coffee and obtains the necessery funds from the Commercial Department of
the Bank of Bresil., It wes agreed by the Brasilian representatives that
the minimum price policy on coffec had led to a sharp increase in the
volume of eredit, particularly from the Benk of Bresil.

In susmerizing the dlscussions on monotary end credit develoments,
the staff representatives noted that monetary nessures had been takenm,
beglaning August 1954, end they appesred to be producing bemeficial effests.
Rodiscounts to priveto benks hed been reduced and there were slso aigns
that the Bank of Bresil was being brought under cemtrel., It appeared
to the staff, however, that the baak eredit expansion hed mot yet been
eompletely stopped. The staff encouraged the Bresilien sutherities to
saintain stricter contrcl over this expemsion, particularly that of the

¢. Iublie Fizenoes

The Brasilisn W»-ﬁnuv,u 4};&9&;@ that the ficcal situation
continue’ to dateriorate in 1954, although serious efforts were made
baginning in ingust to correet ihe iwbulance. The execution of the 1954
Federsl Dudget was falrly close to expectationse Thers vas a deficit of
Cri2.2 billion instead of a surplus of Crid.9 biliien, mostly as a result
of incressed expenditures to the extent of Cr$4.2 billlone 7The Brasilien
represontetives sald, however, on a cash bsels and including extra=budgetary
oporations, the defiedt was larger, Seee Cr@é.l billlen in 1954, as compared

with Cré5e3 biliden in 1953,



Govermment usually requires funde tovards the snd of the year, at a time vhen the
Bank of Brasil has 2 soaronal decline in its eash position. Grester flexibility
in the issuance of Treasury bills would facilitate the Govermment's fiseal
operationse it present, the Covermment is issuing Treaswry bille ot the mexioum
1ixit of 6 per cent interest, and most of these sre held by the commereisl banks,
They have boon sold slightly below par valus, vith a yleld of sbout 7 per cent,
Otherwise, there is hardly a market for theme The banks hold them, sinee 50
per cont of required reserver may be held in notes,

The Bresilian representatives said further that no important changes hed
occurred in the Federal internal consolidated debte In the abeence of a
market for longeterm gpovermment securities, mo finaneing of this kind has
been undertaksn in recent years. mummmmmm
indsbtednese has been practically the same sinee 1948, i.es Cr$10.5 billien.

The question of profits or losses in Federsl Govermment ageneles was slso
considered, The Brasilisn represemtatives sal’ that the goverrmenteowned
onterprises (Antarquiyes), primerily the railresde, usually produced a loss.
These losser smounted to Cr3e3 billdon in 1954. 7he Federal budget actually
included an sppropriation of about Cr§3 billien a year to help meet the
traditional defieits of these emterprisess There were deficits over and above
that snount and these vers met U Tunds borroved from the Bemk of Drasile It
was expscted that in 1955 the defiedt would be Cré3 billdon. Xim

The finanoes of the state govermments contimued to be a seriove problem,
especially sinee the doficite had to be met by inflationary finemeing, In
1954, the total not deficit of the state goversment budpete (ineluding thet of
the Tedoral Distriet) had been Cré4eS billien, as covpared vith CréSeé billien
in 1953« "his reflected rome improvement, but the situstion etill presented a
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problem. The situation in the State of Sao Peulo had, to some extent,
improved, but the budget defiocit was still of serious propertions, sccounting
for the bulK of the total of deficits for all state govermments (Cr3.8 billion)
in 1954)s 1In ansver to & query, the Brasilien representstives seid that the
defieit this year would probsbly be mmeh larger thenXk the sstinated deficit
of Cr§600 million,

On the whole, the fiseal sector thus remsined a major inflatiomery factor.
ihe staff imprecsed upon the authorities the need to persist in their efforts
to balanee the Federsl Bucget snd the iptarguiss and to strengthen the finsnces
of some of the states, ar™

1*mmtnumummmm”uwm{ﬂnu
cuch, but as sald sbove there was & repular budpetary sporoprintion of some
Cré 340 billion a year, to essist government emterprisese

Exeept for coffes, there were no significant stocks of commodities accumilated
at the pressnt time. All of the buying of stocke was effected oither by the
Benk of Braszil direetly (es in the case of cotton in 1952), or under the
direction of the Comvdssion for the Finameing of Production, a Federal sgencys

4« 1954 Dalspos of Paymemis e

The Brasflian represente //Mnmwuﬂnh‘th
balance of paymente for 1954. They sald that the balance of payments was
charaeterised by a higher level of trade than in 1953, in each directions
Exports totalled the equivslent of USEl.56 billion, as compared with US§l.54

billien in 1953. There was a sharp decline in the bolume of eoffes experts,
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but this was offset, to seme extent, by higher prices,(See Part IJ page __)
Exporte of cotton, cseao, and other products inereased, Imports, hovever,
totalled the equivalent of UStl.4 bililen, ss cempared vith USSl.1 billien

in 1953 “he deficit on curront sccount totalled rome US$280 »mdllione

This doflcit had been financed primarily by externsl loans, inclu‘ing losns from
the Fode-al Resorve Bank of Mew !Mugam by oy
from & group of U.S. commercisl banks. (See Part IY, page __)e

The Brasilien repressntatives seid that merket conditions for Brazil's
wmmwmwmmtmm The most sipgrificant
of thess vas coffess Prices ross sharply in the sarly pert of 1954, to recerd
lovels, snd them declined partiecularly after the de;reciation of the coffee
@xport exchange rate in August. There was an inerssse in the velume of exports
in November, but enother critical deeline in the following monthe, December
1954, Jemvary snd February 1955

In genoval, the volume of coffes exports was affected by the operation of
the domestie price swjpert arrangemonts.

The Brazilian representatives indicated that in accordance vith the minimum
prico law of June 3, 1954 for the marketing year 1954§55, the produser is assured
Mdﬂhﬂﬂﬂtd&!mmofcﬁm@”mm.n
sproxinately 0s62,000 §6F bagi Thie finansing is provided by the Agricultural
and Incustriel Department of the Bance do Brasil. [Lxporiers have at lesst three
alternativer in handling their coffes: a) to 2¢ll their coffee abroad ot the
merket prices (See Part II, 5 (2), page ) B) to sell 1t to the Coffee
Institute on the dasie of the minimum price of €r$20.32 per pound J/;

1/ On Gpril 28 the mew Minister of Finmames, in order Lo ovold the nesd for new

currency isewes, ordered a temporary halt in the purchases of coffes by the
Brasilian Coffes Institute; the fimaneing for producers, hovever, continues,
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e) to cerry their coffee under specisl credit facilities extended by the
Bank of Brasil (epecial finaneing fer exporters on the basis of 100 per cent
of the value); under this system, it would appear that the Bank of Eraszil
wautmmmuwwmxmmmmmm
the ecarrying chargosg st

© The staff noted that vith this system of finameing the coffee for exporters
on a 100 per cent baeils, they eould carry large inventoriss et relatively low
cost and riek, They were then in & position te held coffee off the market in
expectation of a higher erussire return resulting oither from a depreciation
of the rate er a rise in the dollar price, The staff inquired as teo the attitude
of the sutherities in this vespeect,

The Brasilian representativss indiested that the principal objectives
behind the coffee policy wers: 1) to stabilise the market; and 2) to induce
the experter to ship in a normsl mamner, “hey added that the two separate
deprociations of the export rate for coffee( iugust 1954 apd February 1955)
aimed at restering the novmel flow of coffes exports.

Frastically all other sxport commodities moved in a satisfactory way.
In the case of colten, all of tha production and remaining stocks had been
sold; in faet, 1954 was one of the best cotton export ysar: on record, so far
a8 volune i¢ comosrned, ~tocon 1#oss had been high and export recoipts satise
faotory, vith axpsetstions of a contimed high level of exports ihis years
The cocon situation had inproved for Brasil becsuse of the liguidstion of West
Afriesn stocks and ne immediate procpectes of imerease in their area; stocks
are also low in the consuming eountries, In recent wontha, however, coces
prices had declined. Other experts, including irom ores, carasuba wax, minersls,
guarts, manganess, mate, tobaeeco, sugsr, hider und sking and vegotable oile preduced
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$2% mi1lion in 1953 and $182 nillion In 1954« “he outlook for inecreasing irven
mmmmumumtmmummm

The mext question deslt with the value, velume and compositlon of imports
in 1954, The Prazilisn reprecentatives said that the composition of imports
hed remained gemerally unchamged, There hed beem a significsat inervease in
imports of chemdesls, raw materisls and mamufactures (mostly equipment).
lwmries had sccounted for only 5 per ocsnt of the value of imporis, or st
about the leval of previous yesrs, (Sws= ke lsas #un.) ke share of foodstuffs
in total imports had declined, while the share of manufsctured goods bad
incressed, 't present, whest vas the ouly importent food importe The increase
umw-mmrwt’mwwmm
mwmw.ummmmmw.nwrm
The ralatdye share of ruw materisl imporis had not declined.

muzwwsormmmawmmnumumlm.
ifter a rise of 20 per cont per year cimee 1947, such imports levelled off inm
1953, In that yesr fmports totalled about $237 »1114on, and §248 million in
1954, Vheat imports resched 1.5 million metric tems, vith a value of $130 million
in 1953, a 7 per cent incresse over 1948, In 1954 the value of wheat imports
docreased by 30 por cent, to §127 miliien, pertly due to lover prices nd ulse
to the faet that 150,000 tons hag besn-punchased under the UsSeds furplus Program
ageinst eruseiros to be used by the U.f. in buying come strategie materialse
At one time, Bresil had hoped to become almost selfesufficlent in wheat imports,
bt 4t is nov veslized that Brasil needs an outlet for ite lwmber in Argentine;
its lumber can be 4raded primerily sgainst wheate

The Bragiijsn representatives said mmqf private capital, was
less than the inflov of privste capital. 7hie doer mot take inte considerstion
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the resinvested eurnings of foreign eapital in Brasil, If re-invested
carninge were teken inte account, then the inflow of eapitel would be very much
greater than the outflew,

The principel cherseteristie of the balamee of payments in UsS, dollars vas
the wnusually large defieit of 1954 Exports inflollars totalled $396 millien,
and importe §844 willion, the trade defieit being €248 millien. (See Part II,
page__ )e

From the cotual record of purchases and sales of exchenge, which msturally
differed from the balence of payments fisures, the payments defieit would
appear to be larger then the trade defieit, snd to smoumt to £364 million, as
por details given below: -

Brasil - fecelpts and Exponditures in Convertible Currenciers, 1954
(in wiliione of dellars)
Other receipts &;

e oretem tmperts 383

Inports of Cov't entities

:
'
4
;
w®

The Brazilien reprosentatives sald that the balaneo of payments in incone
veriible eurrencies, including sterling, war characterised by a reduction in
the volume of experts, but due to higher priges, the value of exports of $954
nillion had been nllMl”J; Inmperts reached $818 million in 1954 In
terme of purchases and sales of exchange, the figures were the equivalent of
$968 miilion ond $948 millien, respectively,
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The Brasilian reprossntatives indicated thah im 1954 West Germany was
Brasil's second most important treding psrimer. Axporte had imereased from
$167 million in 1953 to $186 willion in 1954; imports from $111 million te
$160 nillion. The paymemt s reements account belamee in faver of Gerrany
bad been brought down from §77 miliion on December 12, 1953 to $33+4 million
on March 21, 1955.

In trade with the United Kingdom, Brezil's exports totalled #74 million
($87 million in 1953)s The drep in imperts-excluding petroleum - had beenm
pariicularly sharp, from $51 million in 1953 to $18 milldion in 1954 (See
Fart 11, 1 (§), Poge 9)s Thie drop is partly expleined by the faot that
under the September 1953 Agresment, Brazil undertook to set aside B 6. cll v
(517 milldion) anmuslly to repey the commercisl arrears, and the Wke agreed
to authorize payments in sterling up to E 15 millien (§42 milliens) smmually
for petroleum (hich are not included in the sbove import figures). Furthermeve,
some extraordinary exports (smounting to B ; milldons) of Bresilisn
cotton had bren set aside to speed up the repayment of arrears. GOines September
30, 1953 and up to March 25, 1955 the sterling srrvers had beem brought down
to L 35.9 million)e Very little sterling had boen offered at suction for reguler

A sinilar situstion Gsvelopsd vith Selgiume Exports reached $22 willien,
and imports only $4 million in 1954; the difference had permitted a complete
repayment of commercial arrears with that eountry. Lxports to Holland were $45
mililon, and fmporte §34 milliom in 1954; most exchange in trade with that
country had been used to meet official paymemts (inciuding arrears) and govern-
ment imports, Only modest smounmte of Duteh Agreement Dollars had been suetioned
for comrarcisl imports, ]
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“he Brazilian suthorities cormemted 'hat the reduction of "eormer-cial imports"
var affeeted not only by Brasil's offorts io repay arrears, but slso by the fact
that Prasilian goods are reeexported by these coumtries to dollar and othey
merketes Specifie roferemce war alse made to the eriention of supplier credits
by some Ywropean countriss. It wes known that ir the past Brasil had diverted
ite dmporte to countries which hed provided Bresil with such eredits,

The 1954 balanee of payments had beem ir defieit, Braezil hsd recourse to
very substantial external finemeinge Repaymemis in the next few years will be
hoavy vith a peak belng reached in 1960, The bulk of the gold resarves are
pledged for loand to U.Se bankse The reserves porition was thus veaks It
will teke vome time before Brazil's external reserves can be incrossed te a
satisfactory levels Trade with some nen~dellar arese had inersased im both
directions, end this had been schieved without an Inteneification of bilateralisme |
The polisy of the Brasilism suthoritier on external peyments had boen to keep
the level of paymemts down to an amount compatible with com=itments amd vith
what is condidered a ssilefactory level of ecomorie metivity., The comporition
of imports wes changed in the latier part of 1954 vhen less exchenge was made
available for lees evsentisl imports. The etaff commentod fuversbly om the
fact that in a1l mrm/-tt Mg}?&m&.m -a consclcus realization that
oxports had ‘0 be promoted, since in ke ond the Brazilisn economy would
experience sericus meladjusiments if restrietions bad to be intenniffed.
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B. Zadange of Toyments Outlook for 1055
The Brasilian repreosentetives sald that the balanee of puyments eutleck

for 1955 was unesrtain, In the flrst quartor, wxports of coffes had beea at
& eritieally lov level, Only ithe most ientative estimstes could be made of
the possible level of exports. Fer ineomvertibls curr-neies, it vas expeeted
that a high level weuld bo maintained and that any margins sould be held within
svine limits. The prospeetz wore for exports sgainc dellars appsared to de
less encouraging. In Aprll 1955, SUMIC had prepared a balance of payments
sstimate 1n convertible cwreneiss flor 1955, for the ure of the Fund group,
revicing the oarlier exchange buiget approved in Decanmber, 1954e

(#1130ne of dollars)
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in the roevised ectimater, coffee exports in convertible surrencies were
reduced to 6 million bags, wheress it could have been expected that Brasil
could export 10 milidon bagss In the first quarter of 1955 only 0.8 milliem
bege had been exported te converiible currency couniries, a: co pared vith |
an anmaal sverage of Ze5 milldon bags per = quarter (See Part 1I, 7, (1),pege 21)e
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The present estimate was based on the data for exports inm the first
mumm.mummmﬁoumumm
last December. Actually, total dollar export receipts hed been $31 million
ia Janvary, $25 million in Pebruary, and $45 million ia Mareh. They also
noted that while the current spot price for Brazilian coffee in New York
vas approximately 50 cents a pound (April 1955 prices), March'S6é futures
vere down to 39 cents.

The Brazilian representatives explained that the contemplated $271 million
of borrowing included the §75 million alveady obtained last February from the
Export~Iuport Bank, the use of private lises of credit from foreign banks,
Swap operations, and other finsncing. (See Table P, Part II, 7, (1), ». ).
In fact, they had not been engaging in swap operations to the fullest extent
possible. Even with this fimancing, the Brazilian representatives explained
that their payments position in convertible currencies would be extremely
eritical in the months abead. It was not possible to cut further the
present "austerity level of payments.”

Ce

Gince the beginming of 1954 the reserve position had deteriorated.
There is an overdrawn position in dollars with & large amount of short- and
mmmmmmw In non-dollar currencies the
position has improved. A sumber of important debit balances have been
cleared off or reduced substantially, and there are no remaining debts of
any significance. '

The Brazilian representatives stressed that despite the exchange shortage,
the policy makers were strongly opposed to selling exchange forward beyond
the usual term of 120 days. In fact, they would have preferred the dollar
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exchange to have been sold spot, as, in their opinion, it was always
dangerous to sell exchange which ove did sot have,

Uopledged gold smounted to only $100 million. There were negative
balances in both dollar and non-dollar currencies, Commercial arvears,
hovever, which were a serious problem two years ego, had been substantially
reduced to the eguivalent of $114 million at the end of 1954, of which $30.1
uillion were still outstanding in comvertibdle currencies.

The position in U.5. dollars was very tight; bankers' balances had been
drawn down from $30 million at the end of 1954 to §7.5 million at the end of
February 1955. There were, however, some $50 million to $60 million of
unsecured lines of credit which Bresil might be sble to use with privste
U.8, commercial banks. Some $40 million to $50 million had already been
drewvn dowa.

The external bonded debt had, over the years, been significantly reduced
and was now down to modest proportions. The loans contracted in recent years,
mostly dollar medium-term loans, had nov increased to very significant pro-
portions. The debt service on these losns represented a substantial pro-
portion of dollar earnings. Service payments (interest and amortization)
on these dollar obligations would incresse graduslly from $110 milliom in
1955 to $233 million in 1960, and ¥ould drop sharply to $61 million in 1961
and $42 million im 19682,

The balance of paymeunts estimate for 1955 includes a very substantial
deficit, even with the limitation of dollar suctions to $10 million & month
end with the expected borrowing abroad. The estimate of coffee receipts
st $360 million appeared to the staff to be somewhat on the cautious side,
These receipts depend to some extent on Brasilisn coffee policies. SUMOC
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Instruction 99 was & recognition that the coffee minimum price had been
set too high. A sharp cut in imports mRght unduly affect the level of
economic activity. 7The authorities intend to try to ease the repayment
schedule in the next few years by some funding operations.

In assuming office, the Sew Minister of Finance referred to the need
to stimulate production and to comtinue anti-inflationary efforts. The
Minister added that "Exchange Confiscation” must cease (by which is meant
export proceeds being negotiated on the besis of the official rate plus
certain amounts for all goods except coffee instead of being sold in the
free market), This "Confiscation’ was unfair to producers and prevented
Brazil's products entering into proper competition with those of other
countries. While ackmowledging this, the Minister recognized, however,
mmumm.ummmmummw.y

s 5.3 Bl e 0 sy S W o

m:“g;n.m—.mumm‘ 9 Jormal, Rio,

7 nm&aﬁummnmmmwwa
Resolution of the Council of SUMOC, Bresil shifted, on May 6, cotton
from Category II (37.0 cruseiros per dollar) to Category IIXI (43.0
xrugeiros per dollar).
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4. Ihe Bestrictive System
The discussions regarding the restrictive system centered around (1) the

changes in effective export rates and other practices applicable to exportis;
(2) the changes in the auction system, in effective import rates and other
import practices, including the 10 per cent remittance tax; (3) trade and
payments agreement and other exchange questions; and (k) sowe implications
for the exchange system iavolved in Law 2410 of Januwary 29, 1955. As
indicated, in the general introduction, the changes in the Brasiliasn
Govermment during the latter part of the staff group stay in Rio de Janeiro
made it possible to have discussions only on the policies pursued in the past.

The staff representatives reviewed in detail with the Bragilian suthori-
introduction of the present exchaoge system (see Part II, pp. )o During
this period there have been three major changes in the effective export
rates, characterized as follows. In August 1954 a link with the free warket
mm-u-wm-mmnmmmnu
the following exceptions: the Argentine agreement dollar was granted the
Same treatment as the U.S. dollar, pursuant to sn agreement with Argentina;
The relative position of the various currencies wes determined by the level
of the exchange rates in the free market, since 20 per cent of all exchange
receipts was computed at the free market rate,

The change introduced in November 1954, whereby fixed bonuses were estab-

lished for coffee export receipts, resulted in a practical freezing of the
countries
wvere offered for auction during the period in guestion: Argentina, Austria,
Bolivia, Chile, Caechoslovekia, Finland, Germany, Greece, Hungary, Iceland,
2”. Japan, !htmhlh, m. m, ml. Spain, m,
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relative positions of the various currencies which prevailed immediately
before, under the linking arrengements with the free market. This is be-
cause the bonuses were established at such levels as to maintain approximately
the seme effective export rates for each currency. The broken cross rates
were thus maintained, although on a fized basis, for coffee export proceeds;
except that onderly cross rates were established for the pound sterling
and the U,S, dollar, and the irgentine agreement dollar was given the same
treatment as the other agreement dollars. 7The broken cross rates on &
fluctuating basis, resulting from the lisking with the free market estab-
lished in August 1954, were maintained for all exchange proceeds deriving
from all exports other than coffee.

This situation was modified in Jemwary 1955, when three major changes
wvere introduced: (1) the fluctuating feature of the effective export rates
for exchange proceeds from exports other than coffee was eliminated by the
establishment of fived bomuses for all commodities; (2) the categories of
commidities were incremsed from two to four, with different export bonuses
for each category; snd (3) orderly cross rates were maintained for comvertible
currencies and pound sterling end re-established among all other curreacies.
The same percentage difference in the effective exchenge rstes established
‘and pound sterling on the one hand and all other currencies on the other
was extended to all commodities. Under this arrangement the exchange rates
(in terms of cruseiros for unit of foreign cwrrency) epplicable to currencies
other than convertible currencies and the pound sterling, were lower than
mmmmumwmwmhﬁmm.-

In Pebruary 1955 coffee export proceeds were grenied the same bonuses
as those of Category Il exports. All in all, those changes siguify a step
by step devaluation of the cruseirc on a selective basis.
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The staff representatives asked the Brazilian suthorities what had been
the genmeral policies behind those changes and the specific reasens for each
of them, DNore particularly, they asked whether in gredually raising the
levels of effective export rates the Brazilian suthorities had been pursuing
an export promotion program. The Brasilian authorities answered that the
main objective was to overcome the impediments to the "normal” flow of
exports and export receipts, These impediments were of two different types.
In the case of coffee, it bed been represented by the working of the price
support mechanism which at times bad resulted in the exporter preferring
to sell to the Coffee Institute rather than to export. In the case of most
other products, especially minor export products, the impediment has been
the gradual increase in the momey costs of production resulting from domestic
inflation, In fixing the level of export bomuses for the various groups of
export products, especially minor products, the cbjective had been to cover
the increased money costs of production plus a reasomable profit. Wo policy
of competitive depreciation was involved, Likewise, in the case of coffee,
the choice of the levels of the effective rates established during the period
in guestion was determined by the objective of svoiding needless reductions
in export receipts (resulting from the price support mechenism) (see p. ),
and not by & coupetitive depreciation policy. Following the adjustments in
effective export rates for minor exports, there had been increases in exchange
receipts from those exports, iron ore being an example.

A plan had been put forvard by the Director of the Foreign Trade Depart-
ment of the Bank of Brasil (CACEX) aiming at giving export incemtives on &
selective basis to minor exports, The main considerations behind this plan
vere that the same commodity was produced at different money costs, depending
on the eres of Brasil in which it is produced. A system of differemtial
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bonuses would take into account these differences in conditions of pro-
duction and avoid excess profits of certain producers or exporters. In
discuesing this plan, the Brazilian suthorities said that it bad some merits,
but that, for all practical purposes, it was unworksble. The staff represen~
tatives pointed out, in addition, that the plan would result in further
proliferation of effective export rates, as well as being undesireble from
the economic point of view, The Bresilian authorities concurred in the
Mwm'mmwummdm
need to expand exports in order to meet the growing demand for foreign ex-
change. The Brazilian authorities pointed out that mere increases in export
rates do not necessarily vesult in larger volumes of exports since the lack
of sdequate transportation and other facilities represent the bardest
obstacles. What is mecessary is a Jjoint program of improvements of trans-
portation, storsge, and similar facilities, and of remunerative export rates.
Some progress on an ad boc basis has been made by CACEX in that direction.
In addition to the policies with regard to the levels of export rates,
the staff representatives discussed with the Brazilien authorities the three
other major aspects of the export rate changes: (1) the return to fixed
m.mwmuammmmmm
Jinking with the free mariets (2) Ghe lncrease of the mumber of categories
of commodities and its implications; and (3) the establishment of differential
treatment between currencies. Iwo reasons were given by the Brazilian
suthorities for the returan to the fixed bouuses system. One reason applied
particularly to coffee, and had motivated the Novesber 1954 change. The
mwmsumunmmm.mtmm
mmu&mmm.mw-mwmn-n—n
in the coffee trade which had adverse results on coffee export proceeds.
Since the free market rate continued its upwerd trend, with fluctuations,
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crugeiro proceeds from their exchange., It was uecessery, therefore, to
eliminate this source of speculation, The other reason was that the
Brazilisn suthorities do not consider that the exchange rates vhich prevail
in the free market, being affected as they are mostly by fimancial trens-
actions, are of great economic significance. They decided, therefore, to
avoid that effective export rates be unduly influenced by fluctustions in
the free market rates.

As to the establishment of & diffevential trestment for the various
currencies, the staff representatives pointed cit that some Executive
pirectors have expressed their concern about this discriminatory exchange
practice. They added that imsofar eas they agree with the Brazilian
suthorities that the free market rates do not have grest econcmic significance,
a discriminatory treatment based on the free market rates can lead to trade
distortions. mettmhhmwlh“ﬁl‘hm
be reconsidered. The Brasilisn authorities gave two main reasons for it. They
mm,mmummmomm
“WW#&W“M“NM(&MH,
pp. ). In the case of the prefgpential srestment given to the pound
mmummm(u&umuwm).w
WMtMMMMMMMmuu
in Brazil. nmmmmwummnumuuu
uwmnmm.mmmmm.mmm
payments to transfersble area coumtries.
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With regard to the increase in the number of categories of exports from
two to four, and the granting of higher bonuses to Categories III and IV, the
Brazilian authorities stated that this was done to take into account the
increases in costs of production of minor exyorts, They added, however,
that they would prefer to have only two categories, at most, three. The
staff representatives inquired sbout the implication of granting certain
products bonuses different from those granted to the domestic rew materials
from which they are derived, such as cacao butter end cacao. The Brasilisn
representatives said that this was s special case, Because of certain
technological factors of the production processes sapplied abrosd to obtain
cacao butter, the foreign price of this product was such that approximately
the same emount of foreign exchange was obtained in Brazil from exporis of
cacao in beans as from exports of cacao butter, on a comparable quantity
basis. GOince, however, the processing of cacao is a costly operatiom, it
has been felt that the Brasilian producers should be given a more favorable
exchange rate to cover those costs. It vas agreed, therefore, that the
whole guestion amounts to the desirebility of msintaining the caceo butter
industry. In this respect, it was indicated that it was advissble to keep
Mu%h%uﬂmdwmww
vhich could be stored only With difflcwlty.

¥ith regard to the export side of the exchange system, the staff
representatives noted that the Bank of Bragzil hed gradually relaxed the
prescription of curremcy with rggerd to paymeuts in pounds sterling. BEx-
ports against payment in sterling are now authorized to any country except
convertible currency countries. |

The staff representatives also raised with the suthorities the question
of re-exports of Brasilian products by other countries. The Braziliasn
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suthorities supplied the staff representatives with the iaformation, avail-
able to them, of the volume of such traunsactions. They considered them as
barmful to Bresil, especially in cases where a loss of dollar exchange was

involved., The Brazilian representatives said that they had been unable to

stop the transactions in guestion.

The staff representatives reviewed with the Brazilisn authorities the
vorking of the auction system during 1954, the changes introduced in the
various features of the system, and other import.practices. The Brasilian
authorities supplied the staff representatives with data concerning the
smounts of each currency offered for auction, the preveiling agios, and other
relevant deta. On the whole, the system had been sdapted to the changes in
exchange availabilities which were experienced in 1954, This involved
drastic reductions in the smounts of U.3. dollars and some other currencies
offered for auction during the second part of the year, as well as a read-
Justment of the percentages of exchange allocated to each import category
in favor of the imports which are considered as more essential.

The staff representatives discussed with the Brazilian representatives
mmwmmu-«mm.mmmm
muuwumm”.ummvmm
vhich had been carried out in the past. (See Part II, pp. and p. o)
The Brazilian representatives indicated that for economic snd political
reasons it had been necessary to introduce the special auctions for materials
to be used in sgriculture. From an economic point of view, it was felt
necessary to grant a certain protection to importers of such materials by
sheltering them from the competition of other bidders for exchange. The price
vhich people are in the position to pay for those materials is relatively low,
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and the importers of them would be outbid by other importers. From a
political point of view, it was felt that it was necessary to compensate
the coffee producers for the comparatively lov exchange rate for their
exports by allowing relatively low prices for such materials as insecticides,
and fertilizers, vhich they use., The staff representstives noted that this
practice represented e further limitation of the principle of the cost
restriction on which the auction system is supposed to be based; that it
produced an additional proliferation of effective retes and may lead to
pressures from other groups of importers. In fact, the Brasilian suthorities
had already been under pressure from other importers who vere seeking & pre-
ferential treatment in the form of separated suctions. The staff representa-
tives noted that the Brasilian authorities had resisted such additional
pressures so far, and urged them to continue to do so. |

Other special auctions hed been held occasionally on an ad hoc basis,
either for special circumstances (such as the importation of dried fruits
for Christmas goods) or to dispose of surpluses of certain currencies which
could not othervise be used.

Since the introduction of the auction system the minimum bids have been
doubled and fixed surcharges on certain import payments and other payments
that it hid been necessary to introduce those changes to prevent crugeiro
losses from the operation of the exchange system. The staff representatives,
noted, however, that in the case of the minimum bids for petroleum products
the Bragilisn suthorities sppear to have intended to achieve also the ob-
Jective of bringing the price of petroleum products more in line with other
domestic prices. The staff representatives added that this vas a commendabl
ob jective.
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The staff represantatives noted that the element of protection was
still present in the commodity classification of imports and seemed to be
behind some of the adjustments mede in it. They also noted that the intro-
duction of apecial regulstions for imports without exchange cover did not
represent a break in the principle of severe scrutiny with regard to such
imports, which had been followed in the past,

The question of the use of the exchange system for revenues purposes
vas also discussed, The Brazilian representatives indicated that as a rule
they intended to obtain, through the agios and surcharges, amonnts in cruszeiros
sufficient to cover the cost of exchange. It was noted that since November
1954 the exchange system had been producing a loss (see Tsble V on p.
of Part II). Fommerly, one of the main uses for which exchange profits were
intended was the financing of sgricultural projects. lNow, the finmancing of
these projects would have to be done in other ways. In connection with this
question the staff representstives noted that the omly link between the
system of effective export and import rates was the local currency account)
although, as noted earlier, the Brazilian authorities have shown ewareness
of the need for export promotion of which the exchange policy is & part.

The staff representatives raised the gquestion of the recent incresse in
the remittance tax from 6-1G 10 pé¥ cent in order to lacrease contribution
to the Federal Electrification Pund (see Part II, p. )« The Brazilian
suthorities recognised that this was not & good way of getting revemue and
that it was not in accordance with the Fund objectives. They could, however,
not say what the prospects were for modifying or eliminating this tax.

The Braszilien representatives said that bilateral trade and payment
agreements as well as some aspects of them were an inheritance of the
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depression of the early 1930's. BEven in the postwar period, however, Bragil
was interested in such agreements for two main reasons: to secure commodities
in scarce supply in the world economy and to help export minor export pro-
ducts, These remsons do not preveil any longer, after the changes which
have occurred in the world economy during the past years and the adjustments
in Brezil's export rates. The Brasilian represeutatives sald that, to some
extent, the agreements were inoperative because partner countries purchased
their imports from Brasil on & price basis. MNoreover, since the introduction
of the auction system the Brasilisn authorities hed permitted the exchange
offered weekly for suction to be used freely for the importation of any
commodity from partner countries, regardless of the trade lists and the
quota esteblished for such lists. The Brezilian representatives also indi-
cated that the presest policy was to work towsrd & multilaterelization of
payments and towsrd doing away with bilateral agreements as much as possible.
The Brasilian representatives felt that coffee usually moves by itself.
Many agreements did not help other exports., They also noted that in some
cases the exports, which are being helped in this way, way produce exchange
availabilities which, as in the case of Spain, can be used only to import
luxury goods. The staff representatives noted the intention of the
mmmurm«ﬁbmmumwm

In comnection with the difficulties in disposing of certain payment
Mw,mwmmwmmm
dm&mmmemmummmmm
different countries. The Brasilien representatives said that such payments
mmmwummdmum.‘mfmm
of which Finnish sgreement dollars were used, and in the case of imports of
copper, for the payment of which other currencies were authorigzed.
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The staff representatives noted that the Brezilian authorities had
continued to apply the policy of not intervening in the free market.

In connection with the changes in exchange practices, the giaff representa-
tives stressed the importance of the prior comsultation procedure as estab-
lished by the Fund rules., Specific reference was made to the need for ptior
consultation in case the Brasilian Government intended to use the authority
provided for in Lav 2410, The staff representatives also indicated that
vhen the Fund is consulted in advance on proposed changes in the exchange

system, adequate time should be given.

The possibility of utilizing the facility afforded by Law 2410 snd
thus shifting imports to the free market (see Part II, pp. ) was discussed.
This step would, under certain circumstances, result in a reduction of the
mmber of effective import rates. The staff representatives felt that there
might be serious dangers in such s step at present., Apart from the fact
that the techbnicalities have not yet been eleborated, the system appeared
to involve an intervention of the Bank of Brazil in the free market and
the creation of a fund of exchange to regulate it. They said that should
the composition of imports be effected in such a way as to vesult in s
would probably find it necessary to introduce some prohibitions and perhaps
quantitative limitations. They also considered that on the export side
coffee exports and export proceeds might be seriously affected.

The staff representatives, therefore, felt that should Braszil intend
to use Lav 2410, the Pund had to be consulted.
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The staff suggeste the following dreft decision for the conaidere-
tion of the Ezecutive Hosrd:

le The Government of Bragil hes consulted the Fund under irtiele
IV, Section 4, of the Pund Agroement eomeeraing the further vetestion
of ite transitional arrengemente,

2, Inflstionary pressures, stemming mainly from eredit expensicn
and fiscel deficits, finenced primerily by eredite from the Denk of
Brasil, continued during 1954 end the first part of 1995, Neney
qu:nm %mﬂmmmc
1954, and reseined st s high Jevel during the last querter. In the
latter half of 1954, messures were teken to curteil bank credit.

These were followed by sttempts to reduce the fiscal defieit by
lisiting government expenditures and by incresasing revemues. 4 sige
aiffcunt ineresse in budget deficit is expected in 1955, Lstely,
some credit restrictions heve been relaxed.

3. Grezil's oversll belance of peyments position worsened in
1954, the deterioration registered in the dollar sector being pertislly
mw»wumwmm 4lthough overall
sxchange recedpts were slightly better then in 1953, in regerd to dollars
thore was sn unususlly lerge defieit. Expectetions of lsrge dollar
receipts for the second part of 1954 led to hesvy payments commitments
being undertaken during the first helf of the yssr. These expectsticns
did not meterislise, psrtly because coffee export receipts, which play
the majeor part ia the dollar scoounte, were affected by o number of
feotors, including @ fall in the oxternal demend snd prices, speculative
setivities in the mavket, and the steps then taken by Drozil to meintein
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payments such as petroleus imports end government recuirements, ineluding
debt services. The deterioretion during the lstter pert of 1954 in its
belance of payments, pertienlsrly in dollare, led to a reduction of the
snounts of foreign exchange offered for suctien. 4As & result, by the
firet part of 1955, iaperts hed been lergely reduced, but Hollar recsipte
continue to be low., Internstional reserves have declined, end Bresil hed
to resort to edditional external borrowing in U.5. dellars, resulting in
an aggrevetion of the bunrden of servicing the dollar debt, Fast arreers
in dollars snd in inconvertible currencies have been reduced or ligquidated.

4e The domestic infletion and payments difficulties have led to
pariodic revisions of the effective import and export retes, within the
fromework of the exchange systes introduced in Uctober 1953, Same import
cemmodities have been given & preferential trestment through the use of
special sueticns. ¥oimas bide for exchange awetions and fixed surcherges
for specified trsnsections heve been ineressed during 1954 sad 1955, The
renittance tex on most foreign peyments hes boen incressed fresm 8 %o 10
per cent, Mnmmmmmmmmm
Mthsnnm’um-. ammmmmm
introduced in the systes of export retes hy the introduction of fixed
export bonuses for convertible currencies and sterling snd somewhet

Se 4ry fundsmentel reform of the Braszilisn exchenge system depends
on schieving domestie stability. The Pund urges the intensificstion of
M»MthMmmummﬂmmnu
& preveguisite to a strengthening of the externs) peyments position,
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m.ttmummmmm
which would fecilitate the normal flow of exports snd the development
of the country's resources. However, even before domestic stebility
is fully achieved, some simplificstion of the present system would
sear to be fessible. The Fund does net object to the comtinmuetion of
Brazil's multiple currency prectices on a tesmporary um%‘*mm
should eousider the possible reduction of the number of its present
export and iuport retes, and ix reconsider the weed for the maine
tenance of the diseriminstory festures in ite exchange systeam,.

6. In coneluding the 1954 ecomsultstions, the Fund hes no other
comments to meke on the transitionsl srrangemenie meinteined Wy Braszil,
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INTERNATIORAL MONETARY FUND
BRAZIL
PART II

Background Material for 1954 Conmsultations

Prepared by Western Hemisphere Department
and Exchange Restrictions Department

May 11, 1955

Suwmary

Xs Bconomic developments

General economic activity was maintained during 1954 at a level higher
than in 1953. The available indices of the volume of steel production,
electric power output, and production in the textile industry, as well as
the index of total industrial production, all indicate that the volume of
production was maintained at levels moderately in excess of those of 1953,
although the rate of increase was less than in previous years.

(1) External payments position

During 1954 Brazil met with serious payments difficulties. Imports
continued at higher levels than in 1953, on the one hand, and there was &
sharp reduction in the volume of coffee exports which more than offset the
higher coffee prices, compared with 1953, The reduction in coffee exports
particularly affected shipments to the dollar area and a serious imbalance
resulted, requiring extraordinary external dollar financing. Trade with
Furope increased in both directions, coffee exports not deing as important
as in the dollar sector and there having been a significant increase in
exports of cotton and other producis: ~.-The trade data available indicate
that there was a substanfial reduction in Brazilian dollar exports, compared
with 1953, end a substantial increase in imports. The dollar deficit was
met in the first instance by an extraordinary one-year gold collateral loan
of $160 million from the New York Federal Reserve Bank, which was refinanced
in November 1954 by a five-year gold collateral loan of $200 million from a
group of U.S. commercial banks, the proceeds of this loan being applied to
the monthly maturities of the ;160 million loan from the Wew York Federal
Reserve Bank as they become due in 1955.

Coffee prices were high ut the beginning of 1954, but‘later declined.
The price of coffee rose to over 90 cents & pound in April 195k, on
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expectations that the July 1953 frost in Brazil had seriously reduced pro-
duction. Tlater reports. indicated that the damage bhad been overestimated,

and prices began to decline. At this Juncture, June 1954, the Brazilian
authorities established a minimm price of 87 cents a pound, which at the
export rate then in effect (cr$23.36 per dollar) resulted in a cruszeiro
mintmum of Cr$20.32 per pound. The crugeiro minimum was to have been primarily
for purposes of local financing, but to the extent that the Coffee Institute
mmpﬂdtomhuecoﬂnmtbmuotthoninm, it became in
effect a minimum export price. With dwindling coffee exports and dollar
receipts, the authorities twice lowered the effective minizum by & depre-
ciation of the coffee export rate, first in August 1954, and again in February
1955. These deprecistions of the exchange rate resulted 4in the lowering of
the dollar equivalent of the cruzeiro minimm, allowing the Brazilian exporters
to sell at lower dollar prices while protecting their cruzeiro receipts. Both
of these depreciations of the export rate and the consequent reduction of the
effective minimum export price were followed by sharp breaks in the price of
coffee, due to bearish {nfluences stemming from expectations of larger
supplies in the marketing year 1955-56, witbout significant fucreases in the
volume of coffee exports. Dollar exports in the first quarter of 1955 were
pelov expectations. On the other hand, coffee inventories in the United
States are reported to have been rodue‘l to & level of 2 million bags by
April 1955, in comparison with a normal level of 3 million begs. It is
reported that roastings have exceeded imports since year-end, further
reducing inventories. An i{ncrease in consumption can be expected from the
recent reductions in retail prices. More recently, the Brazilian authorities
have ordered the Coffee Institute to cease purchasing coffee., This may be a
step in the direction of eliminating the effective export minimum. While

U.S. importers may now increase purchases, they may be held to & minimum,
since expectations seem to be for lower prices; the price of spot coffee is
currently (May 9, 1955) about 55 cents a pound (Santos 4's), vhereas March
1956 futures are approximstely 39 cents a pound.

3 The dollar exchange budget prepared in December 1955 was predicated on
total dollar receipts of $60 million a month, vhich at that time was con-
sidered a conservative estimate, However, reported dollar earnings for
January, February, and March 1955 were at the critically reduced levels of
$31 million, $25 million, and $45 million, respectively. This reflects the
reduced volume of coffee egpom.//ghp,hulk.or.l_clm receipts will be
pecessary for essential faymenuts, ncluding imports of petroleum products
and other essentials, and iuvisible payments, of which a large proportion
gre service payments on the now substantial medium-term dollar debt. Of
Brazil's total external contractual obligations, estimated at $1.4 billionm,
tely three gquarters uumrubtmmbman is medium-
term. The external reserves position is nov at low levels. Of Brazil's gold
holdings of $322 million, some $200 million 1s pledged under the loan from
the U.S. commercial banks. Availsble dollar balauces are reportedly low,
estimated at between $50 million and $60 million, including the unused linee
of short-term unsecured credit available with U.S. commercial banks. The
Eximbank approved a loan of $75 million in February 1955. These funds will
enable Brazil to meet its essential imports and contractual services in the
short run. The low level of dollar reserves, the marked change in the world
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coffee situation with expectations of larger supplies, and the downward
trend ia coffee prices, all make for a difficult dollar problem in the
ghort run. In May or June a minimum price will be established for the
1955-56 marketdng year, in accordance with existing basic legislation.

The general payments and reserves position in other currencies, in-
cluding sterling, is more favorable. The two principal short-term debts,
the sterling commercial arrears and the West German payment agreement dollar
debit, have been substantially reduced; the debts to Belgium and the
Scandinavian countries have been paid off or substantially reduced., It
would appear that the Bank of Braxil has followed a strict policy of keeping
auctions of these currencies within earnings and, in the case of exports
to the United Kingdom and West Germany, substantial amounts of export re-
ceipts have been applied to debt repayment.

It is generally recognised that very important exchange economies,
particularly in the dollar sector, will result from the development of
Brazil's petroleum resources. Prazil has lately concentrated on developing
refining capacity. Most crude petroleum must be imported, but Brazil is
now doing & very substantial part of its own refining and economies are
being achieved in this way.

(2) Internal position

The monetary and credit situation was less favorable in 1954. For the
year as & wvhole, the money supply has increased by 22 per cent, the largest
increase since 1950. The increase in 1953 was 19 per ceut. Wholesale prices
increased some 31 per cent in 195h. The cost of living rose 117 per cent
during 1954, compared with an increase of 16 per cent im 1953. There was
a particularly sharp increase in total banks loans and investments of some
Cr$46 villion, or  per cent, compared with some 23 per cent for 1953. Most
of the increase, Cr$29.4 billion, or 65 per cent, wa# accounted for by the
Bank of Brazil and was mainly accounted for by loans to the Goverument and
government agencies. The necessary resources for this record credit ex-
pansion were made available from the earnings from the exchange system and
through rediscounts, the Bank of Brazil accounting for the bulk of this
expansion. Total rediscounts had increased from Cr$ls.4 billion at the end
of 1953 to Cr$20.7 billion in August )54, at- the time Dr. Gudin became
Minister of Finance; by December rediscounts increased to Cr$26.5 billiom.
Resources were available from the exchange system, but during the period fol-
lowing September 1954 the exchange system producéd cruzeiro losses in scme
mouths. The bonuses paid to exporters were increased, while on the import
side the minimum auction bids or premiums were increased. It appears that
the Govermment had increasing difficulty in shifting essential imports to
higher effective import exchange rates. Important credit comtrol measures
were undertaken by Dr. Gudin, the former Minister of Finance, which included
stricter scrutiny of rediscounts, increases in rediscount rates, and in-
ereases in reserve requirements. The latter were very significant apd appear
t0 have had some effect in restraining the use of commercial bank credit. To
some extent these credit contrdl policies have been inhibited by the special
charecter of the Bank of Brazil and the scope of its operations. It is
primarily owned and controlled by the Federal Government. It is called upon
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to meet the credit needs of all three levels of government as well as those of
business and individuals.

(3) Piscal position

The fiscal situation was less favorable in 1954 than in 1953. The
over all federal deficit for 1954 is now reported to have been Cr$7 billion
compared with Cr$2.9 dbillion in 1953. The present Administration has re-
commended a number of tax modifications and tax increases which were not
approved by the Congress. The latter finally approved a budget for 1955 with
budgetary receipts and expenditures at Cr$56.7 billion and Cr$53.8 billion,
respectively, and with a deficit of some Cr$3 billion. Due to a number of
other items, such as the expected deficit of the autonomous agencies and the
Christmas bonus to be paid to govermment workers, Dr. Gudin hed estimated
that there would be a deficit of some Cr$l5 billion in 1955. In an attempt
to achieve equilibrium in the Federal Govermment's accounts, before Dr.
Gudin's resignation the Administration was attempting to implement a plan
whereby only 70 per cent of approved budgetary appropriations would actually
be spent. It was reported, however, that such a reduction might seriously
impair essential government services. It is not known what the attitude of
the new Minister to these measures will be. The authorities had also asked
the Congress for an additional corporate tax on profits exceeding 20 per cent
of invested capital.

(+) Prospects

The prospects for 1955 will depend, to a considerable degree, on the
developments in the coffee situation. To some extent, Brazil's coffee policy
will be affected by the policies of the other producing countries which have
now also established export minimum prices. There have also been reports of
possible international action on coffee, including the Latin American coffee-
producing countries and the United States, stemming from the Meeting of
Finance Ministers in Rio de Janeiro in November 1954; there was also a recent
meeting of producer countries in Puerto Rico. There are indications that the
present Administration in Brazil is seriously attempting to restrain the
inflationary forces. Only a few months remain before the Presidential election

on October 3, 1955.

N i < R =

il e
- Developments in the réstrictive system 3

Since the 1953 Consultations with Brazil (October 1953) various changes
have been introduced in the exchange system. These include: (1) changes in
the export effective rates and other practices; (2) changes in the auction
system, in import effective rates, and other exchange practices; and (3)
conclusion of some payment agreements and renewal of some of those already
existing.

Changes in export effective rates were introduced on various occasions
as a result of increases in domestic money costs of production and of impedi-
ments to the normal flow of coffee exports. They finally involved: an
increase in the level of exchange rates expressed in terms of cruzeiros per
units of foreign currencies; an increase from two to four in the number of
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awucwmumchmmwumam; - 4and the
establishment of & differential trestment in favor of exports iu comvertible
eurrencies and in pounds sterling. Among the other exchange practices
Mtxumm-wwm-nm,mnmmnammmw
muytnfmrdﬁmﬂuuﬁmnummmnutnw
umzmahemmmmmmm b, Tl

: hwmmm-mdhmmimwhm
duction of special separated suctions for materials for agriculture on s Weekly
basis, and for some other products on an occasionml basis. This vas motivated
wmuamtomm;tumﬂhmmmummmdmm
Other changes in the import side of the system involve the incremse in the
number of cities where suctions are held from 10 to 18; the adaptation of
mmcmmwm«mwmmm
availabilities; some reclassification of commoditiss, mostly for protective = -
purposes. mtnmnmnummwmmmwm
mtummumshmehmmmmzmmww%m o
import surcharges in relation to the incresses in the cost of exchange,
Pioally, mmsnmrmzmm,mammwmm,
matomprmt,mutrmﬂhauryh 1955. ! .

: Pour additional payment agreements were signed, v&th hnm, m;
Poland, and Turkey. These sgreements were of the usual dilateral type, the
conventional agreement dollar being the currency im each of them, Several
other payment agreements were renewed, . Mm,m,mu
" be losing iwmportance in Brazil.

mwmmmummmmmmmwmw, 1936.
“with the power granted to the Executive Branch of the Government %o
mqmtmmnwmm mwmm&uuuﬁunﬂ.
uﬁmm :

Wmu&m

“ .‘ - g




I. Exte c Posit

xumlmmmmu-mumumawmm
deficit, The more sericus were the deficits of 1951 and 1952, which con-
tributed to the mccumulation of very substantiasl trede arrears and imbalances
in payment agreement accounts. These werermet in 1953 by extraordinary
Mtuiuthemdv.&hlhrm,byammum
case of sterling errears with an inftisl payment of £10 million which was
mrmmm,mvymmmu-nuuwmdmm
paymeunt agreement dollars. In 1954 a significant dollar deficit oegurred
which was primarily financed by foreign borrowings with the pledge of gold

:

Tn 1954 the value of Brazil's total trade, in both directions, axceeded
that of the previous year. There was & smaller swrplus on trade eccount then
in 1953 and & larger deficit in other current account items, resulting in &
significantly larger deficit on the over-all current eccount. There wes a
substantial trede deficit in dollaws. A factor contributing to the deficit
in the dollar sector was the failure of dollar earnings to increase in the
mwdmm,nmymmuaommmam.muuum
volhume of coffee exports. However, the very sharp reduction in the volume of
cdfocommmmtmltinnmporuommhmm
because coffee prices vere somewhat higher than in previous years. The value

exceeded

There vas & significant increase over 1953 in trade in non-dellar

in both directions, Exports in non-dollar currencies exceeded
dollar exports. There vas also & decline in the volume of coffee exports
to Burope, compared with 1953, but coffee plays a lesser role in trade with
Europe than is the case in dollar trade, and inereased exports of other
commodities made for s higher total of exports inm 1954 than in 1953. The
lavel of ‘imports exceeded that of 1953, and this contributed to the mainten-
ance of dowestic economic activity at continued high levels. X

The prospects for dollar payments are less encouraging. Receipts are
expected to be at lov levels and the bulk of these are allocated for such
imports as petroleum products, some government payments, and the servicing
of comtractual debt. At the moment, only $10 million a mouth 18 being
auctioned for private imports, and there would appear to be no indication
that this amount can be increased ia the near future, Export rece in
the first quarter of this year have been roughly only one half of the :
$60 million & month which had been conservatively estimated at the begimming
of the year. '

The prospects for paymeunts in 1955 in non-dollar currencies would appear
to be encouraging. The value of minor exports is more important than in
dollar trade., On the import side, sources of rew materials and capital
equirment in non-dollar markets have beem found and there is very little
debt servicing in nom-dollar currencies. ,
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¢ Womummkmummm
‘mnm«mnwmmmtmuuwwm
industrial plants,

dtmm capital invested in Brazil equivalent to $140 million, compared
with a deficit of $126 million in 1953. The total of nontrade items on
mntmmw;maunumwwﬂmm, compered with
$353 million in 1953." This deficit was met primarily by some

external loans, including losns from the Federal Reserve Bank of New York,
group of U.S. commercial banks, the Intermstional Bank, and the Export-Import

The value of total exports esceeded that of 1953 by a small maxgin, as
previously indicated. While there was s very sharp decline in the volume of
coffee exports, this was to some exte mmmbymmm'.ﬁ
considerably improved levels of exports of cotton, cacmo
exports. wm-«u,sﬁeummmmtgtaum@nw.u
61 per cent (1953, 68 per cent); $223 million of cottom, or 1k per cemt .
(19'53,71&4:.&% $136 mi1lion of cocos, or 9 per cent (
and $255 million of other exports, or 16 per cent (1953, 20 per cemt), There
mutminupommimtbhcumncmw
exports in convertible currencies, as shown in Table 3 in the

inconvertible currencies, Brazil's foreign trede increased in both directions Hog

Ta convertible currencies there was an increase in imports and a decline in
exports, . - ,. '

(1) Pamente postéipn ta comerdibie Gurronctés

Mmmnmhmmmmmwtmyu
deficit. Exports totaled $596 million (£.0.b.) and imports totaled
millfon (e.i.r.), with & deficit of adillion. (aumhlh\h
AMndmmmchmemum
able, as shown in Teble A,

wemﬁhmymotorI”RmmnM“
expenditures $968 million, there being, therefore, a deficit in wr-
chases and sales of some $363 million, Receipts in the first half of the
wrmmasmuummmmmworm million.
llar expenditures totaled $492 million in the first half of the yesr and
were only slightly decreased, to $477 million, in the second hslf of the year
Mahminmmh,thumamimﬁhminmrpuh
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'w,w.mmmﬁuhnc\-dﬁmimm. In

w monthe receipts ‘declined, being $55 million in December 1954,

During the first quarter of 1955 receipts contimmed at a lov level, v
heving been $31 million in Jaduery, $24 million in February, and $45 millia
in March, The authorities were able to drastically reduce payments, to
million in January and $29 million in February, snd this explains the fact

. that the authorities were able to meet payments without additiomal borrowing.
;_»mmmmm-mmw;nsummmwwl,
but this has not yet been used. ' :

~ (2) Payments position in inconvertible currencies

. Trade 1u inconvertible currencies was charecterized by t:ﬁnotioﬁ in
the volume of exports. Due to higher prices and reneved exports of cottom,

- the value of exports was well above that of 1953, Trade in ineonvertible

currencies vas as follows: exports (f.o.b.) US$95k million, compered with
US$ST1 milldon in 1953; imports (c.i.f.), $81° million, eompared with $714% =
million in 1953. In trade in payment sgreemeut currencies, payments were held

within the prescribed 'swing balances. y _

. The Bank of Brasil's purcheses and ssles of inconvertible currencies are

shown in Teble B. Payments were held within earnings. Earnings for the year

totaled $968 million (or considerably more than purchases of inconvertible
currencies) and payments totaled million (somewhet less than sales of
convertible currencies. In ineonvertibls currencies there was, therefore, &
small surplus of purchases of the equivalent of some $20 million,

' '(3}? Paymeuts relations with West Germeny

 West Germany hes nov become Brazil's second most importent treding
partner, as shown in Table 2 in the Appemdix, on trade by countries. Exports
to Weat Germany in 1954 increased to the equivelent of $186 million, compared
with $167 million in 1953, and imports from West Germeny to the equivalent of
$160 milljon (c.1.f.), compered with $111 million in 1953. Brazil reduced
the payment agreement account balances by esome $52 million during the year,

the debtor balances on selected dates deing as follows:
December 12, 1953 . . $77.0 million
June 28, 1954 59.3 million
¥ December 27, 1954 25.1 million
March 21, 1955 . 33.4 million

. i repid reduction in the negative balance appears to be associsted

with the existence of the free market in West Germany for payment agreement

_"dollars." The Brazilian suthorities appear to have alsc tolerated some
_re-exports by West Germeny of Brazilian products. Finally, the amounts of
: egreement dollars offered for auction were reduced during the last

/
¥
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(v) Payment relstions with the Uited Kisgdos ~ y |
 According to available trade dats for 1954 (see Table 2 in Appendix),
exports to the wmmmmd : :
with mum in 1953, and imports the equivalent of | 10
- compared wi $ million 1953 |

with the United ma- vhich was remuied sfter the 1953 agree-
meut, has Mmmmmmuuum.mmi :
larger th- of official payments, including the payments p
for in the agreement, thet is, £6 million for the smortization of the com-
nmm.munsmmmmmms, The remainder, after
‘deduction of other official payments, was offered for auction, W1Mu
-'mmetw.m,mmm ot

mmmmznmmmuaa.sumMmam
30, 1953. Under the sgreement of October 1, 1953, Brasil was committed to
 an sanusl paymeot of 26 millionm ummuummmam
umtmwmmmi

Trade
than

Since October 1, 1953, and through March 23, ms.wmmm

‘Mw.m:ekdmm.utolm

Debt on September 30, 1953 g ' " Y
Additions to the hlmc of w _ 2,8
Cotton transactions 8.3 g
Initial payment 9.9
Aonual windmum 8.2
: 26.3

- | L%k
Cancellations ; 0.5
Belance on March 25, 1955 or e K

(5) MMM

nmnmm,ammm“ﬂsmum
$3% million, compared with $hk million and $17 million, respectively, hl”!.

Mht&foﬂmﬁcﬁa&vn

End of month y Millicns of Us$
December 1953 2.5,_
Dol ' i
Septenber 1954 &.
December 1954

March 1955 = o.9

ad 54
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' In trade with Belgium, exports in 1954 vere $22 million and imports $h
nillion, comperswed vith $26 million and $8 million in 1953, respectively.

This fevoreble trade balance has permitted the complete repaymeut of the

'commercisl arrears and the balance on March 26, 1955, in favor of Brazil ves

$3.% million.
~(6) Payment relations with other countries

- In 1953 Brezil had a very large trade deficit with Argentina, smounting
to $103 million, which was effective in liquidating the large sccumulated
credit balance ‘with that country. This deficit was reduced to $7.4 million in
» largely as a result of a substantial reduction in imports from Argentina,
from $168 million in 1953 to $107 million in 1954, but alse to an increase in
exports, from $65 million in 1953 to $99 million in 195k, These trends were
' mn.utusmmxuummtummmarormm

To 1954 there was an over-all decline in Brazil's trade with France,
mainly as a result of a large decline in imports, from $121 million to $86
million, attained through the limitation of the amount of foreign currency
offered for Buction. Thus, after the deficit of $26 million in 1953, there
was a surplus of $8 million ian 195k. "

mn-tmnthxuh,mum.mmofm-immums.
This helped in reducing the debt balance accumulated in previous years in
the Payment Agreement Account with Italy to $11.7 million at the end of 1953.
During 1954 the Brazilian authorities regularly offered at auction Italian
mmdoum,mdtMsmuned.ummionoflmufmm.s
million in 1953 to $48 million im 1954. Exports to Italy, on the other hand,
rose only slightly, from $51 million to $53 million, but even so there wvas a
trade surplus of nearly $5 million in 1954, and the deficit in the :
Agreement Account was reduced to $5.4 million at the end of 1954, is debit
balance vas reduced further to $2.2 million st the end of Mareh 1955,
indicating that a trade surplus of roughly $3 million was attained in the
first guarter of 1955. The reduction of Brazil's debit in payment agreement
"dollars” was s follows: Wi P e

L e T CUSf millMon

December 1953

P

1.7
March 1954 8.8
June 1954 2.6
September 1954 2.9
Decenber 1954 5.4
March 1955 2.2 &
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. Similarly, Brazil's trade with Sweden resulted in a deficit of $5 milliom
in 1954, after a small surplus of about $1 million in 1953, as s result of
both en increase in imports snd & fall in exports. The rising trede deficit
uﬁmunmoudtuwauammemwmm-mmauum
kronor offered in auction toward the end of 1954, o

‘ Al commodities 1

Market conditions for Brazil's export commodities underwent some sig-
nificant changes during 1954. In the case of coffee, prices rose sharply ia
the early part of 1954, to record levels, and then declined after April, there
being a particularly sharp decline after the depreciation of the coffee sxport
rate in August. .(See Part II, page .) The exghange rate for coffee was
wnwnmwﬂ,mw«umw. There was an increase
inthvolnnoroxmtloteoﬁ'uhm,MMn.mnu*in#xe
following months, 'bodncumintgtvel-otcoﬁ’n exports is reviewed

in the section on coffee.

, In the case of cotton, all of the production and remaining stocks vere
so0ld during the year at remunerative prices; in fact, 1954 was one of the

best cotton export years on record, The cotton accumulated during 1952 was
almost entirely disposed of in 1953. Part of this was sold to the United
nm,ﬂwmmmmtmpmmmummtow
reduction of the commercial arrears. These transactions with the United

Kingdom amounted to £8.3 million.. It would appear that with inflation pro-
duction costs have been affected and on May 4, 1955, cotton exports were

moved to & higher category. (See Part II, page .) ¢

©  Cocoa prices were relatively high during th- year, and export Mw
reached satisfactory levels, with expectations of a continued high level of
‘cocoa export receipts for this year. g 4

. The composition of imports underwent no important change during 1954,

as shown in Table & in the Appendix. There was a more than proportiomal
increase in imports of rav maeterials and in imports of chemicals snd pharma-
ceutical products, in pert the result of the procedure of auctioning exchange.
Importe of machinery and equipment-Were in the same proportion as in 1953,
There was a sharp reduction in imports of foodstuffs. Of the value of W
total imports, 30 per cent represented imports of machinery, equipment, spare
parts, and vehicles; 28 per ceat consisted of raw materials; 15 per cent
foodstuffs; 12 per cent consisted of other menufactures; and 15 per cent wes

Imports of petroleum products continue to require paymeut primarily in
dollars, and a cousidersble proportion of dollar earnings appears to have
been applied to these imports. With the recovery of Argentina's agrieculture,
some 1.2 million metric tons of vheat is expected to be imported from that
source this year, and this will tend to reduce the burden of dollar payments.
* Wheat imports in 1954 totaled 2.5 million metric tons, as shown in Table 5

in the Appendix. o
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' During 1954 the terms of trede improved fer Brazil, This wm in

7 the terms of trade was accoumted for by the greater increases in coffee and

of the year, compared with import prices. The
index of export prices during the semainder of the
year appears to have been accounted for by the rise in prices of other pro-

M,ﬂn price of coffee h:vhg decliped, The roh_ﬂonahip of export and

in the Appendix.

+ The amalysis of the external reserves position is somewhat involved; since
1t includes assets such as gold, counvertible currency balances, peyment
agreemsnt balances, certaiu bankers' lines of credit. To ascertain the . %
working position eertain liadilities must be deducted. Taking these factors
& sccount it appears that during 1954 the exterunal reserves position
significantly. :
(1) The gold weserves Y
At the end d’:zb gross gold reserves totaled the equivalent of $321.8
og $62.2 million deposited in the Bank of Brazil and $259.6
umenupa;m in the Federal Reserve Bank of New York.

Of total gold holdings of $321.8 million, sone $200 million is pledged

rcr the principal of the five-year loan fram & group of U.S. commereial

banks negotiated in November 1954, and some $13 million 1s pledged for

. Anterest on this losn, leaving an belance of some $108 million. The

law provides that a 25 per cent reserve (in gold andfor foreign exchange) be
maintained against ‘dssve, a requirement which perforce has not been
complied with under the pressure of circumstances. Since the note issue is
currently in excess of Cr$55 billion, the required reserves should be the

equivalent of $750 million at the official rate. This is consideradly more
than current gross reserves. 4 ag

(2) The dolMar position
- The position in U.S. dollars has pecome increesingly tight. Benkers'

_balances have been drawn down and now et very low levels, However, there

is an unused balance under the unsecured lines of credit with-U.5. conmercial
banks . Mmchoth:pt&niuwlﬂpdgohmdtmum“.

These balances wers drawn down snd by the end of February 1955 they totaled
$7.5 million. Of the unsecured lines of credit made availadle dy U.5. com-

 + mercisl banks, the total of which is estimated at $90 million, between $30-$40

- million now reportedly remains unused. At the end of February 1955, therefore,

baukers' balances snd unused lines of credit toteled between $50 million and
$60 million. . : ~ : :

There are & mumber of significant dollar comnitments, short- and mediw-

tcn These comprise: (1) Current borrovings from U.S. comercial banks,

g
R Sad

. consisting of borrowings under the unsecured lines of credit extended by seid

banks, including overdrafte and 90-day acceptances. (2) A fioat of dollar
certificates outstanding. Since less dollar m is now auctioned, it

& &
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follows that this balance will graduslly decline. (3) Pending paymeuts for
mummmomm untry (sot all imports are paid for
Ath exchange purchased at auction). These may coustitute & mew type of ‘
arrears to the extent that delays in payment are involved. (&) Swap cperations,

vhich are sither periodically paid off or extended. (5) Drawings om the Fund,
with repeyment 1n 1957 and 1958, (6) Two especially lsrge loans which should
be noted because of their magnitude and maturity. These are the $300 million
mamm~mmm‘mmmmumpumnrmu.s.m‘

mercial banks. )

' The mature and extent of these short- and mediwm-term comnitments are &8
follows: . I,

(a) $40-$50 milldon  Recently reported unsecured overdrafts and 90-day.

lines aveilable to Brazil are weported to be
$90 million.

(b) $76 millson The £loat of U.5. dollsr certificates which have
been scld at auction, mostly on a 120-day basis,
‘a8 of February 2, 1955. X

m & million = Exchasge commitments resulting from imports vhich
: have already entered the country (takean from
cﬁMdmethS)'- :

(d) $20-$30 million Swap operations. It is reported that there ’u"o
f forelgn interests who would engage in these
transactions for the purpose of obtaining

cruzeiros, \
‘(e) $65.5 million Drawings on the IMF, with & repayment schedule
A2) $300 milldon ' From the Export-Import

contracted 2/21/53, with the servicing
peri modified, Presently $4.2 million &
 (g) $200 million . Pive-year gold collateral loan vith repaymeut
- beginning in November 1959 and running through
October 1960. ‘ . v

" The smount of dollar certificates cutstanding has steadily declined in
recent months as lesser amounts of dollars have been suctioned. Recent balances
of outstanding certificates are as follows: ‘ )

June 30 $176.5 million
m!;ml’ 31 97.8 million

~ February 19 i 76.4 million -
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"' 1o an emount equivalent to $19 million, as follows:

. . Assets : Lisbilities
Payment agreement curvencies - g 10
Cruzeiro balances .- . 5

Total pet position 19

At the end of 1954 the positive balances for the agreement cur-
reucies totaled the equivalent of million, and the negative balances the
negative

*The amOunt of exchange certificates outstanding has dscPined 1n recest

million on June 30, 1954, fell to $153 million st the end of 1954, and then
¥ose to $171 million on Pebruary 19, 1955, the last date for which infor-
mation 1s svailable. ‘
' ,mmmmmawwn‘wwx‘wﬁ.'nm
in convertibls currencies (mostly U.8. dollars) and the equivalent of sbout
193 million in inconvertible currencies (mostly pounds sterling). At the
mamsﬂummmwﬂnnumum\umm. At
s _ A : :
' Comvertible eungcu;u =77 W 1don

<

»
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mm nmmulﬁhmwam obligatio
to $197.8 million, $66.1 millten in pounds sterling and $109.7 million in
v.l.douuw p ;

m m,wwmemmmm.m
in more nt years, is almost entirely in dollars, and has increased sharvly.
The bulk of these loans are medium-term loans; the service and amortization
mmmummnwmmmobmmmmﬁo,
mmmm -

Aunxﬁultotthnextmoﬂimdonnﬁmmatomﬂndomr
deficit in the last few years, the durden of debt servicing has nov become
“relatively large in the case of the dollar debt. The over-all external debt,
which can be estimated at something over US$l.h billion, does not at first
glance appear to be excessive, vhen measured in relation to such economic
' criteria as GNP or foreizn trade. But it does reveal a repayment problem
vhen broken down by msturity snd curremcy. About 81 per cent of the dedt is
ic U.8. dollars and the bulk of the dollar debt is now mediwn-term. This is
due primarily to the $300 million loan of the Export-Import Bask in 1953 to
help pay off the dollar arrears and the November 1954, $200 million, five-
Mhnfmamotu.s.mulmtonwmbndﬁﬁo
million from the Federal Reserve Bank due this year and provide an additional
‘ tbonmuowrum As the monthly instelments on the Federal Reserve loan
£all due, an equivalent amount is drewn down on the $200 nmam,
,-—mﬁ&ﬁnnmcdmuﬂnmn

As previously hnuonod, Brazil's contractual obligations can be
estimated at roughly US$1.4 dillion. Most of this is dollar dedt ($1,140
nillion, orﬁlmnntotthoml)aulmnn debt ($216 million, or 15

: loans ($591 million, or 42 per
mumwm},ummmua '
Tadb

ik
ég
EE

Total ; 1,511.5 100
i

U.8. dollars Vs 81

Export- Dmport Benk "’%‘3@"2 R %]

165.4 12

U.8. commercial banks 200.0 1
Other : 183.9 13

Sterling 216.0 15
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hhh£ Externgl Reserves: Balancee in Payment
Agreement Currencies, February 22, 1955
(Inmdllions of dollare)

Balance in favor Balance agaiust
Brazil

~ of Brasil

Sterling ' 3.3
Iceland "pounds® ; 0.8
Argentine Mn?.aﬂ” 17.1 A
Bolivian " 0.5
Chilean : 0.1
Prndsh " ;3:3
French " p %,
Creek b 2l
Hungarian : 1.2 -
Italian ” 0.6
Tugoslav " 3.6
Japanese : Z-g
Polish " 1.9
Portuguese " 5.2
Csech L] 3.8
Turkish b 2.6
Uruguayan " 12.1
Swedish kromer e 7.3 .
Cgech korunae i e -
French france 2.5
Bd.at: francs k.7
RS ekae 0 R TR U s SRR G, gl o S " o

Total S s T 664k

Source: Bank of Bragil, Exchange Department.

“"&7‘?) .
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_ z8tion) on the public A _
- are not included. The burden of repayment is comcentrated in the next few
»zzggii Fising to @ peak in 1960. However, thersafter the debt service falls

il
“in U.B

,~1} - which" for the repayment of the Federsl Reserve Bank ln-n.::“
gxy vo ry “the doll

soffee exports. The outlook is for & larger carry-over op Jume 30, 1955,
.~ increasing production, and & return’to surplus conditions. In the course

- marketing year (July 1, 1955, o June 30, 1956).

ey debl servige/{interest and amontis

debt in convertidle currencies. Private debts

Tzble B laclpdes agic:

to easily manegeable proportions.

While exports and imports ere normally divided ebout equally between
~8nd other currencies, since an estimated C1 per cent of the debt is

_dollars, debt service falls more heavily on the dollar sector of

external payments. With the recemt $200 million, five-yesr refunding operstion

i
3

the next two mtinths & méwimsnimum price must be established for the

(1) Recent developments
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Tadlo E . m Debt - Bxshange Comsitwents mm.. :
B Oredits and other Pimancisl Operations
ucmml m uacwn, 1954

(In uillions at mum

Tear WWM?M

wmm

1955 701 - 21T ¢ ..6 - ”-‘ n" ’-‘ ¥ .Im-l;' 1!
1’“ : 706 ”o’ 6‘0 e ”.‘ ’o’ ; m.’ 19
1997 9.3 281 23  25.0 %4 n.v 55 ‘14 R
1960 - 107 2.7 - U2  1%,0 V26 ¥
1961 m.? !0.& —— Iy I'I.’ n.. - 60.6 10
1963 109 18.4 - -— - 1.8 - 41.1 7
1964 1.0 177 - - - 2,6 - 3.3 8
196 11,1 5.7 - - - - -— .8 . 3
197 W6 @ 5.4 -— - - - - 16.0° 3
1968 9,9 6.3 - e - - gt SRR ;
1969 9.9 5.2 - - e - 251 }
1970 © 10,0 4.9 - - - -~ - 1.9 B
1971 10,0 4eb - - - — o Mebh, Je W
1972 10,1 . A4S - - -— - 1.6 2
1973 10,1 3.4 - - -— — - 3133 "R
9% 6,7 24 - e e - - 4 i &
W Rk 2D - e T - - 46 1
1977 1.0 e o & s iy X Y
1978 ew - - - - - - - —
AT - . ...-‘... -’-”b K Sp—— Rt — v

3’\

208 a1 W4 68 30,0 1088 WA 1LY
e SR rxcomann W
m uu.-d o 9600 million, e : : e
. W ar Ourrency and Credit. 0 ‘
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1951-52 - 29.3
1952—§E 5 0 32.0
1953~ ' 32.2
- IoAe55 VL Tk g P A o R
A the ssme time the higher retail prices of coffee mnm&ﬁw
a 10 per cegt reduction im comeunption in the United States in or
approximetely 2 million bags, consumption being reduced from sbout 20 million
%o 18 million bags. In Burope the price rise appears to have slowed
down the rate of expansion in consumption. With the vecent price re-

ductions in the United States, en iucrease of consumption is expected, but:
current trade reports indicate that this has not yet occurred. For the year
- 1954-55, world consumption can be estimated &t 32 million bags, or slightly
"less than production, ¥World imports vere less then this, ebout 2.5 million
less, or 29.5 millien bags. The difference is accounted for by inveantories
. being drawa down in the United States from 4.8 milliom on July 1, 1954, to
2.2 million by mid-February 1955, inventories in the rest of the vorld remain-
ing more or less constant. : P R

(2) The two coffes exchange rate deprecistions ;

In order to adjust for the downward tendeacy of prices and the fact tha
other coffees were selling &t & discount over Brazilians, a depreciation of
the exchange rate for was effected on August 15, 1954, exporters re-
ceiving the equivalent of the free merket rate for 20 per cest of their export
earnings. The cruzeiro minimum of Cr§20,.32 per pound vas _ o
depreciated export rate, which at. thet momeut was about Cr§3l per dollar, in
effect lovered the dollar equivalent of the ' of Cr$20,32 per
pound to 65+1/2 U.S. cents per pound, as follovs: i

New mintmum: Cr$20.32 ¢ 31 w 65.5 U.8. cents
Previously: = Cr§20.32 & 23.36 = B7.0 U.8. cents .
The minimum price in éruzeirds“vas maintained.  The minimm price in

U.8. cents would then depend on the exchange rate. Thus, & weaknese ia
-"mmmtuuwwmwummmu»mmA

.

1

‘

E

Cw .

b effective exchange rate depreciated to, say, Cr$k0 per godlar
. effective minimum would be 51 U.S. cents, etc.

Prices in the world market then fell sharply, by over 20 cents CM

At this stage the free market rate was depreclating. TO avoid speculation
coffee exports at Cr$31.50 per dollsar; au apprecistion of sbout Oré2

the suthorities, on November 11, ﬁmmmuuapmmmﬁ.lné i

dollar over the rate that would obtain with the free market of Cr§yh’

dollar at that time. . ‘ il T “,s,

" LA
# 6 o
~ o q'.
A T
v ‘
y A

"
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mrmmmmmuuum.wmm
somevhat, particularly in November, but then declined agsin im Deceuber. _
ﬁtﬁmmmwmmwmiucm:”wuamonmw
&znamnnuutmmwwumnm.
nl'uﬁ & earnings continuing at low lavels, a second depreciation ,
was effected on Pebruary 6, 1955. This second deprecistion reduced the dollar
dhcmmﬁmdcﬂ&. per pound to 54.8 U.S. cents
per pound. The depreciation took the form ofmmintbemh—
memm-rmmmm)mcﬁu hcmﬂ'mpordolw
The effective dollar rate for coffee exports then bde an. Cr$37.06 per dollar,
and the nev dollar equivalent of the minimum 54.8 U.S. cente per pound, as
follows:

mum: ¢t$2032 s 3‘7.06 w 5&80.8 am)erpund
Pmimnly Cr$2032 + 31.5 = 64.5 V.5, cents per pound.

M~wmumﬂd»sm1mmmwimotmnn
caffees, but the prices of other coffees also declined, and shortly after
were again selling at a discounh to Brazils. Since that time prices have
fluctuated at or just sbove the minimum with renewed roaster intervest, but
the very sigaificant dwqrmcmm,mm&'am :
approximately 39 cents a pound, As part of the measure of February 6, Brazil
mm.mwmmmtm-mmmamm
dmmm-wahsmmmuuofuh nz-mu-an

mng exports.

hmamummmmntmmmtmnum'\
by an increase in coffee exports, as shown in Table 8. :

More recently, om April 28, 1955, the Miauister of Pivance 1natr-e\ml the

Brazilian Coffee Institute to suspend purchases of coffee. Mmﬂl‘m 10y

to be‘s step in the direction of eliminating, de facto, if not legally, the
tive minimum price. The domestic minimm price of coffee of Cr$20.32
pound has been an effective export minimum in the sense that the exporter
1 to the Imstitute at the minimum, or carry the coffee with credit
from the Bauk of Brazil of up to 100 per cent of the value of the coffee,
is reported that the Minister of Pimance, in taking this measure, wished to
id ues for the of.duying coffee, the Institute
having scquired 3.1 milliet bags,- ‘that he believed the withdrewal of this
' amount of coffee would restore i"‘mmumomnmln." At the same time
it was announced that the regulay financing would continue on the same basis
a8 before (up to 80 per cent of the mimimum). It is not known whether the
special 100 per cent financing for exporters will be continued. If it is not,
then the effective export minimum would presumsbly be based on the 80 per cent
financing, and in this event it would bde approximately 44 cents a pound,

important export product, although the percen-
tage of total exports has varied comsiderably in recent years, from as much

%
¢
é
:
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cent in 1946 to as little as 2
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xrs & formal exchange budget wvas prepared,
;mm '
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realistic in estimating this lower voluse of coffee exports, 7The estimate
assumes that coffee exporte will continue et a low level; since there is
uncertainty with rezard to coffee exports for the balance of the year, any
payment projections can only be regarded as very tentative at this time.

The other significant item of export earnings is that of other exports,
which is estimated at $154 million. This includes minor exports, and
especially mineral exports, which are expected to substantially increase
this year.

Tee payment side of the estimated rrojection is characterized bv the
relatively larse megnitvudes of the headings of Services and Capital Payments
at $101 million and $205 million, respectively, for a total of $306 million,
or 35 per cent of total payments of $863 million. Both of these headings
include servicing of debt primarily. The heading of Importe totals $558
million. OF this, sowme 2198 million are immorte of pvetrclemm products. This
l8 somewh:t less than the petroleum payments last year, but certaia economies
are expected from the increase in refining facilities 1in Brezil, whick would
result in a shift to imports of crude. Omlv %1k ntllion of wheat naymenty
are estimated. This reflects the expected increase in wheat imports from
Argentina and increased production at home.

The other item described as "other imports’ 18 of some significance.
The breakdown of this item, given on March 31, 1955, is the following:

US§ million

Spot exchange closed, for immediate delivery 86.0
FxcLange certificates outstanding 59.6
Exchange closed but not liguidated 118.4

Total 24k.0

211 of the above 1tems are the result of imports which presumsbly entered
the country in 1954 and the firet mouths of 1955, The first item of $66 mi1-
lion represents exchange contracts for immedlate delivery which importers
presunably will be drawing down in the immediate future. The second item,
$59.0 millior of exchange certificate e -the fleat of exchenze cert!flcates
outstanding, which varies f#ren timi’zg?time, depending on the amount of exchange
auctioned end the life of the cértificetes, which for the last ye&ar hLas been
120 days. This balance is considerably less than that prevailing last year
because of the progressive reduction in the amounts auctioned. The last item,
exchange closed but not liquideted, of $118 zillicrn, represent: exchange con-
tracts for imports entering in the recent pagt, which has not beer liquicdated.
This item is of sowe significence, To the extent that any or sl of thiz {tem
represents delayed payments, they are tantamourt %o = r2ars. Tkis tebhle of
estimated earnings and rayments, dwawn up by the SIMOC tecanicians, sheould uot,
technically, include this item of "other imports," eince thay may be more in
the nature of accrued payments than estimates cf expenditures for frports in
1955. Presumably dollar auctions will be continued at $10 m1llion a month, or
$120 million for the vear; and this wnuld be reflected in a Poss'tle lucrease
of exchange certificates outstanding, exchange closed, eotec.
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II. Developne

Internal ocomomic developmenis during 1954 were charcterized by
the Increasingly rapid rate of inflation, with a record expansion of the
money supply and bank credit, rising prices, and a less favor:ible budget
situalicn. The level of iports exceeded that of 1953, although dsllar
imports were finunced in part by substential foreiru édollar vorrowlryr, aad
the volume of agricultural and industrial production was at a hizher level
than in 1953. There was a notuble increase in elsciric power output,
Buslness turnover was at higher levels than in 1953. The prospeets for a
coutiimed nigh lowvel of productlon would be generally good, were it not
for the reduced level of dollar Amports.

Bank credit wis extended on & more generous scale, particularly hy
the fank of Hruzii, Loans to Government and ;rovernment, o-encles accounted
for a substantliel proportion of the incroase for the year. Toward the end
of the yeay it appeared that the credit control measures taken in the
second ulf of uhe yeer were having an effect, and commercial bank credit
bemm Lo level off, The eredit of the Bank of Brazil apoarad to level off
in the first two months of 1955. The budget situation of the threc levels
of Zovernment was less (avorable da 1954 and substantiel deficiis were sus~
tainod. Another deficlt is expected for the federal budget in 1955, but
ule executive branch is end-avouring to introduce economies which would
substantially reduce the expected defieit.

1. Qational Incoms and “conomic Activit

Detailed #mfional income data for 1954 are not available. On she
bosis of series on gross output and income, il woild apuoear that the average
annmual rrowvth in Brazil has been impressively hiph in the last decede, and
parvicularly sinco the end of World lar ITeean averdpe of 4.3 por cent per
year, fhle rapld increase in rsal output reflected large-scale publie and
privite lLavestment, which hes been cstimated at huving been as high as 18
por cont of the G.N.P. in 1951, Apparently, the growth lacled proper
balance, and agricu.lturel and lives/tgy@'t’,ow;pwb‘ has-been lagaing beihind

industrial and building actﬁ'i%iqs.j Within the industrial seotor, the
pattern of developuent appears also to have been somewhat dlstorted, the
wa jor exuansion having occurred in the industries which creatly depend on
imports for che supply of raw meierials and fuels,

-enieral soonomle cebivity wus maintained in 1954 at a hiher level

than in 1953, Natlonal income ai current prices is estiiated to have risen
from Crf 337 billion in 1953 4o Cr:4l0 biilion in 1954i. Business turnover
wes maintained at high levels, increasing toward the en? of the year, The
index then showed a decline in the first two months of 1955, There wes a
decline in industrial production in the first half of 1924, ettributed in
vart to the ircrease in the mindmum wage law, but there was a recovery in
the second helf of the year, The volume of agricultursl production increased
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substantlally in 1954. It exceeded that of 1953 and reached the higzhest
levels on r.cord, both in valus and volume, eccounting for a larger pro-
portion of notional income than in previcus vesrs, estimted at 34 per cent,

Buildin- and construction declined, Unewployment increused in the
middle of the year, but then decrcased toward the end of the year,

Trancportation continues to be the princimal hotileneck for ecouomic
activity. Bklecirlioc power is still in short supply, bui the sitwation hos
much iproved., The prospects for a continued level of economic activity
in 1955 would appear to be favorable, were iy not for the critical foroign
exchenpe situntion which has persisted and which may involve a low lovel
of doller imports.

(1) Ipndustrial production

Industrial production declined durin: che first half of 1954 due seor-
haps to unfavoraile expectations in the busines: comnunlty rerarding tho
inplementation of the minimum wage laws. fYhere wes & recovery in tiw
latter half of the year, however, and preductlor increased by 10 per cont
in the whole of 1954, compared w:.‘u' 12 per conl 1. 1353, Production of
gonsum-r coods showed a sharper increase tiarn production of eapitel ~oods
the reverss of what had occurrod in the last few vears., Of some imporuance
in the industrial recovery in the latter half of the rear was the s'arp
inereasc in electric power, capacity having been licreased by 43 per cent
in the Sae Paulo and Rio de Janeiro area, where tie bulk of Brazil's
indusitrial plants are located. Thne expansion was also due o the cone
tinued high rate of business investment. Ancther factor was the pgotective
character of the exchanye system, especially 1ln the cace of the less
essential imports, which are in the higher cate;._:orie.;. Raw materials ro-
ceived preferentiel exchange treatment, being in the lower impori eaterories,
and 1954 imports exceeded those of 1953. The imcreaso in rmoductlon costs
regulting irom the/s uape and the inerease in conpetition mada for
greater incentive for efficiency and m*oé*mt:.v‘ity. Nevertheless, soveral
factors iupeding production continuzd to operate, While elecirie eapacity
did increase, thore were nevertheless perlodic shom;ms, affecting pro=
duction a..d discouraziag ‘:1auu ¢ KWM Sl ORmE T

The incex of the Co:;l.;gmga wo;"omcg for total industrial produation
indieates that the vulm.m of procuction was maintained in 1954, Tho index
for tie monthly average im 1953 was 146 (1942 * 100), while in 1954 tbe
monthly everage was 156, As for individual sectors of industry, there was
& aigaificant rize in irom and stael production, the monthly averages being
substantially above that for 1953 and previous years, The volwm of pro=-
ducblion of the textile industry vose steadily durin: the first part of the
year, the ronthly averazes hbeiny substantially ebove those for 1953 and
previcus years., Production tende? to declins somewhat in June and July,
but recovored toward the end of the year, Llectric powe - outpubt was main-
tained at a lovel subctantially above that for 1963, reflecting additions
to capacity. A substantial inerease should be roristered with toe operation




- PART II

of the Paulo Afonso project in the northeast. Representative indicators
of the level of husiness turnover and volume of production are shown in
Table 12. The steel industry produced at capacity in 1954. Some expan-~
sion plans were suspended because of the shortage of foreign exchange and
the more depreciated effective iuport rates. However, it is now expected
that expansion plane will be continued insofar as possible, since demand
is estimated at more than double present capacity. Production of ceument
also increased, but is still short of demand.

The bulk of petroleum products are imported. They constitute the
most important single item of imports. Payment is largely msde in
dollare, and some k15 rdllion is being imported in sterlinz. From a
balance of payments view, the substitution of these imports by domestic
production ie an important medium-term problem, particularly for the
dollar sector. Petroleum production is carried on under the supervision
of Petrobras, a government corporation set up in 1953. Present irports
of petroleum products are estimated to be running at approximately #2700
million a year, and consumption at about 52.5 mdllion barrels. This would
be a daily rate of eowe 1.3 thousand barrags. Considerable propress has
been made in bullding up refining capacity, with sigrificant foreim
exchange economies, estimated at upward of 25 per cent. Little progress
has been made in developing crude production. There was a recent dis-
covery in Nova Olinda, in the Amagon, which may augur well for the future.
The field is eventually expected to produce batween 500 and 3,000 barrels
per day. Total production is reported to have heen about one million
barrels 1: 1954, or only 1.9 per cent of current consumption. Witin
consumption reportedly iicreasing at a rate of from 19 to 12 per cent
a year, special efforts will he necessary to achieve significant foreim
exchange economies. Or the other hand, present refining: capacity, using
ixported crude petroleum, can now meet approximately 67 per cent of
current consumption. There are at present seven refineries, producirg
a number of petroleum products, and two more are under constructior. It
is reported that the present daily capacity of these refireries totals
approximately 96 thousand barrels a day. The refineries, with their
daily production capacity are:

Darrele

Cubatao . 53,000
Cappave == — 7 7 720,000
Manguinhos : 10,000
Ipiranca £ ,000
Mataripe 6,000
Matarazzo 500
Riograndense ___300
Total 95,800

Speclal privileges and facilitiee have been accorded Petrobras lor
the conduct of its operatiors. It has recently contracted with 1J.8.
firmes to carry on extensive geological studies. Petroleun ie at present
produced only in the Bahia fields. Recently the SUMOC approved a special
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arrangement for Petrobras, This apgeney will receive in fureisn cxchance
80 per cent of amy econcmies in foreign exchange rosuliing from its oorae
tions. The amount is to be no less than 3 por cent, and no-more thun 5
per eent, of export earn ings, bopimzinrr Jonuary 1, 1.7)5. Mhe parilelya-
tion of foreisn ecapital in iue pelrolewr indusiry has beon considered in
the Conress, Uit so far has been denled,

(2) Asriculburs

The volume of agricultural procuction in 1954 showed a consider:ble
increase ovcr that of 1953, (See Table 13.) The index of rer capitr
production also increasad by 6.4 per cent in 1954 as compared with 1.7 per
cent in 1953, In 1352 and 1953 DIraz.lts agriculiiral procucticn hud roe
mained more or less stationary., Several “:stors econtriluted to che marked
incresse in 1954,  The first wus the July 1253 froet, which was followed
by & rise in coffee nrices; t‘r"* led bo mr.e intensive new planting, ine
cluding the planting of other crope, ‘ES.’.}U‘,CLL 1y cereals, Lo compensale fo
the losses sust.u.inod in eof fee production, The nw' exchan;a syston, estabe
lished in October 1753, gave ororters highor roturas for export receiits
and made Drazills z.;;rimﬂ.tun 1 produets more compotitive abroad, particue

larly in the case of cortain minor exports. ‘yricultural suprlies wero
favored by beins in lower i port categories and later extended preferential
oxchanye treatmsnt in the form of serarste auve*ionz. CF a2s t",n.,ru n-blonal

income in 1954 of some Cri410 billion, agriculture is cstimated to have
accounted for en inereasad prorortion, sowe 34 ner cent, ('()'AIZ"',&.';‘.I".\T-’. wita
31.5 per cont in 1953 and with 30 per cent or lsss in previous nostwar vears,
Credit to agriculture continued to increase in 1954, »uh the inexesse in
egricultural credit 4n 1953 was of rmere Liportance for production in "954,
The ircrease in productivity was duve to the enliivmtlon =7 new land, total
avea planted inereasing by 4.5 per cent, to mechanization, and to L:proved
technigques, Uhile the over-all area plauted increased to some ;"bom.,
produetivity increased even more. This reflecled tle omrix Z=up of new
and richer land, and the raridly increasin; use of ayrisultural rachirery
and fertilizer. There wag a substantisl ircrecge in L},;: volwee of produc-
tion of such erops ac ceveals on? other Coolsta™s,

BT g™ e ST =
In 1954 the three pr.‘(nc"iml.expmft comnodities, colfee, cotlon, and

cacaeo, registered inereases in px‘oduction. Reeent coffee flowerin-g hove
been 7ood, and it ic exrected that ~wodustion in the crop rear 1954-55 w1 1
axcead that of 1953«5,, Cotton procuction increased last yesr to 1.3
willion tons, well ahovs the loval of previeus vears., Tha new caens crop
which has just been harvested is estimated at 1,5 million bars, sxcoedins
1953 production, -

= .

Prodaction data for domectically oroduced and nonsuwmd caniolitics are
not aveilable for the priveiwnl crops, wnich are msize, beaps, and mandioca,
ilowever, date are svailable for the production of auwcr, one »{ “le wine
pal crops. The record level of 47 million tong was atsouined I 1, bg COM~
pared with 37 miilion tons in ".':»as
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The most important imported and domestic agrieul tural product is
whoat, A conciderable amount of wheat 1s imported, mostly from Argenting
and other inconvertible currency areas. A concerted drive has been under-
taken {0 reduce Eragill's dependence on imported wheat by fostering domestic
proauction, sroduction has steadily Iucreased 1n recent eaTge In 19585
it reached tie alletime high of 790 thousand tons, compared with 772
thousand in 1953, the provious reeopd level, and 449 thousar? in 1949,

For 1955, production is esti ated a¢ ono willlon tons, wilch Lhe whsal
“xpansion Service estimates will rroduce exchange ecoromios o $83 million,
In spite of ircreasing domestie production, the disparities between
domestic production and antual consumption needs continue to inereace,
bocause of population growth and improving svandards of livine, I% is re-
ported that el wate and scil in Srazll ure not gensraily favorable for
wheat productlon, with the exception of certain areas, The dependence on
wacat imports can be expected to continue., ost of the wheat is produced
in the scuthernmost state of Rio Greande do sul, and wheat production appears
to have been expended at itho expenre of an estoblished livostock industry.
«ith the preiorential exchangs treatment for wheat, there has becn a repdd
shift to white bread and a decline in the per capita consumption of corn
meal and mendioca pProducts. In 1954, with cstimied mlliings of 500,000
tons of demestically produced wheat and 1,700,330 tons of importad vheut,
Lotal cousan tion of wheat could be estlimwmted at 2,2 million retric tons.
Negotiatians huve bean proceoding between irazil and the United States on
& plan whoraby l.ue latter would provide soue 200,000 tonc ous of surpluses,

(3) imsiness twmover

The index of the Conjuntura Egonanice for bus iness turnover showed
& moderate increase curing the rear, Irom 153 at the end of 1953 to 156
at the end of 1954, Ihe couponents of the ludex include check clearings
anc business sales, and this ig deflated by the general index of prices,
The resulting index of business turnover, or better, Lhe Index of the
valuc of transaction: at constant prices, 1s adjusted for seasonal varia-
tions., The iniex showed a decline 1in the third quarter of 1354, peralleling
the deeline in indusirial production previcusly reviewed, By the end of
the year the index was again rising, The iuder showed a decline In
January and ‘ebruary of 1955 reporipdy as aYesilt of the fall in coffoe

-z

exports, The decline may afé'c be, due to ths more striugent credit control

.

policies which have bheen pursucd in recent months,

(4) Bullcing and congtruotion

“he best available index of bullding com truction is that of the
bullding area licensed ir Rio de Janniro and Sao raulc, 1o index showed
8 significant deeline in the area lioensed, Lhe annunl average declining
from 171 in 1953 to 139 in 1954, This is atbributed pricarily to the more
stringent credit podicies, particularly in the second half of the year,
and to tue ctricter rodisconntli gz policy, eonstiuchlon paper no| having
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been accepted Ly the Rediscount Department of “he Bank of Brazil during
the second half of 1954. Ths index covers orly the area licensed

and does noit cover construction actually carried on. For construction
actuolly eompleted, a better indication is the indox of civil constrice
tion, which reflects the value of construction deflates by the goneral
price index, The index shows that Lhere was o deeline in civil construc-
tion during the year, the annual average declining from 151 in 153

to 144 In 1954, It is estimated that new construction has taken as

much ae 46 per cent o sross private invesiment in the last few vears,
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(5) Imployment

No accurate data or estimetes of employment and unemsloyment are

avallable. There is only cne index for employment, that for employment

in the Federal District, and this showed a noderate decline in 1904, How=
ever, it ls reported that employment dropped sharply about the middle of
195! bocause of the clrcumstances previocusly described, i.e., the minimun
waJe, enc., and thet mmemployment at mid-year was at the highest point in
three years. YHowever, there was a rebound in July snd toward the end of
1954 it is believed that unemployment was declining.

(6) Transporitstion and hydroelectric power

Transportation and, to & lesser extent, electric power continue to be
the major bottlenecks for production and for the econcmy. o ren cimificant
tottlenecks develorad during 195L. The electric nower shortage was alle-
viated to a great extent during 1954, with the completion ol new facilities
ior serving Fac Pauleo end Rie de Jeneiro. In the ncrtheast the situation
was greatly improved with the completion of the Paulo .fonsc worke cn the
Sao Prancisco River. In 1953 there had been a ver, acute power shortege
requiring drastic rationing of power. In 1954 rationing of electric power
was to a lerre extent elininated.

A receral lww establishing an lectrification Fund, whose main source
of reévenue will be a special tax on electric power consunmptior, was passed
in Auzust 19943 under discussion in Conizress there is a draft bill for the
creaticn of "FLICTROBRAS", a mixed wrivate-public corperation which will
adninister the Fund.

The transporistion system, primasrily the government~owned railways,
is reported to have protlems of edministration and of cbteining replacement
ejuipment. There also appears to be a problem with the rates which seem
to be relatively low.

(1) Levelopment

Some of the develo ment plane, particulsrly those cf the Hank for
beononic Development, are aimed at’;gp;gvingftrm‘transportation sys tem.
come development projects ﬁfg'cg;{ied on by the throe levels of wcvernnent.
There has been a significant cg ital expension by private enterprise, partly
with new funds but primarily with the plouching-bsck profits. Twring 1954
the Tevelopment Bank was not able to make as much progress as hoped for
because funds iell short of expectatione—both local funde and ferel.m
excaarge. The expected aid from the IFRD was not forthcoming.

During the five-year period 1952~56, it was estimated that the Develop=-
ment Hank would accumulate some Cr§lé billion of funds, primarily from texes,
with which to carry om its lending operations. It now gjpears that somewhat
less than thet amount will be lorthcomins, by the end of 1954 some Crifé
billion of loan requests had been filed with the dank, and loans outstanding
totaled (ri.7 oillion, as follows:
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Crd billion

Railroads Le9
Flectric power 1.0
Other 0.8

Total ‘.7

4s for the private cecter, the National Development Bank hes zlso wnder-
taken a series of studies on “importrsubetituting" industries such as iron
and steel, cellulose, cemrnt and heavy chemicrls, mineral smd petroleum
industries. Investments would zradually increase from about £169 million
ir 1955 tc %006 million in 1958.

2. Monetary developments

in attempt is made in Table G, derived from Tables 1L and 15, to show
tie over—all recalt of the comlex number of finerciel trengections between
the monetary autherities (Bbanco do Brasil, including the Rediscount Depart-
remt, ‘upevintendency of Curreney and Credit, Banking Mobilization Fund, and
the Treasury) and the commercial banke in Brazil with the three main sectors
of the econcmy, the "Public Sector" (Federal, State, and local Governments
and other ofiicial entities), the "Private Sector"” (business sand individuals),
and “hie "soreigm Cccuior! (foreign ~ssets and liabilities and other trans-
actions related to international payments). Changes in the poeition of the
consolidated net claims of the moretary authorities and commercial banks may
be interpreted as a rough general indication of the role played by each of
these cectors in the echeneges in the money surply. Tt stonld be observed
that there is no clear-cut boundary between sectors, as some accounts may
be classified under one sector or snother depending on rerson=1 preference
ard purpose in mind. for example, exchange profits (agios minus bonuses)
were included under "Ferelen Cector," s1lthouzh they may as well be clzsaified
under "Public Cector' tecsuse in & broader sense they are a kind of tax.

During 1454 as a whole there was a monetery and credit exvpansion which
wes greater than in 1952, The money supply incressed by 22 per cent, the
largest expansion since 1950. This monetery expansion originated mainly
from credits to the ﬂrivate,ﬂeﬂt¥rbuh*6ﬁ‘4ﬁc"9 sed by Cré?3 billion in 19<),
or by about 27 per cent of the meney supply at the end oi 19%3. The expan—
sicnary impact of the public sector on the morev courply wes of roughly the
same magnitude in 1953 end 195k, about 10 per cent, but while most of this
pressure orlzinated frou the Federal Govermment in 19523, in 1984 it arcse
mainly froa operations of the ‘tate Governments, chiefly of the State of
fao Paulo, and of other ofiicial entities. Eince 1950 the foreion sector of
the economy, i.e., iranssctions related to international payments, exerted
contractionsry impacts on the monay sunply. In 195l this impact was stronzer
than in the preceding years, having determined a contraction of aboul 11 per

’

This classification is based con the same criteria adopted by the Fund's
flesearch Department in the compllaticn of country statistics in the
International rinancial Statistics.

Y



PART II

cent, compared with 7.6 per cent and L.5 per cent ir 1902 znd 1973 respec-
tively. It snould be ncted, nowever, el the large contractionary monetary
impact of the "Foreilsn Sector’ in 195! was only pertly the result of the
defieit in the balance of paymente. To a large erxtent it reflects the con-
tractionary efiect of the exchenre profits arising from the nractice of
sellins exchenze to Imyorters at substantially more depraecizted effective
rates tnan the efiective buying rates appliea to exports. In fact, wnile
the net chane in the rosition of foreign assets and liabilities 1ed to a
contraction of Cri7 Lillicr, the evchonce protits exerted a contracticnary
impact of nearlyv Cr:l? billion.

Table G. Creation of fioney in brawil: CoLeuves in Sdlected
Monetary lecounts rxnressed as a Fercenta ge of the
”onev furply at the rnd of the ireviovus Ioriod

f(.

(@2

e e B o—— e a2 o

Increase of Decregse (~) in Banis ' nNet Claims on: Total =
lear Fubiie | “ector change in
Yederal Private toreign Jther MOnuy’
Government Other Total  sactor sector unclass. supply
1951 ( L7 ) il 3w ~6.3 -3.6 15.7
1952 ( {e3 ) V3 16.9 -7.6 ~1.7 Llu.9
.L")";-; 7-7 E-_) lu.i’ ‘ .O‘ "1."5 “llah 19.?
l‘")s[ .3_.'.2 _Lf.ﬁ }jl_o_é "b LHed "ll o 2 "l ° L 22 ol
I Qtr. 1.3 0,2 145 L2 -2 0.6 3.4
10 9. = 1.9 Liwl T ol ~lie ~1.3 T
TLE D%y, ~1.0 1.7 Ot 10.4 ~-3.6 a2 7.5
V Qtr. 33 275 | Sk 13 - ~0.8 5.9
1:’")
Janusary =05
february dintp

o

Scurces: Tacles 1!} and 16.

The streng monetary cgnxr cticest™ Inafed from the "Fereigr Sector”

caused a reave ivobhe Yiquididy oo tho.privete buriness commurity. at a
time wien costs an:’ “rices were rising at a raoid pace znd beavy pressures
were Lroughit teo wee: the Darling syetem far lerger eredit sccomodation.
Thie exvlains in rert the sccelerstion in the rate of credit expansion to
the [rivate gecrvor vitrnorsed 4r 197 . Tt is not~d. brpever, that the ten-
dsrcv of auction oids to Increese, asscclilated with the scarcity of excronze,
in turn peprocented a diticnsl demsnd for kank credit on thc pert of the

bnginess conmunity.

Tn the lest quarter of 195, and the “irut tmo monthe o1f 1955 there was
& slowing wown in tie exgancicn of e oney surmly, ascoclated ?IMﬂﬂf entirely
with a leveling of{ in commercial bank ﬁredif Lo the urivate sector. This
trend arpears to reileci the siricter credi* centrol measures taken ty the
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MOHEtary asuthorities after fucust 195L. Yo data on commercial bank credit
are yet available for 1955, but the decline in advences of tne mcnetary
suthorities to the private banks sugrests that the exnension of credit
generated by these banks, if amy, must be very modest. (onvercsely, credits
extended *o the Vederal Government by the Tank of Trawil rose oy 16 rer cent
in the last quarter of 195L, following deeclinec of 1 per cent ana l; per cent
in the second and third quarters of ihe year (ces Table 16). Bank of Brazil
eredits to the State Governments and other officiel entities expanded
throurhout 195h from CriR.6 billion to Cr3lS.» billion, or by &5 per cent.
Tirus, while the increase in net claims of banks on the "rrivate Cector,"
ie€s, loans and investmenis nei ot non-ncneivary deposits, induced a monetary
expancion of merely 1 per cent in the last quarter of 1954, compared with
about 10 ver cent in the previous quarter, the expancionery impect ol the

"Public . ector” increased from about 1 per cent to 5 per cent ln toat period.

Table 16 shows that bank of Brazil credits to the public sector con-
tinmied to esnand in the {irst two meaths of 1955, tut at a sllchily lewer
rete than in the same period of 1904. Credits extended by the Lank ol
Rrazil to business and individuals increased abt w, accelerated rate in lhe
first three quarters of 195h, but there was a marked clowing down in the
last quarter of the year, and in the first two monthe of 1955 it actually
declined =li’htly. The expansion in these credits for the whole year can
be attritated to incresse’ in various catcgories of loans as well 0o Lo Lae
policy or financing cofree up to 100 per cent of the suiport prices

During tne first half of 1954 it e pears that little was done to con-
tain the eredit expansion. Yowever, measures were talen in the second Lalf
of the vear. These included: (1) Instruction 105 established maximum
1imits on the amount ot interest the cormercicl banks could pay on deposlts.
It also prohivited special advantages given depceitorg. The objective oi
this instruction was to curb the undesirable competition ameng the Links
to have the interest on deposits lowsr than the rediscount rate. (2) .UMCC
Tnstruction 106 of 7ctober 195l revised the rediscount rate. Thic laced
the rale at a higher level than that of inlerest on deposits. The principal
inerease in rediscount rotes (difierent wetes derending on the type oi peper)
was that for Duplicales (the principal tyoe of traiec ccllecricn), whicn uas

ralsed from ! - cent. There wse consideratlc osnpogiiion to this

increaze. 'here was aleo ngighten' gi-rediccounting precedures which
R Mkl vy ey e L e shardes 5 s PRSI 1 _ (a5 ) b Sy (o 4 ‘ N1 1 < b b wioaw 14 1911 Feletic sp o)
Teewmerw® rediscounts. (3) Instruction 100 of ‘Netober 1954 jrovideu Jor an

-

v
incroace in reserve rsjuirvements. “The increas~ arplied to 1L of a bani's
deposits, sight and time, when bLhe level of deposits exceeded the highest
level of deposits reached at sy time betweer Jinuary 1955 ond the end of
Uctover L7.4. There was a2 decline in deposits of the comnercial banks ct
r21.0 billion in Yovember, and another Jecline in depcsits of Criu.2 tililon
in LUecember.

“he efieccle on the comnercial banke o. the verloeus credit messures, :
perticularly the cne iner-ssing reserve requirements, sre evidenced by tne
increpce In ceposite of Liese Lanks with the benk ol Irszil ang Lhe decrease
in the cutsianding b larnces of advances of the monetary zu-herities to the
connercial barks. In use perioa supust lsSh-February 195° commercial benk
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deposits with the Bank of PBrazil inereased from Crill.7 billion to Crél3.7
billion, or by 17 per cent, while advances to commercial banks declined
from Cr513.7 billion to Cr¥ll.8 billion, or by 1/ per cent, in the same six~
month pericd. Two Sao Paulo banks which were heavily committed in real
estate wore sllowed to cleose and runs on other banks ware met by emerdency
measures on toe part of the Dank of lwazid.

As evidenced in the above discussilons, the primary responsivklity for
the credit expsasion in recent months has beer the Benk of tragzil and the
"Public Sector.’ Thus, the effectiveness oi the credit policy has con-
giderally weskenad, glven the fsct that these .credits account ror about one
fourth of total bank credit operations. :

The increment in benke! loens =nd invesiments in L9LL amounted to
Cri%6 billion, of which Cr$69 billion, or Bl per cent of the total expansion,
originated from the Benk of iraezil. For this wascive oredit expancion the
Jenk of Trazil mede use of the exchence vrofits, some Cr$l2 billion, which
wre dewosited irn the Bank for the sccount of the Govermment, and intensiiled
its redigacant opersticns with the Rediscount Department of the 4ank. The
1ecourse to rediscount operations ly the Fank of Prazil amounted to Crill.T7
1i1l4ion in 1950 (Cr®? billion in 1952), representing a eimiler expansion in
currency iseued, Lherety increasing une liability or the bank with its Fedis-
count Department to Cr$21.9 billion.

There is some difficulty in impelementing general credit conirols because
of thie significant difterences in the raserves position of the commercial
harks, and bocause 2 larce segment of the benking svetem traditionally has
had recourse to rediscounting privileges as a recular procedure. In view of
these ~ireunsterces, the reneral credit control of reserve renmuirementa cen
only be vsed to 2 very linited extent. ide differences exist in the re-
cerves position of individual commercizl banks, whiehiwhre about L00. tome
of the more conservative bsnks operate with considerable excess reserves.
while the fringe banks, sbout a third of all hanks but with pernaps less

han 10 per cent of tobtal cownercial bLenk assets, operate on the basis of
redisseunte. Hefore any mere refined use of generel credis controls cculd
te ef1actively impleuented, the position of the fringe banks would have to
ha nepmaliced. The stricter rediscount voliey pursued eince iast husust
hes prinsrily aifected the frings bankg, In view of the iimitetions or the
ganeral ~redit instrurent of-reser e~virements, the expansion cf com-
rereiunl oank credit could to soneextent oo cheeked by worling on the fringe
bari-z. VFor tre commercial benking syotem as @& whole, the orly way to pre-
vert.anotror upword rise ic credit is to prevent any increase in lisuidiwy,
arieiny from sr incresse In net lszsvwe, i.e., the secondary exnansion could
caly eitfectively Le curved by curving tphe Hrimary expension. The ornly signi-
firant cheng2 in rocent vears has been the measure (shortly atter ' UMOC was
esteblinied in 19.5) of haviug tie comercial banks deposit a part of the
reserve requirements at the Fank of Prazil for account of SUMAC. Tven this
iimited measure has been Jifficult to jmplenent. It was with these alfti-
rulties ir min? that the Ontober 19%5) increase in reserve reguirements wes
goproved, i.3., srplying only 1f denceits inercased. As (o the other general
credit anntrol instrument, the redisccunt rate, this would be Alfficult to
anply in such 2 way ac io effect the entire banking sycten. .ith the great
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dilferences in Lhe use of rediecountins privileges, eny increagse in the re-
disecount rete would merely affect the trinre banks. The oroblem is compli=-
cated Ly the fact thal many banks considered rediscounts a regular source
of funds. FRediscounting is nevertiheliess not sutomatic. The limit on redls~
counting {the amount of capital and recerves) of the cormercial benking
system as a whole is eciirmated at Cral5 biilioA. In jarch, 1955 rediscounts
were Cr#l 6 rillion.

A receut study nede vy SUiC indicates thst more than one helf of the
rediscourts and other eczistance wes absorbed by 5% banks which eccounted
for liss tran 1C per ~ent of the total of loans and denocits of comnereisl
banks, while 25€ banke (more than balf of all bsnks), accounting for more
then 50 per cent cf l'e value of loune and denosits, received only 9.6 per
cent of this ascigtance.

Since 17L5, the “UMOC has been the central banking egency charged with
the resvoncicility of irplementing contrels over benl credit. In the means-
time le~islation hac ceen considered in tre Consress but has not yet been
arproved.

The o1 rinal bark reform project of eevers) yeers aso hag be:n sub-
stentially molified, and, in the more recent version, a number of the principal
polnte Lhave been retained. The new project of law ineludes provicsion for 3
central bonk lew and 2 regular cowmercial banking lew. It was prooosed that
a8 rural bark be incluced in the project, but the dominant cpinion in the
Congress anpears to be that the inclusion of 13 rurel bank would involve
greater delay in the consideration of & banling law and that the subject
should therefore be irecated ceparately. The etructure which is preferred for
the central ban' continues to be that of a Faderal antarchy, with the ecapital
owned by the state, snd with auprooriate administrative independenca.

I rices ang ‘igzes

Frices rose considerstly “maring 799h. The index of wholerale prices
(see Table 17) registered an increase of 31 per cent in 195 as compared
wlth an incresse of 1S per cent in 1953. The coct of 1living also roce, but
not to the ssme extent ss in 1953 ores®ifmieSile Trices. The index for the
cost of living ip Jszo Paulo”regicdered an lncreas: of 17 ner cent for 195hL
as compared with an increase of 22 ver cent in 1953. Taking a pericd of
years, there 2urscrs to be 8 correlrtinn hetucen prices snd the money sunply,
but the correlation is not as clear if only one yesr is considered, as in
195k, when the roney supoly rose mora then prices., There apnesrc to be &
lag between tha rise in the moneyr supply and prices. The rise in prices in
1955 ie as-ncinted witk the increace in berk rredit in 17953, "™he increase
in the minimum wage law, efiective July 1, 1954, can be expected to have an

impact on prices well intoc 1978,



and

The minloue wage, wiich was deubled, (frem Ci1,200 to Grd2,400 per
month) effeotive July ), 1954, and the wage risss which sppear %o beve
followed, will resuls ta inercesed produstion conts whioh will im turd emert
an upserd pressure om prioss. The effect will be differemt for essh industry.
It is estisated thet for the iron and stesl industyy, for imstance, wape
costs moocunt for 25 per of total costs; 1ln the textils foduniries 30
per sent an3 for {ndustries :

4. Sueeroment fipspees

: Thare huz been more then a fourfold incresse 1n federal, state and
sonioiral govermment edpenditures simce the war. The growth of the budgets
19 exvlainad in part by the {aflationsry trend eud in pert by the growing

soeds which the Goverameat hew sought to mest. This grewth is indicated

in Table 1€ whiek nrovides budestary remilts for all thres levels of govorne

vent,

' During 1984 the condition of govermment fimances was less Tevorable
than in provieus years., There was e federsl kmdgetary defieit and on even
ponbudgetery defloit for whish the Vedevsl Covsrument is respomsible.
finances of the State Jovernpents were relsiively less favorabls than
either foderal or municipsl finences, YThe finaices of the federal-gavernment-
: “Mm and of the Stete Governments contimme to he the mory seri.
as as ., |

. The izter-al long-ters public debt of the three lavels of govermment

 is velstively wodest, At the eud of 1954 the totel of this cutstanding debt
sas approvi-etsly C1930,0 billics fop-all-three lewels of government. The
floating dedt hes been imofessing rapidly iu vecemt years and now axceeds

;
g
E
:
:

& prospaots for 1955 are mot omcouraging, primerily bezmise of the
. Qeflodt of some 0rdll.6 Mllion which i expsoted la faderal Tinentes, the
m,a.cwo_hﬁnumsm.amwmmimnm&z
dillfon, These sstimates for 1955 are s followss

Reveipte Expenditures Balunce

. . tin bii1300a of cxussires)
Foderal Coveraneats 53,5 68,1 -14.6
2tate Dovernmenta 37.% 41,6 bl

' Mclﬂﬁmﬁ 10.2 . 10.3 M1
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mmlw‘mmérwyhm;un. Yo acxe
axtont this has Peslied from higher costs, the rosult of fuflstion, snd
ihe Covernment has been oallind on 40 swet asing neods, In reoceant
ysars the mdget Bez useally chowg g defisit, Oonsidershils progresrs in
baleneiag the budget has sade in 1951 epd 1952, there being surrluses in
;  years, The rapid growth of the feders] tudget and the pare
centage imoresses from yesr tc yeer ere shown ia Table W,

Table #, Braxil: dotus) Pederal Budgetery %eceipte sad Expenditures
(In 2115008 of erugeiroe)

4 f 19.4 2 BT "

o o G L -~ Ry R - -
1952 30,7 12,0 2.5 £15.8 £2.2
A< - R S
1955 S8y m} L Ry A0 32

; dudgetary defiolis huve been fiusnced priwarily by Dank of Sresil crediy,
in tha absense of a well organised sarket for goverrment obligetions. Thase
berrs bave besa a Tastor of atiea. The federel internal long-terw
dedt 1a modwet ia groportion, the total cutetanding et the end of 1954 being
squivalent te saly 23 per of budgetery revemuss in that year, The
mw;mnuunmmwymmmwm
ond of Je ¥ ot :

(a) Ibe 1954 budeed

: ry sxpenditures of Or49.3 billion were in excess of budget esti~stes
snd 23 per sent aver 1953, leothsl pevemmes of Ordés, .

- slightly bigher than setimstes, Therefore, the sotus]l budpetery deflcit
fer the yesy appears to buve baen Cxd2.@ billios cwsambsts. The wariations

moy be shown as feolloess

:
:
:
¢

Budget
satirate Letual Varistion
Levemsss 4o, . ]

fiadance #.9 -2.8



4 AT -~
il Y > e
i R AP 1 Ay
wh B RS B O
[ b r
¥ . W W APHLY
WAL 1 e i S P "
P - T s 584
s
g 3
. ~ 7 X%
e 5
s 7 )
2 ¢ . ¥
f
4

bests, On a oueh 2

'S

R
22

o

, wan Cpfi6,1

T ¥ A <
+ oy v
7. -
'
LY

‘o gl

foeluded, L1.0,, the deficite of the
" the deficit of federal finamces in

Deasuoe of the add!tional evedite wiich svs appraved durdng

 move then the sisflesly coupnted defioft of Or

I' ~: e .'i .m’?
i Rk
| R by

b

N A

N3

X

The federa
of somwe Or83 Millon cash

{1n M1liome of orvestros)

T
st
,

bt

mn appropristion

enterprises, but In syite of tils thers are nsuslly ¢

of the

Tociuses

7

£




o P 11

fome of the tsx resesmendstions preposed by Dr, Gudin and sent to the
m&mwtmtm

(llhiﬁnmmtuwmmummdtummn“
Tevelgn exchangs rayments, with some exceptions (wheat, oil iaports,
M};mm. The cstiunted inoresss in revemues wos

(11} Om the inovme tax, sundry ohanges were sade and secepted. Thie
o w21 provide A sstimsted Crl2.0 Billloa of additismsl revenues.

Inolnded in these changes was ap inoresse is the tax on besver shares
fros 20 to 25 per eent, This 4 discounted st scurce. The tex inoresse
is sppliceble for the tereyesr poricd 1935-%6. :

{141) 4 shles tax on luwary goods, This wa# not ceoepted, It would
nave ylslded some Cr#3.0 billton of sdditiosal vevenues, If this is
apiroved this yeer, “ﬂﬁhiﬂlﬂﬂiﬂ\h!%mo

{1v) More vecestly a mzm-nmmmc:wwmm
an evosss profits tax, Thiz msy be sproved and, tn such an event,
1% wueld be appliceble next year, :

. {v) There 12 also s project of lew providiag for s genaral taviff
fneresse, The rreveat tarif? 1s on a apesific basis, snd the project
_wovld provide for & sharp iaovesse and on an ad valeren besis, in
the svent of ariwowva) »f thie terilf inevease, together with & modifi.
ostien of the exchange »yetern, 1t i+ notad thet the revesuss would ¢o
directly $o the Peders] Oovermment, whereas the revenyes frem the
u&nfo-ntnmmpu iato @ separste acqount gt the Besk of

.uw" i T i, v e £l
S e b 4 :
A w,mormmmammcmtmm-
sated that the defleit in federal fusnees ia 1955 w111 tetal Ordl5 Billion,
nn_.nsgg include the followiags , k5.
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‘Table I tetual Budget Deta for States and Federsl District
(I D11 lione of cruseirns) ‘

he gt
1950 6.4 18.% T eded
1951 »n.9 b =l
1952 ) ”-‘ ”o. “",01
1953 3.5 - 359 5o
1934 (Budget ostinate) 340 - 3. el

1946 3a 3.2 =01
194% 3.2 heb -0, 8
1950 6.0 7.8 3.8
952 %9 .3

1933 1.9 16.6 4.7
195 (Setisated) 14.9 18.3 -3.2
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4,208
3,368
599
13,444
5,948
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8,047
2,375
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PART IX

‘ h) The pudlic lomg-term debt is represented by bonds of the three
of government, a8 shown in Table _K .

Tobde_K_ . Publie, Imternd), Long-term Debt
(Ia b333ione of crusedres)

Fecaral Stater "unicipulities Total

1947 10,1 Ta9 Gebs 12,6
isis 1G.4 8.5 Qo 195
1949 1044 11.8 Ge? ' A3e2
1950 10es 1L 1.0 2349
195 1044 1he3 2,2 27.0
1952 10e5 1he9 204 27.8
1953 10.5 1542 Gefle

195 - 10.5 1.0 35 30,0

Eourcoe: gopcrio Detatistico de bresil; Conjuniurs focogeics, Jemusry 1955.

mmtmnmumu-m of the factors in ths
Government's loability to establish a merket for itc obligstionee ir chown
h%mﬁm%%mmww: th, totsle The Otate
and Mmdeipel GCoverrments ¢46 Sesue a roleotively smell amount of new sscurities,
nmwormwhwmwwmu t‘?ﬁbﬂl&md‘t&
Poderal, State and Municipal goverumente eecountiang for 35 por cent, 53 per cest
and 12 por cent vecpeetively.

The Fedoral dedt resained &t the save Jevel, CI{10.5 billion, a 1ittle
less than balf of this having been femued dwring World ¥ar II. This debt bee
not Loeveesed Decsuss the Federal gowernment has been able to borrow elsovbowe,

¥
§
z
]
|
g
:
1
:
g
|

: through
note issuee furcished By the governmemt ftself, which bacuuse of legal provisions
sannot diepose of the moncy directly. Ferip’ically responeibility for the new
mumammwammmt.
In

the case of the Mlate and Yonioips) goverrments, the ritmation e
2ifforant sines thare #o not have the berrowing faciiitfes of ths Federal
goverumeat, previcusly msntiomad, They therofore have fesued medium and longe
form bondes Tho debt of ihe Dtate povaraments thevefore inereesec from Cr89

The sume vitustion hes pyevailed in the cnse of the Munjel .
Thees bave icewed bonds which ave usvally tak-a up by the Pederal Sevinge Banks,
The debt of the Mundedpul powrnpsais inoreaged from CriCe6 bi)lden in 1948 to
Cri3 ¥Millon st the ond of 1984,

«
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other states snd the Fedeyal Districte The acesumte peyeble nlome
pagsx) totelled Crll7.1 biliton. ;

Theye aypears to hove been e deorease in 1954. At the end of the fivet
helf of 195 the debt of the State of feo Psulo had risen to (26 BAlliom,
or Cri8 billion more thanm in 1953, even though the rotating bonds were roduced
by Crd7 billlons f£8 for the Federal govermment, in epite of the lerpe amoust
of aceounts paysble tramsferred to 1944, the floating debt deevesred, It is
mmwmmamuwumm.mur%

en’ of

Total mmz Gov't Padovel Pirtriet
1940 T2 2.8 45
AS47 b TN ] T2 Te3
953 3.1 227 ek
1934 0.0 Des Delle

.“ THE

#4111 concerned vwith the poesidility of Smproving
the market for govermmont obligationse Ths Pederal goverament has studied
Abe possiddliity of reising funds throurh now iesuves of shorteters TYeasury
billze 7o this ond, the Exeeyiive Branch has sutmittad a H111 to the Tof-
of
and

|

wvhich vould pvovide for u-hg‘:nmnm vith a perpepent 1imdt

maturs within any period botwees 60 days

three yoars, snd the Rediacount Beferisont of tho Benk of Drasll would
to advance against them, subject to the approval of fUMIC,

i
.
E
:



o 2 Part Il

III. Chances in the Restrictive Systen

1. Deec on

At the time of the conclusion of the 1953 Consultations (Cctober 1953)
with Bragzil the auction eystem for import pavients and the fixed bonuses
for export receipts, involving considerable changes i the whole restrie-
tive system, had just Leen introduced. Little informatior was availalle
at that time as to the features and the functioring of Lhis new system.
During the following monthe various changes were introduced in the systen
on different occasions and regulatione were issued for their lmplementation.
A staff group vieided Brazil in February 1954 and secured information on
the functioning of the system and ite main features, scme of them resulting
from the changes introduced in the intervening period since Uctober 1953.
The staff gave an up-tosdate deecription of the syster in its report
(DM/54,/30, May 21, 1954). The following is a description of the changes
which have been introduced in the system since the time of the staff
group's report.

Generally spealinz, the changes involve:

a) Increases in export rates, with the introduction of an element
of currency discrirdnation, and differentiation of export cate-
gories; :

b) The introduction of new features in the import side of the
systen;

¢) Establishment of new minimm bids for the import categoriee and
of new fixed surcharges for specific payments;

. d) Reclassification of import commodities;

o) Increase in the number of cities where auctions of exclhange
certificates are held;

£) Other changes in exchange practices, inclwiing changes in
prescription of currency.

g) Conclusion of new ffa[de,,gfmnta agreevents, and changes
in the application of the existing ones.

1. The continuous iricreases in domestic money costs of Hrazilian products
end the decline in foreign prices of certain exports have induced the
authorities to take measures to increase the effective rates for exmorts
on various occasiors, These measures involved a tewporery linking of the
rates with the free market before revertings to Iixed bonuses.

When the new exchanze system was introduced in October 1953, two
effective export ratee were established, resulting from a borus of
Cr$5.00 per US§l for exchange proceeds of coffee exports and a bgrus of
Cr§l0.00 per U841 for exchange proceeds of all other exports. Thie
arrangement remained in effect wntil August 13, 1954.

4
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8tarting August 14, 1954 the two bonuses indicated above, and thus
the effective rates of Cr$23.36 and Cr$28.36 per US§l, were applied to
€0 per cent of export receipts. (Instruction 99 of SUMOC) For 20 per cent
of export receipts, the equivalent of the free market rate of the previous
day applied. At this stage the Bank of Braszil modified its table of free
rates (telegrammed to its agencies for the purpose of calculating the
export rates), i.e., for the currencies quoted in the free market, the
rates were those prevailing in the free market in Rio de Janeiro; for
the Argentine agreement dollar, the exchange rate wae established at
the same level as that for the U.S. dollar, pursuant to an agreement with
Argenting; for payment agreement dollars other than for Argentine agree-
ment dollare, the free market rate was established at the equivalent of
the U.8. dollar free rate, leess 10 per cent, on August 20, 1954; for
the Yoelandic pound, the rate quoted by the Bank of Brasil was approxi-
mately equivalent to the above-mentioned rate for agreement dollare, on
the basis of the par value of Icelandic hl = $2.80., Shortly after
Instruction 99, on September 18, 1954, and to insure more stability, the
aversge free market rate for the previous week was taken by the Bank of
Brazil in computing the mixed export rates. This average was telegraphed
to all branches. The quotations were obtained by the Bank of Brazil from
the banks. This arrangement was changed on November 12, 1954. (Instruc-
tion 109 of SUMOC) On that dete the Brasilian euthorities fixed the
effective rate for coffee exporte for all currencies. For other export
products, the link to the free market rate was maintained. The official
reascn given for the change from a fluctuating effective rate to a fixed
cne for coffee was that the fluctuations of the free market rate affected
"the stebility of coffee prices abroad”. The new fixed effective rates
resulted from the establisiment of fixed export bonuses. The bonuses
were different for the various currencies with brokern cross ratee. In
establishing the fixed bonuses, the authorities scught tc establish
effective export rates which would maintain both the absclute levels of
the effective rates and the relative position of the various currencies
vie-a~vis each other which prevailed previously with the 20 per cent
link with the free market. In other words, tn November 12, 1954 the relative
positions of the various currencies were frogen (approximately, some
slight adjustments having been made). Since on the free market the
doller and convertible currencies 1/ were the most appreciated, the
bonus for dollar coffee exports was the largest, i.e., Crfl3.l) per
doller. This resulted in ameffectf¥e rate of Cri3l.50 per USKL, which
compares with the rate of Crf31.76 of the previocus week. Sterling was
the second most appreciated currency in the free market and recelved
the same bonue as the U.S. dollar, and thus the exchange rate of Cr#3l.50.
(The effective rate during the previocus week was Cr$31.39.) For payment
agreement dollares and other currencies, the bonus reflected the previous
arrangemsnt. In the free market, the crugeiro rate for the Belgian franc
was lese depreciated than for the U.8. dollar, and the effective export
rate for the Bslglan franc was therefore actually less depreciated than
the rate for payment agreement dollars. Theee relative positions, as
well as the positions of other non-convertible currencies, were main-
tained under the November 12 changes. The following table gives the
free market rates used by the Bank of Bragil as of November 6, 1954, or
shortly prior to the freezing of the rates on November 12, 1954:

1/ Swiss france and Portuguese escudos.
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PART II
Table M. Free Market Rates Effective on November 6, 1954
and of their Dollar Equivalent on the Basis
of the Relative Par Values

Currency unit Cruzeiros
U.8. dollar 65.34
Swiss franc 15.11  (64.67
Belgian franc 1.165 (58.25
Freonch franc 0.167 (58.45
Danish crown 8.435 (58.28
Swedish crown 11.373 58,80
Pound sterling 176.39 (63.00
Argentine agreement dollar 65.34
Agreement dollars 58.80
Icelandic pound 164.64 (58.80)

The following were the bouuses established on November 12, 1954, for
the various currencies:
Equivalent in Effective

Bonus U.S. dollars rate
(Cruzeiros per unit of foreign currency)
U.S. dollar 13.14 13.1% 31.50
Pound sterling 36.792 13.1% ;WO 5/ 57
Swiss franc 3.064 13.11 31,47
Belgian franc 0.235 11.75 30.11
French franc 0.0338 11.83 30.19
Danish crown 1.701k 11.75 30.11
Swedish crown 2.29% 11.87 30.23
Agreement dollar 11.86 11.86 30.22
Icelandic pound 33.208 11.86 30.22

The mixing arrangement-continued to be effective for exports other
than coffee exports, and in the-calculation of these effective export rates
the Bank of Brazil continued to establish weekly the free market rates as
described earlier.

The next major change in export retes was introduced on January 17,
1955. Under SUMOC Instruction 112, four categories of exports were set up,
wvith different sets of two bonuses for each category. For coffee, the bonus
established on November 12, 1954, for convertible currencies was maintained.
The bonuses for other currencies were unified at the level of the bonus for
agreement dollars, so that the position of certain other nonconvertible
currencies, such as the Belgian franc, was improved, in the sense that
exports to the respective countries were facilitated. In the case of the
other categories of exports, there were similarly two bonuses, one for
convertible currencies and pounds sterling, and one for other curremcies,
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with a difference or discrimination of approximately 4 per ceut, as in the
case of the rate for coffee exports. This change in the method of fixing
effective rates for exports other than coffee exports did not involve any
significant change in the relative position of the various currencies,
except for (1) the Argeutine agreement dollar, which no longer received the
Same treatuent es the U.S. dollar, and (2) other nonconvertible currencies,
e.g., the Belgian franc, the Danish crown, the relative position of which
vas slightly improved, in the sense that exports to the respective countries
were facilitated. This may be seen from the following table, which includes
the rates communicated on January 15, 1955, by the Bank of Brazil to its
branches, to be used in computing the local currency proceeds for 20 per

" cent of exchange receipss from exports.

Table N. Free Market Rates Effective on January 15, 1955,
end of their Doller Equivalent on the Basis
of the Relative Par Values

Currency unit Cruzeiros
U.S. dollar T4.38
Pound sterling 201.43 71.93
Sviss franc 17.36  (74.39
Belgian franc 1.326 (66.30
French franc 0.191 (66.85
Danish crown 9.603 (66.32
Swedish crown 12.947 (66.97
Argentine ggreement dollar Th.38
Other agreemeunt dollars ’ 66.94
Icelandic pound 187.43  (66.94)

The level of the effective rate for the new Category II exports was
approximately the same as that Prevailing a few days earlier for the former
all-inclusive Category II. The new Cr$37.06 rate for convertible currencies
and pounds sterling, compared with the former.rate of-Cr$37.57 for the U.S.
dollar and Cr$37.08 for the-pound st@Fling. The new Cr$35.55 rete for
other currencies compared with thie former rate of Cr$36.00 for agreement
dollars. The new commodity classification is indicated below, together with
the table of effective rates and bonuses. This table shows also the dif-
ference between the two rates in each category in absolute value » and as a
percentage in terms of the effective rate for convertible currencies. The
same differencdes (i.e., absolute and percentage) are calculated for the
bonuses, wvhich constitute a camponent of the effective rate.

Category 1I: Coffee

Category II: Raw cotton, sawn Pine wood, cocoa, carngba wax,
Brazil nuts, leaf tobacco, and bananas.

1/ After the return of the steff group to Washington, cotton was shifted
from export Category II to Category ITT (Instruction 115 of suMoC,
dated May &, 1955).
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Category III: Piassava, cestor 8eeds, soya beans, hides and
skins, sisal, cocoa cake and paste.

Category 1IV: Other products not included in the first three
categories.

Table 0. Effective Rates for Exports in Brazil,
(January 17, 1955

Absolute
difference
Effective Rates Per cent between $-£ Bonuses Per cent
Category 3-T Others Difference and others $t Others Difference
I 31.50 30.22 k.06 1.28 13.14 11.86 9.T4
I 37.06 35.55 4.o7 1.51 18.70 17.19 8.07
IIX 43.06 bi.31 4.06 .75 24,70 22.95 7.08
Iv 50.06 48.03 L.06 2.03 31.70 29.67 6.40

The most recent change in effective export rates was introdueed on
February 7, 1955 (Instruction 11k), when coffee export proceeds were given
the same bonuses as Category II exports.

August to November 1954, through the operation of the free market arrange-
ment for all exports; from November 1954 to January 1955 through the coexist-
ence of fixed rates for coffee exports and the continuation of the free

market arrangement for other exports; since January 1955 through fixed
differential bonuses for all exports. These changes are summarized in Table P,

2. The introduction of new special features on the import side of the
exchange system cousists mostly of Sppcldl- auctions for specified products.
On March 11, 1954, the Supefintendéncy of Money and Credit announced
(Instruction 86) that special auctions for foreign exchange for the importation
of specified capital goods s livestock, and materials of Chbegories I and II
for use exclusively in agriculture would be conducted twice a month, Since
April 26, 195k, however, these Special auctions have been held weekly, The
minimum bids are the same as in the regular auctions. The amounts of foreign
exchange offered for suction are determined each week by the Foreign Trade
Depertment of the Bank of Brazil (CACEX) within the total exchange avail-
abilities vhich are established by the Exchange Department of the Bank of
Brazil.

¢ The difficulties in controlling the end use of the imported produgts,
especially in the case of capital goods, such as motors » and of chemical
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products which can be used in a number of activities, have recently induced
the authorities to limit these auctions basically to imports of fertilizers
and insecticides.

These special auctions have been motivated by economic considerations
as well as by political considerations. From the econcmic point of view,
the main consideration has been to protect agriculture and related activities.
Actually, 1f the commodities which are involved in these suctions were in-
cluded in the general auctions, they would hardly be imported because, con-
sidering the relatively low demand prices of the final users, the potential
importers would be outbid by importers of other goods fetching higher prices.
From a political point of view, the arrangement in qQuestion represents one
way of giving a 1ittle compensation to coffee producers (vho are users of
fertilizers and insecticides) for the comparatively unfavorable treatment
that they receive for their exports, in the form of more appreciated effective
import rates. In fact, the auction premias for these imports have been sig-
nificantly below the premia prevailing in the general auctions.

In addition to the suctions described above, which have become a normal
feature of the system for imports, the authorities have occasionally announced
special auctions for a limited number of specific products to be imported from
various countries. =Each of these auctions had its own specific motivation
which will be indicated in the brief description below.

On April 5 and April 8, 1954, 6 million Argentine agreement dollars
were offered for Category IV and V fresh fruit imports from Argentina, with
& fixed surcharge of Cr$l0 per unit of foreign currency for both categories.
These suctions were held occasionally at later dates, the fixed surcharge
being the lowest minimum bid prevailing at the time for all categories. The
authorities have indicated that the reason vhy these auctions are held is
to dispose of the exchange obtained from exports of Prazilian goods, including
bananas and others, to Argentina, pursuant to an understanding with that
country.

On May 12, 195%, the Fxchange Department of the Bank of Bragzil announced
that on May 28 an amount of 10.8 million Swiss francs would be offered for
auction for imports from Switzerland of Swiss goods classified in the first
four categories. The minimum bids vere the same -8s in the regular auctions.
Similar suctions were held-in sequent week until a total of 64,5 mil-
lion Swiss francs was reached. These auctions were held in connection with
a scheme, approved by the Superintendency of Money and Credit, to finance
imports from Switzerland, with the object of obtaining funds for the setting
up of three agriculturel colonies in Brazil, in accordance with the National
Colopization Plan,

Beginning August 27, 1954, three weekly auctions were held of Argentine
agreement dollars for the importation of potatoes from Argentina. The amount
offered at each auction was established at 200,000 payment agreement “"dollars,"
and the minimum bid was that of Category V, in which the commodity is
classified. These auctions were motivated by the need to secure an adbquate
supply of that commodity for Brazil.
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Finally, to secure an adequate supply of Christmas goods, on October 29,
1954, a special auction was held for the importstion of five types of dried
fruits from Portugal. The amount offered was established at 600,000
Portuguese agreement dollars.

3. On various occasions the authorities have either changed the minimum bids
for the five categories of imports or changed the fixed surcharges for other
specified current payments. Also, fixed surcharges for specified occasional
payments were periodically established.

There were two main reasons for the increases in minimum bids and fixed
surcharges. On the one hand, it has been a purpose to avoid losses (and
possibly to raise revenue) in local currency from the operation of the exchange
system. On the other hand, the authorities have aimed at bringing the local
price of certain imported goods, subject to fixed surcharges, more into line
with other domestic prices.

Thus, minimum bids were first increased by 50 per cent on September 16,
1954 (after the increase in bonuses for exports in August 1954), for the
five categories (Instruction 103). On March 23, 1955 , they were again
increased, by another 50 per cent of the original amount, after the increases
in export bonuses in January and February 1955. The various levels of the
minimum bids at various times are indicated in the following table, for the
U.S. dollar only. The levels for other currencies are determined on the
basis of the relative par velues.

Table Q. Minimum Bids for the U.S. Dollar

(In cruzeiros per Us$l)
Oct. 9, 1953 Sept. 10, 1954 Muew@SydOit.

to to HErToRendesS |
Category Sept. 15, 1954 Mar. 22, 1955 onvard
I 10 15 20
Ir 12 18 2k
III 15 23 31
v e BT TNy ko
v ‘ v S0 . 75 00

The changes introduc@d in fixed surcharges depended on several factors.
In the case of govermment imports classified in Category I and Category II,
the fixed surcharges are the same as the respective minimum bids, and thus
have changed with the latter, as indicated in the preceding teble. In the
case of other payments, which are subject to & surcharge designated as the
"cost of exchange,” the changes have been made in conjunction with changes
in the bonuses paid to exports (the cost of exchange). These payments are:
govermment payments other than those for imports; transfers abroad through
the official market of registered loans or capital and income therefrom,

“ T 100
. o J, /'?&‘.
7
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according to the law and regulations; payments for imports of books, maps,
pewspapers, magazines. The "cost of exchange,"” and thus che fixed surcharge
for those payments, was Cr37.00 mer US$l from October 1953 to August 13,
1954, Cr$15.00 per US$l from August 14, 1954 to March 18, 1955, and Cr$25.00
since March 19, 1955.

The changes in the fixed surcharges for petroleum products have been
set for each semester. The purpose of bringing the domestic price of such
products in line with other domestic prices is most apparent in the changes
introduced for the first semeeter of 1955. The surcharges effective during
the first semester of 1954 were Cr37.00 and Cr$l2.00 per US$l for petroleum
products of Category I and Category II, respectively. For the second semester
of 1954, the surcharges were fixed at Cr$10.00 and Cr$l5.00 per US$l for the
two indicated categories, respectively. On March 6, 1955, the fixed sur-
charges applicable during the first semester of 1955 vere established at the
levels indicated below:

Cruzeiros
Category I
Diesel oil
Fuel o1l 15,00
Gas oil )
Aviation oil 25.00
Kerosene )
Signal oil 35.00
Crude oil
Category II
Liquil gas 15.00
Lubricsting oil 35.00
Common gesoline 70.00
"Prenium”" gasoline 150.00

4

It should be noted in this connection that to avoid unduly high profits
or losses for the domestic firms which process petroleum products of Category I
to produce products of Category II77the rule has been established that for
the cases in which such processing takes place an internal tax (or subsidy)
is applied to the finished product so that the total taxation (surcharge
plus tax or minus subsidy) is equal to the surcharge applied to the imports
of similar Category II products. Pnr instance, in the case of gasoline
produced in Brazil out of imported crude oil (for which a surcharge of
Cr$35.00 per US$l is paid in comnection with the importation) a tax equivalent
to Cr$35.00 per US$l is applied to the finished product. Similarly, a re-
imbursecent of part of the surcharge is effected for those domestically
produced Category II products vhich derive from an imported Category I product
and which, if imported, would be subject to & surcharge lower than that which
wvas applied to the imported Cestegory I product that was used as raw material.
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inother change in fixed sureharges affected the payments for benking -
services connectéd with imports: the sursharge in this case was raised from

CHL2.00 to C¥12.00 per USEL,

4 nev surcharge of Cr40.00 per Usl wes int¥oduced for the remittance
sbroad of funds whioch have been used teo finsnce importas of equipnent by
Brazilian firms (ese G.e) bolow),

Finally, or varlous oecagions, upor the requost of importing fime,
different fixed surcharges were eateblished by the Superintendency of foney
and Credit in commecdtion with peyments for imports of rubber, eloctriocal
and trangportation material and for remittances in faver of foraign artists
working in Bragll,

e The authorities consider the reclassification of the import conwodities
effeated on March 20, 1954 to be Batisfactory in the sempe that, coupled
with ‘the allogation of exchange awong the five categorles, it eppears to
acconpilish the objectives of glving what they conslder ig desireble piotec-
tion to sertaln activities of allocating exchange according to what are
congldered the differont degreos of ecsentiallty,” Mindr changes Have been
introdnesd in that reclassificatlion at viirious times, most of them congisting
of shif$ing one or a fev commodities fron one category to anothar (see In-
struotions Nos, 93, 94, 97, 107, 110 end 111), The protective pumose is
mgmtzume ¢ of uhite Portland cemet to Category 5 (Instruction
9.) and of penleillin from Cetegory 1 to Category 3 (Imstruetion 1i1), é4n
adjustment to satisfy better essential requirements.appears to be the ghift
of patuyal rubber from Category 4 to Category 1 (Imstruetion 11D},

T Pinglly, a few additions were made in August 195/ to the list of Import
cormoditidn for which exchange certificates are obtained in the mpecial auo-
tion for materials to be used in agriculture,

5 The ctheentration of exchange operatlons in a small number of cities
created gome practical difficultlies for importers located in wvarious areas
of the country. The suthorities have, therefore, deecided to graduslly ine
crease the muber of cities in which ductions are held from 10 to 18 at
present, This change hae involved, ambng other things, a re=llecation of
total exchange avellable Tor auction apmong the varlous eities, and has also
involved, in @l 1ikelihwody-mn increse in the nunbor of effestive rates
daring the seme day, in the countyy, :

6, Other changes were introduced in the Brazilian emchange gystem duping
the period under consideration,

a) With regard to the exchange raté aystes, a change was introduced
on Jamuaxy 1, 1955, by increasing the renittente tax which applies to most
of the payments effegtod through the official market, from € per oent to
10 per cent, This tax was introduced by Lew No, 2308 and jts purpose is
to help reisc fumds for the Federsl EKlectrificetlon F The Bragilian
mthorities, hovever, have expressed their Alisatisfactioff with this method
utntdngmt‘wmghthe-mbmmtm. A

I/ See m5/54/35.
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b) Until tecently the exchange system included no import vrohibition,
~with the sole exception of secondhand goods, probably on account of the diffi-
eulties which are encountered in effecting = relisble price control in the
case of such goods. Law 2410 of Janvary 29, 1955, however, esteblishes the
prohibition of the importation of entomobilee the price of which, in the
market of origin, is in excess of US.)3,500.00, including accessories.

¢) On iugust 17, 1954 the Superintendency of Foney and Credit estad-
1ighed a new procedure (Instruction 102) for imports the valus of which
exoeeds US$S0,000 or the equivalent én other currencies. In order to durd
speculation on premia fluctuations, this measure mskes it compulsory for the
importer to Turchase suction certificates for the full mount of %50,000
(except the ones at the last suction) at consecutive auctions.

d) With rezard to rreseription of eur-eacy, Notlce Mo, 20 of “IBAN
(Fiscalizneno Bsmoaria) of fusust 2, 1954 established tha® exports in incon-
vertitle currencies and in agreement currencier would be amuthorised by FIBAN
only if asccorvemied dy sn irrevocsble letter of credit containing an exrlioit
olause to the effeot that the finel destination of the commodity ie tke country
of the ourrency involved.

Since that time and until March 28, 1955, however, paynente in pounds
sterling for exports to countries other than sterling aree gountries have
been permitted in some cases by the Beak of Srmagil, on an individual bDasis,
end after vrior congultetion with the Exchange Department. On March B8, 1955,
4% was established that prior oconsultation was no longer required.

On the import side, prescription of currency has continued to be
strictly enforced, in the sense that payments for imports have been authorisdd
only Af effected in the currency of the country of origin of the commodity
{nvolved. Two exceptions to this rule have been made, by suthoriring importe
of copper against payments in a currency different from that of the country
of origin; and imports of sulphur againet payment in Finnish agreement dollars.
These exceptions have been made as a result of the acute scarcity of '.S.
d0llars snd the relative sbundance of some soft currencies, such as the
Fionish sgreement dollar.

e) Finally, changes were introduced in the regulations covering imports
vithout exchenge cover; and fimancing abrogd on behelf of Erazilian firme
of imports of assembled unite of equipmé#t. (Instmetion Wo. 113 of January
37, 19550) L '

13

The regulations concerning imvorts without exchange cover confirm the
policy, whieh has been followed by the suthorities since the incertion of the
present system, to pemmit such imports only in exceptional cases, with good
agsurance that the foreign origin of the financing is gemuine,

The new regulations psrmit imports without exchange cover only on the
following conditione: '

1) The goods to be imported represent a foreign investment in Brasil
and constitute assembled units of equirment or, in exceptionkl
cases, \boment intendsd to complete or improve assembled units
already in existence:




2)

3)
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The investor shall esudmit proof that the equipment to e imported
or the rescurces to pay for it are actually at hie disposal Whroad;

The investor undertakes to inolude the equipment in the asssets of
the national firm or braench of the foreign firm, o keep it wmong
those sssets during the time of ite normal use, amd not to mbike pay-
ments sdroad for the vprice of the imported eguipmens.

In the case of finmnecing abroasd on behslf of Brasilien firme for imports
of assembled unite of equipment, the followinz conditioms are established:

1)

2)

3)

The sssemdled wnite of equipment must he mormally used for the
production of articles clessified under import catezories I, II
and III;

Annusl repayments shall not exceed 20 per csut of the amount
financed and ars subjeot %0 exchange availadilitiss of the Bemk
of Brasilg

The Bank of Bresil will spply & surcharge of Cr$40.00 per US$L

to sales of exchange for the revayment of the financing, (The
Exchange Departwent of the Bank of Brasil may smthorise the transe
fer in full or in part through the free market.)

7. Since the 1953 Comsultations, Brasil has renmewed trede smd payments
agreement with several countries. JNew agreements along the usual bdiléteral
lines were signed with Bolivia, Fungary, Foland and Turkey snd are summarised

below.

The main import sommodity in the renewed agreement with Argentina ie

wheat, for whioh a yearly quota of 1.2 million tons was estsblished for the

a)

)

Fm” The payments sgreoment wvith Bolivia beosme effective
ecember 24, 1953 and covers payments for current tramsactions,
including pensions and students expenditures, with speecial pro-
visions for transportation expenses in Brasilian territory for
Bolivimn imports from, emmd exports to, third countries. The
ourrency is the conventional sgreememt dollar. No swing is con~
templated. The sgreement has one year validity with provision
for an automatic extension. _Jhe Yalemoe on expiration can de
utilised for paymentd for goods end services.

The payments sgreement with Hungary decame effeotive
April 19, 1954, end covers payments for current transactions ae
voll as payments for capital transsctions and ineome therefrom,
provided that in cach gase the ocontracting partiee are in agree-
ment. No payments for trameit $rade oan be effected under thie
sgrecment , unless approved by the Bank of Bragil and the Bank of
Hungary. The ourrency is the oonventional agreement dellar.
.There is contemplated a swing in both directions of agreement
dollars 2,000,000t with the provision that when the balenoe sither
vay exceeds the swing by 200,000 dollars, the ereditor bank has the
right to ask for the payment of the sum imvolved in U.S, dollars.
The agreement has one year's validity, with provisioa for am
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autonatic extension., After 180 days fron the date of mimticn.
the remaining belance will be peid in effective U.S. dollars, as
follows: 50 per cent vwithin the first 30 days and the remaining
50 per cent within the subaequant 3 days.

¢) Eoland: The payments afreement with Foland beeame offective ipril
1, 1954, end eovers paymente for current transsctions, as wall ag
paynents for ocapital transactions and income therefrom, provided
that in each @ase the transaction is agreed upon by the Bank of
Sragil and the Benk of Polanf, No payment for transit trede san
be effected under this agreement, unless spproved by the two
Banks, The currency is the ooliventional agPeement dollaws A
swing in both diredtions of 2 million agreement dollars 1s contem-
plated, The agreemeni hac one year's validity, with provision for
an autonatic extenaion, After 180 deyas fron the date of Gipira~
tion, the excess over the working balanee shell be paid immediately
in effective U.S, dollars, whereas the remainder ghall be pald as
follows: 50 per cent within the first 30 days, and 50 per gent
#lthin the subssquent 0 days; in U,S8. dollars, ~oldor1n¢
mutually agreed CUrTenCy,

d) Tupdgys The payments agreonent with Thrkey became effective
Decemher 12, 1953, and ocovers only payments for curvent trang-
actions, The cur¥ency is the eonventionsl agreement dollar,

Ho swing is conterplated. The agreement has no predetermined
valldity and. shall eipire N daye afber 1t has been denounced by
either party. The liquidation of any balance after expiration
shall be effected by exporta of gaode unlegs the two Contracting
Parties otherwlss a:;rae.

In addition to these nev egreenents, some changes have been introcuced

in the operation of other agreements, in Brazil ds well as in pertner

countriea, Until April 1954 the avetion of Gorman dollars was concentrated
in We de Janeiro and Sac Paulo i order to cowply with the requést of the
German authorities to strictly Timit Bramilian importe to the commodities
provided for in tho trade agreonent and to tle established quota, This
attitude of the German anthorities was determinéd nostly by the fact that
the credit balance in thelr fevor was million. at the end of 1953,
4t the end of fpril 1954, however, apolicyuasmlmdmdthe?oﬁi@:
Trade Departnent of the Bank of Bmﬂ. satablighed that henceforth Germen
agreenent dollars would b8 offered for atiction at all the Stock Exchanges
in the country and that imports frob Germany would no longer be restricted
to those covered by the trade agreenent, The balanse in favor of Gormany
thish stood at about $62 willion at the end of March 1954 declined to al-
most $59.3 million at the end of Jme 1954 and more rapidly theresfter, o
ebout $33 mlllion and gbout $25 million at the and of Septerber 1954 and
December 1954, respectively. This repid decline id ettrlbutsble to the
opePation of thé free market for the peyment agreement dollar in Yest
Gormatyy, which market is still effectlve,

mepmﬂeiminthetmdaammentvimm*mstthemﬁobem
Ttalden imports to Itellen eports should be 100 to 70 has been mubstane
tially relaxed in conaideration of the faet that the balanee in favor of
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ISaly has deen reduced recently from $2 million %o 85 mi1l4on. (The working
balance 1s $20 willion.) The Govornment of he Ketherlands, on the other
hand, has recen$ly introduced, by unilateral deciaion, an azreemen? similar
to the one contermplated in the Italian agreement, ths rotio bdeing 100 to 80,
This may be atiributabla to the fact that the balance ia favor of the Nether-
lands increased from about 24 million during the sacond quarter of 1954 o
ebout §38.4 million at the end of Sentember 1954. At the end of December
1954, however, it wam reduced ageta to asbout 214,k willion,

One important consequence of the present exchange srstem in Brazil ia
the decreasinz lmmortance of the trade afreements., Originally, Sragi]l used
$he $rade agreoments to attain twgbmin objectives: 1) to secure sufficient
supplies of soarce products and 2) $o help the exportation of certaln minor
products (the so-called "grewvosos®), Under $he present system, however, the
prodlem of “gravosos' has been solved by granting adequate erxrort bonuges,
wherees no soarcity extsts in the world economy. Moreovsr, under the amction
eystem 1% would bde practically imroseible to aiminister a set of rigid quotas,
and $he denger of "over-imvortine® is eliminated by the practice of offering
for muotion only available exchmnoe. Bragil has, therefore, lost interest
in fixing quotas for it= imports. With regard 40 Brasilian exports, the
euthorities do not attech muek im-ortasmce to obtainingz comai tments by vart-
ner countries to frecly iassve imnort licenses up to a minimure uvsuwally indi-
oated by the quotas, since they feel that it is in the interest of the
partner countries to permit imports from Brasil, since the lecs exchange is
obtained from exports, the less is offered for auction.

Thie develovment in Erasil's noliey with régard to bilateral agreements
represents a form of liberalization of trade to the extent ihat the importer
oan ohoose not only among commoditiss for which Quotas are establiched, dut
algo amonz all commoditicc availadle in the oxporting cowatry. lMoreover, a
policy minming at a nultilateraligation o payments it being studied in Brasil
at present. The mein ides seems to be to use the oxchange obtained from
exporte to a certain country for payments to other coun$ries acceptable to
the country whose ourreney ie involved. More conoretely, the policy appears
to be aimed at participation in the transforabilisy schemo alresly in sffeot .
for gertaln ocurrencies, such as the pourd sterling and the Deutscom Hewlesrs ' /<
A second step wiieh is belng contemclated ie the introduction of a free
market for current transactions for all currencies in Bragil, which would
represent de facto transferability of for,i,pp}_rn;ngc in Bresil itself,
These policies, however, espegially theBecond step, are still under study.



Brazilisn exports, mainly coffes and @ocoa, The former factor, by inorsage
ing demestile money eosts, has sisadily decreased the competitiveness of
Bragillan sxports in g8neral, Developments in world markets and the
domestic price support policy for coffee resultad in o reduction in both
volume and price eof eoffee exports and, thus, a significent reductien in
foreign exchange recsipts, -

Before entering into the deteils of these general points, hovever, some
pmmomtsmwmofmmqum:mwmbm
M'o

Oue of the main characterfsties of the Drasilian system, which energes
from the way it hag hean operatad, is the disassociation of effective

fron weekdy wuctions snd be floctuating in rature; the otheyr fixed,
at least at present, by adﬂuhhg trative decisionse~the main toctu:ng appears
to be that the puthorities have beon trying to egtabdish a given relation
betuwocn the twoe sots ofrahaamlyrorth-mrpoa of keeping the
%a:couﬂu of the system at least in belance. As indicated ear ier,
the

in relation to chaiwes in the fixed (or fluctusting) affective export rates,
Judging Trom the experience of the recent past the authorities appear to
have shown 1little congarn with regard to maintalning, insofar as posaible,
the double Aunetion of the axchange rate as an wmﬂnimwd. ab the
B Llse, an eXport-promoting factor, By and large, the policy seeus to
have been to establish higher export rates only when export difficulties for
the treditional export products doveloped, and to allocats for imports

A second penmeral point zoblmdaiaﬂatthawnlhmom
cost restrictions, as a matter of polley, has been subjected o llnitations
ty the Intreduction of separate auctlions for specified producis or groups of
Produets as deseribed eariier,

A third general polnt, which however, does not emerge from tbe regord
Cailable, is that vith the widening of the gap between .pe free market rate
(moonﬂyﬂfluctmtiag around Cr¥$80,00 per Ué]‘.y and the effective rates for

\ (rocently the effective rates for all categories, except Category I,
have been above the fyee markst yate, at least far the 1,3, dollar) and for
free )
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With regard to detailed aspects of the exchange system, the following
comments can be made on the way the system onerated in 1954, It has already
been indicated that the increzses in domestic money costs, resulting from
the continuation of domes tic inflation, have blayed an important roleiin
Some changes in the system. This 1g particularly the case of the effective
export rates, the level of which, as indicated earlier, has been inereased
on several occasions. It should be mentioned in this connection, however,
that in the case of coffee, the domestic Price support policy has been an
additional csuse of the changes in the bonuses, and thus in effective
export rates., 1In another section of this paper it is indicated how the
minimuw price is set In accordance with the law., It may te sufficient to
point out here tnat the U.S. dollar equivalent of the domestic support
depends on the level of the effeciive excharge rate. On a few occasions
in the past exports of coffee decreased and the authorities lowered the
dollar equivalent Uy a rete depreetstion in order Lo inerease coffee exports,

» rather than the domestic money costs, has prompted the authorities to
nafe the described &djustments in the effective rate for cofies, ;

Despite the sdjustments in export rates, however, exports aof cofiee and
Some other producte heve remained &t low levels during 1954, especially
alter the first quarter., Moreover, the fall in the prices o colfes and
cacao contributed to the significant reduction in exvort receipts. With
regard to convertible currencies, the effect on exchange receipts can be
seen from the following figures:

Table R. Bragil: Exchange Receipts in Convertible Currencies
(million U.s, dollars)

195
18t guarter (monthly aversge) 65.7
2nd quarter (monthly average) 35.5 =
July 30.4
Auw t 31 ol =
September g 5/ ¢
Oc tober 35.2
November 102.9
Decembe e, SR o

ember PRI | 54.5

1955 '
January 30.6
Pebruary 23.5
March L45.0

These developments in exchange recelpts have had significant repercussions
in the operation of the auction éystem and in the results of the auctions,
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ficant reduction. These expectations induced the authorities to offer for
auction relatively large amounts of exchange, as indicated below, which
created a serious problem during the third and fourth quarters when the
exchange had to be liquidated.

To refer again to U.S. dollar payments, the table below indicates the
amounts of exchange offered for asuction each month (the amounte taken up
by importers were almost always equal to the amounts offered):

Table 8. Brazil: Exchange Offered for Auction
( million U.S, dollars)

Auction for goods

Regular auction for Agriculture Total
195h
Jm 211.0 e 2,400
February 24,0 - 24.0
March hl.9 Qe h?.l
April 3?.5 7.6 hO.].
May 32.0 8.0 4O0.0
June 30.3 8.2 38.5
July 20.2 4.0 2.2
August 22,0 L.O 26.0
September 16.0 4.0 20.0
October 15.3 he7 20.0
November 8.0 1.5 9.5
December 8.0 2.5 10.5
1955
J.nm 5.0 2.0 10.0
February 8.0 1.5 9.5

These developments in the- emount—¢f exchange auctioned were reflected
in corresvonding fluctuations in-the level of effective rates as well as in
local currency proceeds resulting from these exchange transactions.

able, T
With regard to effective rates (official rate plus "agios"), M
indicates the trends in the five cateories in the Stock Exchange of Rio de
Janeiro. The data included in the table must be taken only es an indication
of 2 trend for the country for the following reasons. Each of the various
stock exehanges in the country constitutes a separate (non~communicating)
market and is subject to the influence of local changes in economic con~
ditions and expectations, at least ior short periodsof two or three weeks.
This may be especislly important, insofar as the effective rajes are con-
cerned, in cities which receive small amounts of exchange. The various
cities, therefore, tend to change in relative position with respect to the
level of the rates from one week to another. For this reason and also for
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the reason that averaging out prices in separate markete would not be
economically meaningful, it appears to be appropriate to take the date
referring to a city to which a large proportion of exchange is allocated.

Recourze to an averaging process has been necessary, however, in the
case of the different prices of the lots of exchange sold in each category
at each auction, amd in the case of éxchange with dilferent maturities.
with regard to different lots, it would be arbitrary to select a single one
at each suction snd consider the price at which it has been sold as repre=~
sentative. wWith resard to the different matyrities, although the U.E, doller
st 120 days forward has been most frequently offered for auction, during some
periocds it has not been offered at all. Moreover, when it hes been auctioned
together with U.8. dollars having different maturities, the proportion of
exchange sold 120 days forwerd has not been kent constant.

With these reservations in mind, it can be seen in the following table
that, ss could be expected, the upward trend of exchange retes during the
first two months of 195h was followed by a decline during the four months,
when the amounts offered for euction were mainteined at about $LO million.
The upward trend resumed at s high rate after June 195l when the smount of
exchange offered for suction was reduced, by steps, to about 25 per cent of
what it was during the second quarter of the year. It should be noted,
however, that the continued domestic inflationary conditions have contri-
buted to accentuate the rate of increase and to slow down the rate of
decrease during the second quarter, with respect to what would have happened
under approximately steble domestic prices.

pable T. Bragil: Average Effsctive Rates for the U.S, dollar on the
L Stock Exchange of Rio de Janeiro
{Cruzeiros per US$l)

Categories
Mok W 1 3 . L 5 2
January i2.73 L5.86 68.67 80.92 131.65
Februsry 13.61 58.79 78.72 107.61 150.26
March nho.68 - ~13.65 - 110,29 137.97
April l‘ﬂ.33/ ',,_H .8}3 h 69088 1D3003 131409?
May 3%.95 L2.08 .J2.81 93.73 143.10
June 34.98 11.8k 75.28 103.23 1h7.22
July L1 bk 52.07 89.10 106.73 165.54
August 16.77 57.79 100.27 115.70 172.96
October L8.62 58.37 113.27 123.96 1682.71
November 65.88 78.53 152.12 156.05 225.37
December 57.07 76.30 151.40 171.10 206 .20

" |
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PART II

The experience of the period under consideration shows one operational
characteristic of the auction system in Bragil: the adjustments for the
changes in the total supply of exchange are effected by hermimpe s bivowpee-
~-centages of exchmnge allocated to each tategory, rather than by changing
the classification of the commodities. For exemple, as a result of the
exchanpge stringency there was an increase in the percentage of exchange
allocated to Category I and decreases in the percentages of exchange allo-
cated to Categories II and III. This can be seen from the table below.

Table U. Brazil: Percentages of U.S. dollar Exchange Alloecated
to the Five Categories of Commodities

Caujmd
Date Th 2 3 4 5
April 22, 195 37 35 ’ 25 2 1
April 27, 195) 37 35 25 2 1
March 21, 1955 LS 32 20 2 1
2 1

March 28, 1955 s 32 20

With regard to the gross and net income (*agios*), the only data aveil-
able shown in the following table, refer to all currencies suctioned in
the country. It appears from these data that the highest amounte of gross

exchange were offered for auction. The data would seem also to indicate
that, by and large, within the range involved, the price elasticity of
demand for exchange was relatively high. It should be noted, however, that
tle data insofar as they refer to different currencies reflect changse in
supply conditions whiech were not always the same, and at times were Quite
different from ome snother.

The 12.7 billion cruseiros of net"azioe® had importent monetary effects.
However, since it is not possible-to estimate what would have occurred under
otbm’circumtamel, it 18 not possible to say whether the system has been
inflationary or disinflationary. Had the sum indicated above been steri-
ligzed, it would have been safe to state that the exchange system had had a
disinflationary effect. Since, however, it has been used for loans for
various activitiee, including the price Support program for coffee, it
would-ppurthatthomhangomtnhu operated in a neutral way, from
8 monesary point of view. This is based on the assumption thet if the funds
from the exchange system had not been available, the loans for which they
have been used would not have been made. Whereas it would be imposeible to
know what would hagve happened under a different exchange system, many doubts
can be raised as to the validity of this assumption. Under the different
assumption i.e. that some losns (e.g. the financiel assistance to coffee)
would have been made irrespective of the exchange system, the conclusion
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PART IIX

Table V. Brazil: Gross and Net Aglos from the Exchange Auctions
(In millions of cruseircs)

Gross Export Net
Date aglos bonuses aglos
1953
October 525 .20l 321
November 1,388 7L 674
Decembar 2,075 1,0L3 1,032
Total 3)968 1,961 2.027
1954 -
January 1,578 653 925
February 2,317 799 1,378
March 3,133 1,009 2,12l
April 3,377 932 2, kS
May 3,082 655 2,kL27
June 2,L87 810 1,677
July 1,794 ol 74 850
Mgust 2,016 1,13k 882
September 2,002 2,042 ~40
Oc tober : 1,878 1,850 28
November 2,06k 2,k00 -336
December 2,43 2,330 «117
Total 27,801 15,558 12,243
1955
January 833 1,629 -796

February 896 1,710 -81L

Would seem to be that the system has had 2 disinflstionsry effect. On the
other hand, since a proportion of the~gross agios has been peid by importers
who have received bank credit, it-could alse be said that the system, to

the extent that it has prompted an expansion of bank eredit, which has been
subsequently loaned out, had an inflationary effect with respect to what
would have taken place under a different system. :

nwpossihl.mmroohmguinthomhmso system it should be noted
that the executive branch is authorized to shift imports into the free

market under Law 2L10 of January 29, 1955. Article 2 of that law reads:

" If the Executive Power considers it feasible to eliminate in
whole or in part the public auction of exchange certificates and
consequent obteining of impert licemses, establishing that some or
all imports be liquidated in the free market, the exchange surcharges
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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 monthse.

1st Category 35%; 2nd Category 50%; 3rd Category 65%
Lth Category 75%; Sth Category 100%.

First Paragraph - Import licenses shell be granted to all those
who request them with & payment of SO0f of the surcharges corresponding
to the raspective eategories. The balance shall be paid as a condition
of custom clearance directly to the Pank of Brszil or to the customs
itself, at the same time as the import duties, as provided for by SUIXC.

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

The Brazilian authorities have not manifested any definite intention to
avail themselves of this authority and many technical details would have to
be worked out.

In considering the implications of such 2 move it 1s convenient to treat
esparately the case where all imports are shifted to the free market from
the casec where such a shift applies only to part of them., The total shift
of imports to the free market, with the surcharges indicated above, would
have the merit of reducing the number of import rates, since the different
prices for the various lots of certificates would disappear. Similarly, the
differences now existing smong the effective rates prevailing in different
cities during the same day, for the same category, would probably disappear
tirough erbitrage operatdons, or would be grestly reduced. Little change
would take place with regard to cross rates on the import side, since they
would continue to be broken. On the assumption that only part of exports
would be shifted %o the free merket, a new feature on the export side would
be the emergence of muny more broken cross rates (at present there is
a L4.06 per cent difference between the rates applying to convertible curreneies
and pounds &terling on cne side, and all other currencies on the other).

Another general characteristic of -gxchange-and restrictive system
as a whole would be that the cruse would become de facto a convertible
curreney. ihis would be the result both of the absence of restriections on
payments through the free market and of the fact that the new law implicitly
prescribes that import licenses shall be granted without quantitative re~
strictions. This aspect would be considered as a healthy development,
together with the aforementionec simplification of the import rate system.
Some possible difficulties, however, must be pointed out which suggest the
need for much caution and preparednesc before any such move is made.

In commection with the introduction of a de facte convertidility for the
crugeiro, the doubt arises as to whether most of the minor export products
which are now sold to countries with which Brazil has a paymente agreement
could compete with similar products of other countries on a hard currency
basis. It is possible that no difficulties would appear in the initial
phase when the accumulated import demand may tend to keep the general level
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of the free rate rather bigh. But, after the initial adjustments, it cannot
be excluded that difficulties could appear for a number of export products.
For the exporter would be confronted with the alternative: either to ask
his importer to pay in dollars for his products which in many cases may
prove to be impossible; or to accept the payment in a goft currency. But
this currency would possibly be quoted in the free market in Brazil at such
e discount as to make the cruzeiro proceeds unremunerstive. It could be
argued that these posgible difficulties would induce the undertaking of
investments to reduce costs of production. Although this caanot be excluded
@ priori, it should be noted in the first place that by and large the main
diments to exports in Brazil are transport facilities and such other
general facilities, the improvement of which is much beyond the investment
possibilities of a private operator. In the second place, it should be noted

that if inflationary conditions contimue the rate of money proﬁ.z %‘h Eu e ffo
- remain very high in a number of activities, and this could pro s
exportier who encounters price difficulties to shift to other activi

instead of improving the cost conditions of the one in which he is engaged.

Also on the export eide, it should alse be borme in mind that on the
basis of Law 1807 of January 7, 1953, export proceeds of coffee, cotton and
cocoa cannot be sold in the free merket. This obstacle might be overcome

market; but in this way it would become a large scsls operator in the market
and once so engaged 1t would be difficult for it simply to play a neutral
rcle. The Bank of Brazil might therefore sssume the responsibility of regu~
lating the market in which case it would need & masge de manoeuvre which is
presently not available,

On the import side there would arise some difficulties of a different
type. In the present system the relationships between the various effective
lmport rates is meintained by chanzing the percentages of exchange allocated
to the various categories. Under the system envisaged by Law 2,10 this
allocation would no longer be possible. If difficulties arose it would be
necessary to proceed to commodity reclassifications. This problem is partiocu-
larly important for the industries which procegs imported raw materials and
which benefit from the protegti 2¥ing from a higher classification of
theif finished products. The point that is being made here in this respeect
is not that the present relationships among import rates should be maintained;
but, rather, that should the authorities consider it necessary and deairable
to meintain those relationships, they would probably superimpose other )
selective devices which would make the system much more complicated than it
appears,

unnecessarily restrictive, or too low, depending on the demand and supply
conditions prevailing during the period mentioned. In case the surcharges
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sre relatively low, the importation of lwmries end of goods considered as
non-essential could not be sufficiently restrained in a subsequent period
of exchange stringency, md this could induce the authorities to reintroduce
quantitative restrictions on importe by some additionsl device.

To conclude, there is guestion as to whether the relative simplifications
in the system envisaged by Law 2110 would be lost in the event the authoritles
and the nublic deoided that such a system did not provide the selectivity,
the protective featurss and the outlets for certain exporta that the present
system orfers.

“hould the shift of imports to the free market be only partial, the
rate simplification feature would not be obtained. DMoreover, it is likely
thet since auction "“agios" would continue to exist, the surcharges would be
no longer fixed, but would be probably changed at fixed intervals of one
month., This would result in effective rates constituted by the superimposition
of two fluctuating elements; one of which--the free market rate-—representing
the present market conditions (for both current and capital transactions) and
the other representing the condition of the limited auction merket during the
past three months, under fixed supply conditions. Tt would seem that a system
of this type would be more complex than the present one.



Table 1. Foreign Trade, 1954

(In millions of U.S. dollars)

Brazilian “PBrazilian

Countries imports exports Balance
(c.1.2.) (f£.0.b.)

Grand total 1,662 1,550 -112
Convertible surrencies 8k 596 -248
United States 546 5Tk /28
Dutch Antilles 124 - -124
Venezuela g2 - -82
Canada andwlovesSeovie Ll 15 -30
Other countries L8 T -4l
Inconvertible currencies 818 954 £g6
West Cermany 160 186 f26
Argentina 107 . 99 -8
France 86 95 /9
Great Britain 18 T 56
Japan 81 68 -13
Sweden 61 56 -5
Italy 48 53 5
Holland 34 45 11
Finland 33 41 /8
Denmark 34 35 /1
Uruguay 37 31 -6
Other countries 118 172 /54

Toraign trade data as gathered by the Customs. A conversion rate of
Cr$16.50 per dollar was used for this table.
Source; Superintendency of Currency and Credit.
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Teble 2.

Forelpgn Trade-Selected tries

(in mi11i0as of dollars

A

Balance

Eﬁ‘ EW E!% pet’ ;532 T3 1
iieat Geruany 107 186 111 160 #56 £26
drgentin g5 oo 188 197 -173 <7
France as 95 b ¥4 | 6 -2 /Q
Great Uritain &7 74 51 18 £3% 50
Japan 55 o8 i3 o £i2 «13
Sweden 59 €5 b 6l é; -5
Italy s1 53 28 4F A5
Hollsnd &4 45 17 3% £27 Al
Finland 1% 41 9 n Lo }{a
Belgium 20 22 # 4 Ale o

17 & conversivn rets of Crél6.50 per dollar hen bean uged,
Source: ansual feport of the Bank of Urasil, 1953; Superinteadensy of

Curvensy and Credit,

e ~ovar



Table 3 . Exports - Principal Cormodities
by Currency Area

(In rdllione of dollars)

o

Products Convertible 195%nconvnrt1ble COnwertiblelgsgncouvertible
Currencies Currencies Currencies Currencies
Coffee 655.5 L34.7 499.3 2.8
Cotton 2.6 99.2 3:1 220.0
Cocoa 2.7 50.6 33.2 102.7
Other 185,/ _86.6 _O&.3 190.7
Total 86€.2 671.1 599.9 9461.9

Source: Superintendency of Currency and Credit.
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Table }" ) ( SEasY: Foreign Trade ~ Composition of Importe
(In millione of dollars)

Category 1953 1954
Raw materials 358.9 469.1
Foodstuffs : 290.1 27.8
Machinery and equipment, vehicles and

accessories 40l.1 490.9
General manufactures 143.7 193.1
Chemicals, pharmaceuticals, etc. 85.7 172.3
Other importe 29,1 60.4

Total 1,318.6 1,633.6

Note: These are customs data as gathered by the Ministry of Finance.
Source: Superintendency of Currency and Credit.

.
-
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Table { . Poreism Trade: Wheat Twports, 1954
Origin Volune

' (Metric tons)
Turkey 150,000
Canada 200,000
Argentina 1,950,000
Urugvay 100,000
Pinland 120,000
United States 300,000
2,420,000

Source: Confidential data provided by SUMOC.,

2
Table ¥ . Index of Prices of Exports and Imports

I II IIX
Terus of Trade
Exporte Importe (1 £ 11)
1948 100 100 100
1953 Monthly average 192 101 151
1953 Jaruary 182 96 1%0
Adarch 197 95 207
June 182 107 170
September 203 106 191
Deceuber 231 98 235
195, January 2,2 12 a6
February 269 119 226
March 302 127 238
April 300 PR | . 225
May ~— 36 5 T 188 216
June % © 150 ; 20
July 323 Ly 224
August 302 153 198
September 344 e 233
Qotober 339 148 228
November 347 s
December

Source: Conjuntura Economdea, Rio de Janeiro, Brazil, Jenuary 1955.



Table ""," Foreign Currency Auctions in 1954, by Monthe

(In thousands of respective currencies)

Argentina France Japan Sweden Itely Finland
(Agreenent (Prench (Agreement (Swedish (Agreement (Agreement
dollar) franc) dollar) kronor) dollar) dollar)
SRt
Jun. - -- - .- 1,851 902
Feb. -- 349,650 1,500 14,975 593 1,233
Mar. 4,705 2,598,750 7,367 39,725 3,068 2,409
APT. 3,924 3,073,350 9,7¢3 45,050 k,b13 - 11817
May 1,663 3,449,000 10,378 30,685 o 7 o Jol 1,351
June 1,168 3,632,300 10,626 19,685 h ,099 1,027
Juky 906 2,654,050 5,596 7,970 4,639 1,600
Aug. k5 2,232,650 5,096 6,875 5,377 1,561
Sept . 690 1,005,550 1,699 -- 2,700 1,963
Oct. 473 560,000 1,050 -- 1,778 1,413
Nov. 616 419,300 599 10,000 1,295 1,285
Dec. T34 640,000 600 2,750 1,342 2,607
Offered

Jan. - -- - -- 1,900 1,500
Feb. -~ 350,000 1,500 15,000 600 1,500
Mar. 60,500 2,673,650 7,400 40,000 3,100 2,500
Apr. 141,200 3,300,500 10,100 47,000 4,600 2,500
May 3,200 3:""65)000 10,800 k3:°°° 9,000 3,500
June 3,184 3,645,250 10,800 20,000 5,400 2,000
July 1,216 2,654,750 5,600 8,000 4,800 1,800
Aug. 1,000 2,240,000 5,100 6,900 5,400 1,600
Sept. 500 1,015,000 1,700 -- 2,700 2,000
Oct. 800 60,000 1,050  -- 1,500 1,600
Nov. €50 420,000 =600 ~ 10,000 1,300 1,300
Dec. 1,250 840,000 -~ 600 2,750 1,350 2,900

Source: Superintendency of Curreuncy and Credit.
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Table * . Coffee Exports
(In mdllione of bage)

Yoar  Total 1954 195 .
1946 14.0 Jm 1.125 1.204
1948 17.0 March 1.375 1
1949 16.3 Subtotal 3. Lhds 3.789
1950 16.8 L
1951 14.9 April <998 «991
1952 16.1 m ATh .
Subtotal lf% 2‘:%
July 626 .876
August 518 i. gg
September .
Subtotal 1.9 3.906
Qctcber «855 1.553
Noveuber 1.547 1.792
December 1 .g.2;§_. 1.659
Subtotal 3.0652 5.104
TOTAL 10.945 15.559

Source: U.8. Department of Agriculture and various publications on
coffeo.

. Coffee BExports, 1955 c
In thousands of bags) . ...
( — /4} ket

. Week To United " o Cther Total
Honth : mdglg Total ‘Stgg,ghe . Burope Countries 1954
Jenuary  1/8/55 255 130 55 70 326
\ 1/15/55 205 79 124 2 250
1/22/55 160 v 7 12 379
1/29/55 2 113 120 1L =5k
864 399 370 95 1,109
February ~ 2/5/55 171 8 80 5 245
i) 2/12/55 10k L5 37 2 147
2/19/55 ue 53" %0 5 212 7
2/26/55 . Lk e B 2 a2 «
537 - 229 261 Ll 916
March.  3/5/55 338 L0 LS 60 1 20'5"1/
4 3/12/55 137 108 %0 9 25,
3/19/55 268 116 15 18 332 b
3/26/55 162 18 12 12 22
: 702 356 296 LO 5407
Aprid 1/2/55 230 140 20 0 327
‘, /9/55 159 120 25 1 277
" h/l6 55 306 187 117 2 220 |
/5 237 157 85 15 3
, ‘*/ 307557 239 us 8 1 29
1,17 750 5! L8 3,246
Total——Januvary-April 3,27 1,74k 1,303 =27 1378
1/ Estimated.

Source: Pau-American boffoo Buroau, New ‘Iork Coffes Market.



Table 9. Coffee Prices, 1937-55
(In U.S. cents per pound)

Year Santos 4L's in New York
1937-39 9.9
1940841, 11.8~~0PA set price at 13.4 centa in 1348-44,
1946 21.8=~Ceiling price lifted in July 1946.
1947 30.1
19,8 26.8
1949 27.5
1950 50.9
- 1951 54.3
1952 S54.1
1953 58.5
1954 78.3
1953
January 54,0
Barch 61.8
June 56.0 ;
July 59.3~=Frost in Erasil, July 3, 1953.
SOptember i 6105
December 6.3
1954
January 72.5
February 76.0 ,
April 87.0-~High point 95 cents on April 1, 1954.
May 85.5
June 87.0~~June 3, 1954, 37 cent mirdmum,
July 88.3
August 75.5—Depreciation of export rate in Bragil.
September 7.8
Uctober 70.0
November 72.0--Cofjee dellar rate fixed at Cri3i.50 per
~7 .dollar
December 68.5
1955
January 67.0
February / 63.5
Z 69,0==Cof fee rate raised from Crf31.50 to Crf37.06.
p ¥ 55.5
23 57.5--Reaction as other countries reportedly
introduced minismw prices.
March 58.2
April 58.2
May 11 55.0
Source: International Financial Statistics.



Table 10, Exports by Principsl Commodities

(In millions of cruzeiros)

Coffee Cotton Cocoa
Per cent Per cent Per cent ~ Per cent
Year Value of total Value of total Value of total Value of total  Total
1950 15,908 6k 1,936 8 1,446 6 5,623 22 24,913
1951 19,448 60 3,823 12 1,276 k 7,57 24 32,51k
1952 19,213  Th 640 2 763 3 5,k49 21 26,065
1953 21,696 68 2,238 7 1,532 5 6,581 20 32,047
158 21822 ST 5,017 15 3,827 10 6,751 18 38,317
1/ Through November.
Sources: Benco do Brasil, Relatorio, 1953; Mensario Bstatistico, January 1955.
Table 11. Exports of Cotton, by Principsl Countries
(In millions of cruseiros)
1950 1951 1952 1953 1954/

Great Britein 769.4 1,490.2 0.7 553.1 588.3
Germany 46.5 374.3 7%.8 328.1 6830
France 264.8 541.6 186.7 195.6 492.7
Japan 192.0 , 256.3 22h.3 359.2 915.1
Other 643. 4 1,160.3 153.4 802.4 1,806.5

Total 1,936.1 3,822.7 639.9 2,238.4 &,485.7
I/ Jasuary-Avgust. sl i oo R

Sources: Amu'io Estatistico do Brasil, 1952, 1953, and 1954; Mensario Estatistico,




Table } ) Bueiness Turnover and Volume of Productiom,

- 1953 « 1955 )
(LTFS rmescld,, Aviioamgl T2
Volume of Production
Business Index of
Transactions Iron Total
at constant and Electrie Incustrial
Rrices T e Power Production
1953
Monthly ,
average hVA 197 122 138 146
1954
Jan. 144 212 138 150 151
Feb. 148 222 134 168 150
Mar., 155 211 143 147 i51
Apr. 155 223 153 154 157
May 154 . 218 158 151 158
June 153 206 152 15, 15
July 150 230 137 153 153
Aug. 151 241 130 151 149
Sept. 151 242 13 161 15
Oct,e 156 256 150 Li6 163
Nove 158 252 152 154 169
Dece 156 239 157 157 169
1955
Jan, 152 163
r‘b. 148
Sources Conjunturg Fconomica, March 1955.



Table 13. Brazil: Volume of Agricultursl Produetion -
' Prineipal Crops 1/

(Thousand metric tons)

teg.o 1948 1950 1952 1958 1954

Domestic Crops
Maigze 5,507 6,023 5,907 5,98 7,01
Rice 2,554 3,218 2,931 3,072 3,448
Handioca 12,455 12,532 12,809 13,44 14,210
Sugar 30,893 32,671 36,041 38,337 39,048
Beaus 1,83 1,28 135 1,387 1,85
Export Crops -
Coffee 1,037 1,0l 1,125 1,110 1,053
Cotton 320 393 515 38 450
Cocoa 37 153 11 137 152

1/ The above crops have been listed in order of importance in terms
of the total value of production,

Source: Bank of Brasil -~ Anmual Report, 1953; Corjuntura Feoromica;
Statistical Yearbooks, Brazil; Braszilian press; Brazilian
Goverrment frade Bureau, New York; Boletin Estatistico,
Instituto Brasileiro de Geo rafia e Estatistica.

ZTT g
— /#.’»



Puble i t oﬁn?& Yomet-ry ‘osoumts of Bvastl 4/

{Ila B43lion= of cruzaires)

R0 T U T RO € T R « T L i
Ler, Jagte Dett, Lee. Jom. e,
Boas Seot Cleime omt : . .
s Publjc sscter . 28 268 A M0 8S A BB Sl
tet elsdme o Joveransn w. ) 25,2 33.2 3.8 Ww‘ﬂ 3.6 38,1
Yet #ladwe om O77lelnal ntitles (25§ 26.8) 8.2 208 . 1.3 135 18,7 8.7
§ 8 E.n ”‘ﬂ’u =t ‘... | O i | PR M@o. “! L “&v@ N»wo\\.. ﬂmo‘ Nuom.v
fon~come L ury davosi 2.7 i, 0 -6 2B | <34 2.3 -2, -2,
. rivshe sucter Q2 WX gL2 o Bes Q3 129
Losme sad f@westoonte . G4 - JIC,0  1&7.9 F1¥8.7 1K® 1808 102.9
5 wgu»ﬂ. devosite «21,.% -18.0 ~38.% ~19.5 | -30.1 20,8 -22.0 -22.2
¢. Zepeiz: secter & 8,5 =2k 23 \Z207  -16.0 =200 =20
crelys msgete 13.9 10,4 11.1 12.0 11.2 a3 2.9 Fe5
Joretmm 131 1t10et/ 4 ~i.5 6.5 =178 16,7 15,3 «l80 <1620 =36,
« | sxilemge prexiua A‘»g#upgg : 3
- bonusen) - - - 24 | S ALz aL? .1 ~13.8 1.7
5. aeher e 220 36 2 M.y A1 =g 25
Waclon: tfisd nezets 8.5 1.8 '3 LX: .3 10.7 12.) 131
Unolaseiffed 21sdiditice and
g’& gﬁgr ,v I.WVQQ 'ﬂmoﬂ* '.W&-w %uo ‘H&h'ﬂ 'anomﬂ '&Qo -W@oﬂ
Homey ﬁ.,ﬁunt.h s through 3) .7 -80,6 <)ok} =124 125,46  =171.23 =3 S291.5 =150,
Querency $feued Mw» x..l..z.« . 7% lnn.\mm #ﬂd ll.m.!.. ...WWM.”.W uu twmmm.ﬂ umm.www
Curremey twld by Libis é.1 6.3 7.7 9.1 7.8 8.1 8.7 r,, 1 2.6
Carrency with tae publis -2%8.1 «28.8  =2,8 0 7.9 3.1 i, 5 -85 -3 wiif 3
“onsary derosite -53.2 62,2 725 86,2 883 92E 277 -102.6 -102.8

uu Uoncolidation of ~coownts of wf Yomst ry ‘o&c«»«»n- vy Vo commarcinl Besies.

i Nometsory utboritien.

“inue zism indicates :.!»»38 of Baak=

2/ Iscluiing soms sccounts of the forelisn srchangs derartosnd (onerncoes ola»%.!snl glv snd rarch-as® and ealaee

3/ TRINE0Re Sh 10 ST 'Y e aevaiumins.

4“ Pebt recitioms vithk Torelgn Dedke, obligations in for:fm e

—

i Iatsrnaticasdl PMmwednl -Y.-»ﬂ:: »é qun

@

a7 uwvahl

for lomns ogan..ni end Jdezosite for suchenve.
tnﬁ:ﬁ.ﬁtg&glgp



Table \MHionmuppau of Money in Pragil: Changes in Solected Honetary Accounts

p
(in vi1130ons of Crureiros)

A —— v
| 1951 1952 1953 195% 1954 1955
Mer, Juna Sert. DTec. Jan, Feb.
i -
. e £.6 10,6 12.8 1,9 29 0,9 Lol - !
: £ 3 8.0 4.9 Dk & 5L wanD 5.7
Net claime on Government ( 13 3 6.6 2.6 7.9 . 2.4 252 3.0
et claims on afficial entities n.a, n.2, 2.8 2.5 .8 e 1.9 b
" Lonns to official entities - Hoﬂ HQP - 2 »-u o= o.m o ou o
seronetery Genosits of off. eut!ties .
18,2 15,3 18,2 33 5.2 9.5 13,8 1.8 ! -
5 Louns and investaments 14.9 15.6 19.9 3530 5.8 Aled 15.0 259
v«.Ow)m..:;—Nwavgq nm.a).mu,ﬁm > w.m - .w = HON - = Qm - Oﬂ - HIN - CN
G, oy .- mw-m Lo mPO - b-ﬂ .Wlwnm . ‘ulh\v ‘Unlu = htM‘ Lot e e
“orelgn assets - TP .2 9 - 28 = .8 =1.9 . - 4¢3
Foreien 1iabilities - W AT - A geN B x B =T
Prchange oregpda (egios) and Yonuses - il e ~11.9 R Al o e
n, e S — PPM « com -, Hbm 'm - HoN PN - PIH
Cﬁ M 10”& A w.zunsgww uv U.Nl\w Huom NODO N_Vbb. N’D“ mwom, bcw I@ﬂt. - ..N.i, MIN
Currency iscued P b1 L,0 7.7 12,0 - .1 1.8 5.4 4.9 -l.2
Currency beld by banks i 8 =ld 220 13 23 .6 e 14 .5
ngtm.ﬂ.ﬂq e..u.ﬁ,’ te Jﬁ?u,u.n Wo\w UGN mo@ Huhoo HON Hom bam u-m = 7
£ «v%"ﬂrq Q_QM\.OUMQ. w.o Hm;.\\u HUCQ Haob ucu. u.s.w MOH to@
Source: Table & . <



Table bm Loans and Inwetments of the Pank of Brazil
: and Commercial Bagks

(in villione of cruzeiros)

Rapk of Bregil 1/ ——Commercisl bauks
End To To To busi. To com- & T To’ To busi-
of Total Gowvern- of {foial ness and mercial Governs of ficial ness and
neriod ment 2/  entities  individuals bankg _ment _entities individuels
1950 41.8 22.4 3.1 16,3 5.0 M 2.3 ' 63.2
1951 53.2 22.1 5.0 26.1 6.5 3.1 ) 68.3
1952 70,9 27.6 6.9 34 8.1 14 L.0 73.6
1953 82,2 912 8.6 k2,4 11.4 o Y S 87.4
1954 1116 3¥6.2 15.9 59.5 12.3 1.3  :5.3 103.4
kuu LA
IQsr. 71.3 27.6 7.3 36,4 8.1 1.4 2.6 2%.8
II Qsr. 73 28,8 7.2 37.4 8.5 1.4 . N 79.2
IIT Qtr. 75.9 30.0 7.5 384 11,0 1.4 “ 3.3 83.9
IV Q¢r. B2.2 31,2 8.6 L2 11,4 1.4 \ 5.0 87.4
1954 \
I Qtr. 85.8 33.0 9.2 43,6 11.3 1.3 52 92.1
N” D.*woo OUON umvcﬂ U.Hcm bmcﬂ HN.W HOM POW O-NON
nwn Qtr. 102,4 3.3 13.4 577 13.6 1.5 5.2 103,.2
V Qtr. 111.6 36,2 15.9 59.5 12,3 1.9 5.3 103.4
1955
Jan, 110.8 36.3 16,2 58.3 12,1 )
and. HHH-V -wﬂoo Pmou mmom H“om

En.

1/ Consolidated accounts of all Departments of the Bank and of the Benking Mobilization Fund,
.Q Loahs and investments in government securities net of government dencsits with the Banco do Braszil.
It aleo includes the net balamee of certain accounts of the Foreign Exchange Department ("otras contag"),

Source: Ipterpationa] Fipancial Statistics, IMF, April 1955,



Table 17. Imdex of Prices

T ) 2 - 4 3 -
/ot 7. { LA -
/w/,y-d e AL gy 2 £x o

Tatex of ;Qr cont Imiex of the  Fer cent
#holdssle prices inersase sost of living inorease

—sh.Zan Fenlo, .

1948 100 0
1949 1% 9 - o8 -
1950 124 73 104 6
1951 146 12 113 Q
1952 163 12 133 18
1953 122 5 162 22
1684 246 n 190 17
1954 Jeguery 219 byl

Pahruary 226 i

“areh B0 177

Adpril 242 126

Eay 244 129

June 247 190

Jaly 252 19§

tugust 253 o7

- Jeptenber 255 108

Tataber 2% 250

Novepber 260 203

Nenember 263 ns
1655 Jamonry 265

Pobeuery 7




1%
Table 1¥. Erezil: Government Flnances

Federal, State and Municipal Goverrmments
(In billions of cruzeiros)

Actual Recelpts Actual Expenditures

Total Federal Sta Municipal Total Federal Statel/ Municipal
19k6 2.6 1.6 8.3 3.¥ 2hs6  1L.2 8.6 1.8
1957 25.0 13.9 8.9 2.2 26,1 13.L  10.h 2.3
1968 20.7 15.7 11.2 2.8 31.0 15.7 12.4 2.9
1949 35.6 17.9  13.9 3.8 39.7 20.7 L9 L.l
1950 L0.6 19.h  16.L k.8 - L7.Lk  23.7 1B.5 5.2
1951  55.0 27.Lh  22.9 L7 53.7 24.6 2L.L L7
1952  61.7 30.7 25.1 5.92 65.3 8.5 30.8 6.02
b oBd i ke 1P 2 B3 %3 g
1955 101.2 $3.8% 37.8¢/ 10.2 119.9 68.1Y 11.5 10.3
1/ Includes Federal District.
2/ Budget estimate.

Including extrabudgetary deposits.

Source: Bank of Brasil, rt, 19533 data provided by Superintendencia

da !oeda e Crédito.
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Office Memorandum

S Y
©  : The Managing Director paeApril 4, 1955
Fom : Paul J. Brand 77/

SUBJECT : (offee

You have probably seen the attached news story or similar
ones indicating some agreement in principle between Brazil and
Colombia on stabilization of coffee prices through withholding
of excess stocks from the market. At the moment we have no infor-
mation beyond that appearing in the press. It is too early to
say to what extent the other coffee-producing countries would
Join in such a move and, of course, implementation of such a
policy would not be without difficulties, particularly con-
sidering the payments position of some of the countries concerned.

Apparently in response to these news reports, the New
York coffee market was strong last Friday; July, September, and
December futures rose the daily limit of 2¢ a pound, with the

remaining future contracts (May 1955 and March 19565 registering
lesser gains.

The Wall Street Journal reports today that U.S. roasters
have recently stepped up their buying of green coffee in order
to replenish their working stocks which are believed to be
f"down to rock bottom".

We shall continue to follow developments relating to
coffee.
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Office Memorandum *&

T0 : The Managing Director pate: March 29, 1955

FRoM  : Paul J. Brand / W

SUBJECT : Coffee

As requested, I attach a press report on yesterday's
coffee market. The market on the whole was firmer, though
apparently without any particular excitement. Increases in
futures ranged from .56¢ for March 1956 to .93¢ for May 1955.
The spot price was up about #¢ for Colombia and roughly
unchanged for Santos. Except for the attached one, the
reports in the other papers (New York Times and Wall Street
Journal ) make no reference to any particular cause for
yesterday's rise. I checked with a U.S. source yesterday
on the report published in the New York Times Monday morning
and was told that he had not heard of any plans for stock-
piling or special financing of coffee.

We shall, of course, watch the situation and inform
you of any major developments.

#4N
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Decree YNo. 2410 of January 29, 1955, Published in the
Diarlo Cficisl of Jonuary 31, 1955

The President of the Rerublic: I advise that the Naticnal Congress de-
erens and I sanction the following law: '

Art. 1. The regime of prior license for trading sbroad, under the tarms
provided for in Law 2145 of Decembar 22, 1952, ie extended until Juns 30, 1956,

Art. 2. If the "xscutive FPover congiders it feasible to eliminate in
-whole or in part the mublic suction of exchangs certificaies and ennsecuent
obteining of import licensee, establishine that some or o1l imperts be licui-
dated in the free merket, the exchange surcharpes obteained through the auetion
bids shall become the eguivalent of the following percentages of the average
auction hids in the auctions held in the last three -onths.

1st Category 35%; 2nd Cutegory 50%; 3rd Category 65%;
4th Category 75%; 5th Category 10CK.

First FParasgraph - Import licemses svall be grented to all those who re-
gquest them with a rayment of 508 of the surcharges corresponding to the re-
spective cuterories. The bulance shall be paid as & condition of custom
clearance direcctly to the Bank of Brazil or to the customs itlself, at the
sere time er the import duties, as provided for by SUMKC.

Second Paragrarh - That vart of the eurcharge paid to the customs wiil
not be considered a enstoms raceipt for any twrposss.

Art. 3. The court injuncticns which may be requested for clearance of
any type of goods coming from abroad, either without prior license or with
a license which is considersd to b2 fules, shall cbrarve the followlng norms:

(a) In no cese shall congideraticn be given to any preliminary susven-
gsion (suepensec liminar) of the reigsure order against which the court injuncticenm
had been reguested in accordance with Article 7, item 2 of Law 1532 of 1951.

{(b) Onee the injunction is gravtad by the judge of the court of first
instenee, and if the President »f the Federal Court of #ppeal doog not suspend
its execution, this injunctien wildwh® VETIL bofGre 1t Is confirmed by the
superior court only if the impowrter, in the judgment -f the Iaspector of
Custome, offers remutsble banking rusrantec or poste = bond of the federal
public debt in the nominal value corvesperdiing to 150 per cent ad valorem of
vthe imported merchandise es prescribed ir Artiels 6, parugsrach 4 of law 2145
of December 29, 1953.

Art. 4. The impertation or introdunction is prohibited, undar sny title,
of any zutomobile considerad s luxury (one), tho price of which in the market
of origin ig in excess of $3500, the respective egiirmunt being cormuted in
the price.

Art. 5. This lav shall enter into force on the date of ite publication,
inclvding its oblig:tlon, for this rurpose the firet Paragraph of Art. 1 of
Decree Law 4657 of 1942 being revoked.

Rio de Janeiro, Jarusry 29, 1955, 134th. of Independence and 67th. of the Republie.

(S8igned) Joao Cafe Filho
Yiguel Seabra Fagundes
Eugenio Cudin

P aai¥ Wavamnnsiam



Fees e

ol = AN o N B & SLL AN i»-a"»’r,}f’

B fEW *’Y@KI@ T}M*ES,
o

CORERE TAX PLAN -

l}‘-»»“hf

-SCOR EMHWAZW

;&a;ﬁwﬁ “vwfx ﬁmgﬁ
I
I R

r;gﬁw&mczoup& ﬂgﬁﬁses’f*mse
E;remotion”Levy&me i
fﬁo‘je;a@ aag zawmg

ﬁgﬁ k4 % Ay Rfﬂ f‘dﬂr =3 “‘%\ﬂ
S R o S O R A
e Spesiilto The'New” vgrmmw %
“ﬁmnw:gnmmo an 23—Ay
progosed‘ Brzz:ﬁan%tax} ot 25
¢ EF ( Umted“ Stategs&cmﬂfencyya
O, dch Eag oﬁ;eoffeeuexporteda 1%
opp o&ed%‘bg' ’the Rural?Assqeratxon_
of, sao Bafilo- - 500 % }w%m«
) fThé@»pregenﬁ’tax 28100 cents 4l
bag of Jszg“pouﬁﬂs Itwls “used, for|
promotmnaﬁpurgoses; [ ecta;gy
inthe Umted*’Sfaﬁes o Bl
“*Horacxd‘”&ntm I?extég;dwectom
of the Pan Amemcan* Goifgg@Bu“‘
redn ; whazas Wsiting; Jh%re@vhas
beefi ggvguig mor&promafmn dand
for::that fééasom 1’%* askmg’ for
greater.f financial” elpicA, 25 cen&
taguwomdypw&ﬁee*the e:gtra. %
gnue need@d,g whe-sald .5 w@ ae~ S

g g*fﬂaﬂﬂ -

Ry
fi’
roran ¥

R s sl i o —

1\“

E

)«@QT

B

“"’Ld'?ﬂa.tl f; Bz&ixlwcofﬁ%e
owers” ;“would . no t “accept . Sen-
"‘é‘é%‘wia“ﬁgeﬁ';‘;"ﬂ:; el
enhor Prade hag othen g

afces...« Ongsrelates, “tox, Goyern-
by wﬁyergggula,gmﬁ”’s“ 1at, Weelt réx
og@*subsidxe% on gev-

et 8ot far asccoffee”1s
concerné; g, SenlorPrado smdy the
RunaL“mssdcx%qmonsmets ~the
iglgcree age azprovomtu:m E
sd%@aﬁeS?%th@WmQWW@bhaf
ﬁomlses‘“ sfimulatmgiexports 5o
manufagtured”"goodsgwoﬁlmcause
seartities: hei‘e’gand*«thaz{;dug&gr
pPIICes: m@homeimﬂké 85 ‘woule
engﬁg@” s ‘%ﬁ; g ﬁﬁ%%ﬁi’%

5 "!?"

i; > Orgaiiy eromt S“‘een%‘*x

e

i T
Seqjtgrﬁ‘frrmo ﬁi«aax‘é*’il’recgf thal
famew mig}mje;fen,ibegtemp{:ec
fo ;ergamz a,@caxﬂgmggg agams|
the &ggulaa tionsy; amfthengz‘oum
{that tHe »gwogglwaa\toredm'*a";
g@dﬁrédﬁ’prﬁucts@w§me ~detr,

etgﬁbfﬁfaﬁm :pz:ddu&fzs £ Cofted
growers and éxg&ﬂgg&arso}would
jomn-mithe campdign;; wsmd:i%
. sMeantime for”thwﬁﬁ’n
mf:hméaa‘xeaﬁ,z«m:a Zil. hasaas;as
wisitor-ManueliMelia }ehe 1 of the:
Colombiasi Coffee: AFggemtio g

o '"'?M“ > S “W\W‘*WWWW&E“%MW
®,
B E
m

o x,

Colon I Hg,
ofia of tHe:financiakpowery of s,
untry - He is&nowmn%s&o Paitlo
! cbnfétﬂng "imt%lan’gwgmwers%f
ee, but.fite precisessub; gg%pa;s
tﬂﬁhegﬁ‘%ﬁmﬂﬁﬁeﬁ.ﬁ% favke
Seiiotz Mejlaé haszbeen ~81E. ad+
vocate, 6ffw yea ungpiei pgifee
pmaeﬁitandw l}l%;%o asgdﬁ over-]
pro on’ &Voé'sﬂglase Feon
operafion. | l&:etweenw‘Braz Hein é
lotthia, ~the *Waﬂd}s:%‘iwwlargest
cgffemgrqdumngf rations et
7. Thes Colombians: hgxﬁves@ that!
Tughs eoffee prices, mightlead o,
exce’ﬁfsﬂ'r@plantmgsﬁin%ther‘éﬁuné
tries and!éreate: gverpriduction”
IThiS7hes aontenﬁ“s‘l Woul@p ng|
ehaos‘?i;mifhe na."’a‘m wﬁc%eﬁp,nm
jorpal’ expm'i: 18008 feey 10 ;%fff“

.
e M#M&Wﬁ’x Py ﬁ.a‘m B

14«,»« T TR T

2
%‘*ﬁmw%



T g

Facts about the inflation in Brazil for some years, say 1952-55
indicated e.g. by
a) cost of living index
b) wage increases
c) increase of money supply (indicate in footnote how it is computed)

d) increase of bank credit:
i) by Banco do Bresil

ii) by other banks

e) Total amount of credit given by 3 do B to
Federal Government and Autarkias (end of year figures for 1955
or last available figures)
States and municipalities



Facts about the inflation in Brazil for some years, say 19562-55
indicated e.g. by
a) cost of living index
b) wage increases
c) increase of money supply (indicate in footnote how it is computed)

d) increase of bank credit:
i) by Banco do Bresil

ii) by other banks

e) Total amount of credit given by 3 do B to
Federal Government and Autarkias (end of year figures for 1955
or last available figures)
States and municipalities



Executive Board Meeting 53/10

held on February 19, 19563 at 3:00 p.m.

1. Exchange System - Brazil

(In the paragraph before the decision on the second page)
....... It was pointdd out that a continuing expansion of money and
credit had been among the main inflationary causes and the view was
expressed that such an expansion could probably not be curbed effectively
u

until a central banking system was established. The Chairman said that

he had coneto agree fullly with that view. .......
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