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... what is most likely to happen is that the historian will find 
whal he is looking for, namely, the documents which will exp]ain and 
illustrate his own point of view. But what is he ]ooking for? Surely 
he is looking for the truth - for what really happened. lt is his job as 
a scholar to form as exact an idca of past events as he can from the 
surviving evidence. But the instrument with which he looks at the 
past is modem. It was made, and shaped, and it operates, in the pre
sent. It is his own mind. And however much he bends his thoughts 
toward thc past, his own way of thinking, his outlook, his opinions 
are the products of the time in which he lives. So that aU written 
history is a compouncl of past and present. 

C. V. vV cdgwood, "The Present in
the Past," The Listener 53
( 10 February 1955): 235.





Preface 

This is the definitive version of our study, which first appeared in 
mimeographed form in 1971 under the title "Aspectos do Crescimento 
da Economia Brasileira, 1889-1969". 

While this study was in progress at the Instituto Brasileiro de 
Economia (IBRE) of the Fundação Getúlio Vargas (FGV) in the 
period August 1969 to December 1970, a number of individuais gave 
thc:ir assistance in helping us overcome various technical problems. 
We are especially grateful for the help of Professors Isaac Kerste
netzky, Jorge Kingston, Maria Henrique Simonsen, Ralph Zerkowsky 
and Moacyr Fioravante. Professor George Stolnitz, director of the 
International Development Research Center of Indiana University, 
made useful suggestions on ways of incorporating demographic anal
ysis into the framework of economic growth. 

The group which assisted us on the preliminary version included 
professors David Carneiro and Sérgio hamos da Silva, and the so
ciologist Maria José Santos, who authored appendix B, "Demographic 
Trends". 

Vve also received the valuable collaboration of professors Car
los M. Peláez, Douglas H. Graham and Margaret H. Costa. Professor 
Peláez was contracted through a USAID agreement to write a mono
graph for the project entitled "An Economic Analysis of the Brazilian 
Coffee Support Program, 1906-1946: Theory, Policy and Measure
ment". In the period July-August 1970, after the termination of the 
USAID agreement, he was contracted directly, through project funds, 
to write a second monograph entitled ''The Econorrúc Consequences 
of Monetary, Exchange and Fiscal Orthodoxy in Brazil, 1889-1945". 
Professors Douglas H. Graham and Sérgio Buarque de Hollanda Filho 
contributed a monograph on interna} migrations and economia 
growth. The definitive version of this monograph appeared under the 
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title Migration, Regional and Urbnn Growth anel Development in 
Brn.:il: A Selectii;e Analysis of the Historical Recorcl, 1872-1970 ( São 
P:mlo: Universidade de São Paulo, Instituto de Pesquisas Econômi
cas, 1871). Finally, Professor Margaret I-I. Costa and her team at the 
Centro de Estudos Fiscais, IBRE/FGV, contributed a chapter on the 
public sector. This was reproduced in the preliminary version of this 
,York. 

ln their studies, Pelácz, Costa and Graham u·ied to quantify, 
respectively: the impact of coffee policies on the coffee sector and 
on public finances, as well ns the effects of monetary policies on the 
economy; the causes anel effects of the growth of the public sector, 
from both the rcceipt anel t..½e expenditme side; and lastly, the mag
nitude of migrations and thcir causes. Our task in this final version 
was to consolidate and attempt to link their quantitative informa
tion to the information wc had gathercd on foreign trade, agricul
tura! output and industrid production. To this we added our studies 
of exchange-rate policies, foreign indebtcdness anel protection of 
industries. We also attempted, where possible, to account for histor
ical and polltical factors which throw some üght on long-run trends 
and struch1ral changes in the Brazilian economy. Without the contri
bution of Professor Margaret H. Costa and her team, it would have 
been impossible to examine aclcquately the interrelations between 
monetary, exchange-rate and fiscal policies and their effects on the 
economy. 

ln the early phase of this sh1dy, we received the valuable sup
port of the president of IBRE, Professor Octávio G. de Bulhões, and 
the executive director of FGV, Dr. Alim Pedro. 

The first version of this work benefited from the criticisms of 
a number of economists, including Werner Baer, Denio C. Nogueira, 
Carlos M. Peláez, and Arízio de Vianna. 

For the present version, we would likc to thank José Almeida and 
\Vemer Baer for their criticisms and suggestions. We, of course, as
sume full responsibility for deficiencies and errors which might still 
exist. 

It should bc mentioned that research for the preliminary version 
of this study was financed by funds from a grant from the Ford 
Founclation to the Instituto Brasileiro de Economia of the Fundação 
Getúlio Vargas. 

The work was originally translated into English by David Garlow 
and Thomas Trebat under thc guidance of Werner Baer, and subse
quently cdited at IPEA by Sheryle Laveme Oliver. 
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Note of Explanation 

Throughout the period covered by this study, .the city of Rio de Ja
neiro was the capital of Brazil and therefore known as the Distrito 
Federal. When the capital was transfcrred to Brasília in 1960, the 
city becmne the Estado da Guanabara. Then, in 1974, Guanabara 
was joined to the Estado do Rio de Janeiro. The city, in turn, became 
the capital of the new state, which retains the name Estado do 
Rio de Janeiro. Thus, when making comparisons on the basis of the 
current geopolitical division, the city of Rio de Janeiro ( ex-Distrito 
Federal) and the former Estado do Rio de Janeiro should be aggre
gated. 

Up to 1942, the monetary unit of Brazil was the mil-réis (1$000), 
which was divided into thousandths (e. g. $20 = 20 réis or vintém; 
$100 = 100 réis or tostão; $500 réis). Note that l 000 mil-réis was 
denominated one conto de réis and written 1.000$000. ln 1942, the 
mil-réis was replaced by the cruzeiro ( Cr$ 1,00). The cruzeiro was 
equal to one mil-réis, but divided into hundredths (centavos). Hav
ing been eroded by inflation, the cruzeiro was replaced in 1967 by 
the cruzeiro novo ( NCr$), equal to 1 000 cruzeiros antigos. Three 
years later, the adjective "novo" was dispensed with. It is this cruzeiro 
that is the current monetary mút of Brazil. In this translation, the 
unit employed is that which was in effect dming the greater part 
of the period studied - that is, the mil-réis. For ease of comparison, 
it should be remembered that one cruzeiro = l 000 cruzeiros anti
gos and/ or one conto de réis. 
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lntroduction 

A study of the economic history of a country should be based on 
documents and statistical information. While we shall not ignore 
the influence of historical and political events on long-run economic 
h·ends, the emphasis in this work is on the construction and inter
pretation of basic statistical time series. Along the lines of the pio
neering work of Deane 1 and Kuznets,2 our main objective is to 
analyze the trends and structural changes in the Brazilian econorny 
in thc period 1889-1945. 3 

Although the statistical series in this volume represent our most 
important contribution, they should be uscd and interpreted with 
care. They are incomplete and thus do not permit macro analyses 
of the evolution of the Brazilian economy for the entire period under 
study. The series are often based on primary data of questionable 
accuracy. For this reason we felt it wise to avoid the use of more 
sophisticated techniques of statistical analysis, i. e. the construction 
of econometric models. We also thought it advisable to avoid testing 

1 P. Deane nnd W. A. Cole, British Economic Growth, 1688-1959 ( C:un
bridgc: Cambridge University Press, 1967). 
2 S. Kuznets, Modem Eccmomic Growth: Rate, Structure, and Spread ( New
Haven: Yale University Press, Hl66). 
3 Our project wns initinlly to cover thc period 1889-1969. However, we 
found that the post-World \Var II period had alrcady been studied by various 
authors. This was largely due to the greater availability of systematically 
collected and published statistical information since World War II. We felt 
that a study of the postwar period would therefore have lcd to a synthesis of 
the work of others, and consequently thought it better to concentrate on the 
period up to the end of World War II. 
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a priori hyPotheses, which are frequently based on "nonobserved 
facts"." 

Our maio interest was to determine in what ways government 
economic policies had a positive effect and in what ways they 
inhibited the growth anel diversification of the Brazilian economy up 
to 1945. Our intention was not to criticize past policies, but rnerely 
to verify, in the light of modem economic analysis, the failures 
nnd successes of the policies pursued. Needlcss to say, these gen
erally reflected the doctrines prevalent at the time they were 
formulated. 

For the years up to 1919, only individual sectors of the economy 
could be analyzed. However, for the period 1920-1945 it was pos
sible to construct aggregative series. Due to inadequate data, re
gional aspects of growth were given less emphasis than desirable. 
Although our study concentrates on monetary, exchange-rate and 
fiscal policies, therc can be no doubt that the coffee-support policies 
had a special significance for the Brazilian economy during the 
period under review. A separate section is therefore devoted to their 
analysis. 

We also attempted to examine how government policies in
fluenced long-run trends and structural changes in output and 
foreign trade. vVe werc especially interested in finding answers to 
the following questions: To what extent was government policy, 
especially coffee policy, responsible for the lag in the d.iversifica
tion of agriculture and the industrial growth of Brazil until 1945? 
Given endowments which favored industrial development, why did 
industrial growth only accelerate in the thirties? To what extent 
was interna! economic activity dependent on foreign trade and thus 
vulnerable to international crises? What was the role of internai 
and intemational migration on economic growth, especially regional 
growth? Finally, was there any growth in Brazil's real per capita 
incarne prior to 1945? To these and many other questions we hope 
to provide answers in the chapters which follow. 

The analysis is organized around a number of subperiods. Un
fortunately, it was not possible to select these according to rigorous 
scientific criteria. Rather, they were chosen according to distinct 
historical-political cvents, and to thc economic cycles perceptible 
through the statistical data available. 

Chapter 2 surveys the long-te1m trends for the period as a 
whole. Since it summarizes thc entire volume, the reader not in-

4 ln this connection, scc the excellent article by \1/. Leonticf, "Theoretical 
Assumptions and Nonobserved Facts," Amcrican Economíc Rcview 61. no. l
(March 1971): 1-7. 
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terested in details can limit his effmts to this and to the concluding 
chapter. Chapter 3 analyzes the economic crisis at the beginning of 
the Republic, especially the monetary crisis, and the subsequent 
recovery in the first decade of this century. It was in the latter 
period that the first important spurt of industrial growth in Brazil 
occurrecl. The drnstic effects of the international crisis of 1913 and 
of World vVar I on the Brazilián economy are thc subject of chapter 
4. Although thcse events brought about important modifications in the
structure of agricultural output, they impeded continued industrial
development. Chapter 5 examines the heyday of the export-oriented
economy, when the influence of coffee-support policies was most
notable. ln the period 1919-1928/ 1929, the growth of the Brazilian
cconomy was basically a function of the expansion of foreign trade.
Chapter 6 describes the impact of the coffee crisis and the Great
Depression. Although therc was a rapid growth of industrial pro
duction in the thirties, this was counterbalanced by the continued
coffee crisis anel the stagnation of agricultural output, resulting in
the stagnation of real incarne. Chapter 7 summarizes the effects of
World War II. The latter placed a damper on industrial growth,
but due to favorable foreign-trade conditions, there was a rise in
per capita incarne. Finally, chapter 8 contains our principal con
clusions.

We would like to call attcntion to the fact that chapi:ers 2 to 
7 comprise conclusions drawn from the data anel analyses presented 
in appendices A to H. The first of these, which we consider the 
most important, is a description of the methodology used in es
timating the basic statistical series. The others cover topics that it 
did not seem opportune to detail in the main text. The statistica1 
appendix contains the basic series used throughout the work. 
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Long-term trends, 1889-1945* 

2 . 1 - Introduction 

ln the closing years of the Empire, the Brazilian economy was fun
damentally agricultura!. The principal activities consistcd of coffee
growing in thc Center-South of the country, sugar cultivation in 
the Northeast, and rubber extraction in the North. Most of the 
output of these activities was exported; and taken together, the tbree 
represented an averagc 80$ of total exports. 1 It was thc agricultura! 
sector which, through foreign trade, generated the foreign exchange 
necessary for the domestic consumption of imported manufactured 
goods, for capital formation, and for the payments due on the 
foreign debt. !! Even government financing depended on agriculture, 
since 75% of federal tax rcceipts originated in the foreign-trade 
sector. 8

• The purpose of this ehapter is to give a general notion of long-run trends
in thc eeonomy. It is based on thc more detailed information presented in
the subsequent ehaptcrs and appcndiees.

1 Instituto Brasileiro de Geografia e Estntlstica ( IBGE), Anuário Estatístico 

do Brasil, 1939-1940, p. 1374. 

!! Ministério dn Fazenda (MF), Finanças do Brasil, 20 vols. (Rio de Janeiro:
Tipografia do Jornal do Comércio, Rodrigues & Cia., 1955), vol. 19: Dívida 

E:rtema, 1824-1945, by V. F. Bouças, p. 580. This is thc best source for 
long-run trcnds in the foreign dcbt. Data on the tradc balance can bc found 
in IBGE, Anuário Estatístico do Brasil, 1939-1940, pp. 1358-59. 

3 This infonnation was obtained from thc Fundação Getúlio Vargas, Instituto 

Brasileiro de Economia, Centro de Estudos Fiscais ( FGV /IBRE/CEF), 
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Rubber erlraction benefited from the migration ot manpower 
from the Northeast,4 while coffee-growing in São Paulo depended 
to a large extent on European immigrants. 5 However, the sugar 
production of the Northeast and the growing of coffee and other 
crops outside São Paulo depended on slave labor. It is thus not 
surprising that the abolition of slavery at the end of the Empire, 
even though expected, created some distress in ngriculture. Many 
farmers were in need of liquid resources to finance production and 
to pay for mortgages which were previously guaranteed by the 
ownership of slaves and land. The government was forced to pro
vide these resources. ln agreement with various banks, agricultura] 
banks were created to which the government provided half of the 
capital. 0 

There also occuned a financial crisis at the time, which was 
attributed mainly to the dearth of money supply. 7 The abolition of 
slavery probably accentuated this crisis. To counter it, a banking 
law was passed in 1888 empowering banks to issue notes which 
could be used as legal tender. 8 Although the aim of the law was 
to create a banking system with a lOOi reserve, in effect it gave 
rise to "one of the most notable inflations in the history of Brazil." 0 

These were the most important factors influcncing economic 
policies right after the declaration of the Republic in 1889. ln the 
following sections we shall examine the short- and long-tcrm cffects 
of these policies. Did they have a positive or restrictive effect on 
the growth of the Brazilian economy until 1945? While the avail
able data do not permit us to give a definitive answer to tliis 
question, they do allow us to make suggestions based on partia] 
evidence. 

4 D. H. Graham and S. B. <lc Hollanda Filho, Migration, Regional and
Vrban Growth and Deve/opment in Brazil: A Selective Ana/ysis of the Historlcal 
Record, 1872-1970 (São Paulo: Universidade de São Paulo, Instituto de 
Pesquisas Econômicas, 1973), p .  21. 
e; The statc of São Paulo was already one of the major coffec-producing 
states in 1887. However, it accounted for only 16.9% of the country's slaves. 
See S. Stein, Vassouras, A Braz.ilian Coffee County, 1850-1900 ( Cambridge: 
Harvard University Prcss, 1957), p. 295. 
0 MF, Reliltório, 1889, p. 29.

MF, Relatório, 1884, p. 62; 1887, p. 20; 1888, p. 11 . 
B MF, Relatório, 1889, p. 26. 

° C .  M.  Peláez, ººThe Economic Consequcnces of Monetary, Exchange and 
Fiscal Orthodoxy in Brazil, 1889-1945," pp. 14-15. This monograph, cspecially 
written for this study in August 1970, was subsequently publishcd in Portuguese 
as "As Conseqüências Econômicas da Ortodoxia Monetária, Cambial e Fiscal 
no Brasil entre 1889-1945," Revista Brasileira de Economia 25 (Ju]y-Septcmbcr 
1971): 5-82. 
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2 . 2 - Economic and financial policies during 
the Republic 

Brazil's economic policy, as reflected in its monetary, exchange
rate and fiscal policies, was characterized by sudden and frequent 
changcs in orientation. In the period 1889-1945 there was a ncar 
constant preoccupation with the maintenance of balanccd budgets, 
and with monetary and exchange-rate stability. For a number of 
reasons, however, the authorities were often forced to abandon such 
policies. The financial burden of servicing the foreign and domestic 
clebt, thc decline in federal revenues due to foreign-trade crises, 
and the occasional need for special expenditures ( mainly military 
expenditures or outlays due to regional climatic factors such as the 
Northeastern droughts) often led to budget deficits, resulting in the 
issue of new money when foreign loans were not available. The 
frequent changes of administrntion were also responsible for a cer
tain instability in the orientation of economic policy. In thc first 
eight years of the Rcpublic there were 12 finance ministers,10 each 
with his own set of policies. Radical policy changes occurred over 
very short periods of time. It was common for periods of deflation 
ar stabilization of prices to be followcd by periods of severe in
ílation, and vice-versa. 

It could bc argued that if economic policy in the period 
1889-1945 did not hamper economic growth, ncither did it give it 
much of an impulse. On a number of occasions, reductions in the 
money supply, increascs in taxes, and cuts in government expendi
tures occurred in the midst of depressions. Also, the Brazilian mon
etary institutions were not suited to a developing economy. It was 
only in the thirties that institutions were created that could make 
long-term loans for the expansion of productive capacity (e . g .  the 
Carteira de Crédito Agrícola e Industrial - CREAI of the Banco 
elo Brasil), or could assume the functions of a central bank ( the 
Caixa de Mobilização Bancária - CAMOB, founded in 1932). A 
description of the policies adopted in the 57 years following the 
cstablishment of the Republic should help provide a better under
standing of the long-run trcnds in the Brazilian economy. 

10 A. Bulhões, Ministros da Fazenda do Brasil, 1808-1954 ( Rio de Janeiro: 
Departamento de Imprensa Nacional, 1955), pp. 12-13. 
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2. 2. l - The inflation at the beginning of the Republic
and thc subsequent stabilization policies, 
1889-1898 

The first Republican government inherited a numbcr of problems 
from the Empire. The crisis in agriculture, which was worsened by 
the prolonged droughts of the early nineties,11 madc it necessary to 
place new financial rcsources at the dispasa! of that sector. This 
required that the amount of money in circulation be increased in 
arder to avoid the allegcd commercial constraints of the last years 
of the Empire . 12 

However, the balanced-budgct policies required a reduction of 
the deficit. This was diffícult to achieve for two additional reasons. 
First, on the expcnditure side, the government had to periodically 
buy foreign exchange to service the foreign debt and to cover the 
costs of railroad debts, on which it hacl guaranteed interest pay
ments. This resulted in large fluctuations in the exchange rate. 
Since the government was the biggest buyer of foreign exchange,13 

its entrance into thc market, which occurred at specified periods, 
caused substantial speculation. Second, on the revenue side, 75% of 
federal receipts were dcrived from import taxes,1-1 which were col
lected in domestic currency. Given the short-run fluctuations and the 
Iong-term tendency of the domestic currency to devalue, the govern
ment often purchased foreign exchange with devalued mil-réis,
thereby making it impossible to balance thc budget. 

The most imp01tant mensures adopted were: an increase in the 
credit granted to agriculture; the founding of banks entitled to issue 
notes; and the collection of customs duties in golcl. ln thc period 
1888-1890, the govcrnment extendecl about 50 thousand contos ele

réis to agriculture. lG These resources were channeled through the 
banking system, which, through contractual arrangements, comple
menteà these funds with equivalent amounts. 10 The gold tariff 
began to function in early 1890, aftcr a brief experience with a 
flexible tariff in 1889. At first, customs duties amounted to 20%, 
but within a few months they had risen to 100%. 17 The gold tariff 

11 Jornal do Comércio (JC), RcLrospcclo Comercial, 1889, "Introdução." 
12 MF, Relat6rio, 1888, p. 20. 
13 JC, Relrospeclo Comercial, 1897, p. 36. 
14 Data from FGV /IBRE/CEF. 
15 MF, Rclat6rio, 1891, pp. 6-15. 
10 MF, Rclat6rio, 1889, 1890, :md 1891. 
17 JC, Retrospecto Comercial, 1891, "Tarifas." 
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was abolished by the budget law of 1892, which fixed duties at 
50 and even 60%. 18 

There can be no doubt that the most important policy measure 
was the banking law of 1888. 10 The immediate concession to banks 
of the right to issue notes led to an increase in the money supply 
substantially above the needs of the day (see graph 1). ln the years 
1889 to 1894, a period during which output was adversely affected 
by the abolition of slavery and the drought of 1889, the money 
supply increased 3.5 times. This resulted in an average yearly price 
increase of 20% ( graph 1) and a rapid devaluation of the exchange 
rate. 20 The spurt in the founding of new enterprises, which had 
already begun at the end of the Empire, was given an added im
pulse by the banking reform, the new laws concerning corporations 
( sociedades anônimns ),21 and the optimism which accompanied the 
new regime. ln the absence of a central control mechanism, there 
was a burst of speculation, especially in stocks of "ghost companies" 
( empresas fantasmas); this led to the crisis known as the "Enci
lhamento" in Iate 1891 and the collapse of many firms . 22

This period of "easy money'' was followed by a period of rigid 
stabilization policies, especially after 1894. The aim of these policies 
was to reduce government budget deficits and to control the money 
supply . 23 It was felt that the deficits were the principal cause of 
the increascd money supply, and that this was the principal obstacle 
to appreciation of the exchange rate. The implementation of these 
policies was hampered mainly by the persistence of federal deficits. 
The extraordinary military expenditures and the large sums needed 
for servicing the public debt made it difficult to reduce expendi
tures, while the devaluation of the exchange rate had a dampening 
effect on imports and subsequently on government receipts. Thus, 
in 1896 the government was forced to charge extra import duties. 24

However, when at the end of that year the fali in the price of 
coffee worsened the trade balance, more drastic measures were 
adopted. 

18 Ibid. 
10 Peláez, pp. 15-Hl. 
20 This also reflected the problem of n shortage of foreign exchange (see 
app. C). 
21 MF, Relat6rlo, 1891. 
22 Peláez, pp. 20-21. 

23 lbid., p. 29. 
24 FGV /IBRE/CEF, based on the federal balance sheets. 
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Towards the end of 1896, the government stepped up its stabi
lization policies. ln arder to rcduce the money supply, the privilege 
of issuing notes was withdrawn from banks. The treasury took over 
all bank notes in circulation so as to unify thc money supply. The 
right of issue bccame a government monopoly, and the new money 
was to bc completcly convcrtible . 2� As a complementary action,
even greater emphasis was given to eliminating the budget deficit 
and apprcciating the cxchange rate. Howevcr, no new measures were 
adopted to these encis. 

Once again. policy objectives were not completely realized. The 
international coffec price continued to decline, causing export re
ceipts to fali. The dearth of foreign exchange, which was worsened 
by payments on the foreign debt, had two important repercussions. 
It accentuated the devaluation of the exchange rate, which obviously 
favoreci coffee exporters. It also reduced imports. Given the pre
dominance of customs duties in the tax structure,2° the decline of 
imports caused a substantial decrease in government tax receipts . 
This was the most important factor behind thc deficit of 1897, though 
some of the responsibility can also be laid on the previously men
tioned rising military and foreign-debt-service expenditures. To 
finance the deficit, the government reliccl in part on new foreign 
borrowing and in part on increasing the money supply. These trends 
forcecl the government to negotiate its first foreign funding loan 
in 1898. 

A question that dicl not receive enough attention in the first 
10 years of the Republic was the foreign-exchange devaluation. There 
were good causes for this devaluation: the demand for foreign 
exchange exceeded the supply, and internai prices were rising. How
ever, the rate of devaluation surpassed the rate of inflation. ln 
fact, it was difficult to counter these trends in a period when the 
price of coffce was continually falling. Also, some of the newer 
industries had an interest in a declining exchange rate because of 
the protection it offered. Only the government was hurt, since it 
was the largest buyer of foreign exchange and since its receipts 
depended almost entirely on customs duties. The government's 
principal aim in the period 1899-1902 was to counteract the decline 
of the exchange rate. 

2G Pcláez, pp. 30 ff. 

26 ln the period 1896-1899, customs duties accounted for nbout 921 of federal 
tax receipts. FGV/IBRE/CEF. 
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2. 2. 2 - Deflationary policies and the economic
recession, 1899-1902 

Towards the end of 1898, the government's finances were in a 
chaotic state. Expenditures exceeded receipts by approxirnately 100% 
(see table 1). 1'he rise of the internal price levei ( it had tripled 
in relation to 1889) had caused receipts to deteriora te. At the sarne 
time, the servicing of the foreign debt had substantially increased 
due to the decentralization resulting frorn the constitution of 1891, 
which permitted states and municípios to borrow directly abroad. 
ln the first 10 years of the Republic, the externai debt increased 
by 53%,27 and in 1898 the public debt accounted for 53.2% of federal 
e>.-penditures. 28 Many of the foreign loans were used to finance the 
government deficit, thus complcmenting the issuance of new cur
rency. As a result, the government was forced, still in 1898, to 
negotiate a consolidation of the foreign debt through new bor
rowings, i.e. old debts were paid via the creation of new debts. 
The depreciation of the exchange rate, which was an important 
factor in stimulating the founding of local industries, also kept the 
dornestic price of coffee high ( and thus the incarne of the coffee 
growers). The latter stimulated an excessive expansion of productive 
capacity ( through the planting of new coffee trees), which resultecl 
in a crisis of overproduction. At the time there was increasing pres
sure for the government to intervene in the market. 

It was in this climate that a change of government occurred 
on 15 November 1898. The new policymakers adopted very strong 
stabilization measures, and these, in marked contrast to prcvious 
stabilization efforts, proved successful. One might question, how
ever, how valid the stabilization aims of the new regime were. 

The changes in the policy orientation of the ncw government 
were quite radical in nature. 20 Domestic industry was viewed as 
"artificial", or able to survive only at the cost of excessive exchange
rate devaluation and protectionist tariffs. It was also felt that the 
exchange-rate devaluation not only benefited the incarne of coffee 
sector, but also resulted in the appearance of inefficient coffee 
growers. The inflation caused by tne Encilhamento left governrnent 
finances in chaos and thus necessitated a tax rcfonn. Finally, it was 
thought that the money supply was excessive in relation to the evo-

21 See app. D, "The Evolulion of the Externai Debt." 
28 Ibid.

211 MF, Relat6no, 1899, '1ntrodução ao Relatório do Ministro Joaquim
Murtinho," pp. 40-43. 
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lution of economic activities,30 and that this cxcess of money relative 
to the pound-sterling value of cxports was the principal cause for 
the exchange-rate devaluation . 31 It was therefore necessary to give 
the economy a thorough "monetary cleaning" ( saneamento mone
tário). 

The policies adoptcd were mainly aimed at easing the pressures 
in the foreign-exchange market and reducing the money supply. The 
principal objective was to appreciate the exchange rate so as to eli
minate artificial industries and ele ar the coffee sector of inefficient 
producers. ln Junc of 1898, an agreement for a moratorium on the 
foreign debt was obtained. It suspended all payments for 13 years.32 

The agreemcnt specified the obligation of the Brazilian govern
ment to eliminate the budget deficit and to withdraw from circu
lation a sum equivalent to the total value of the loan. This sum 
would bc withdrawn from circulation as the bonds of the accord 
were sokl. This was to continue until the desired exchange rate was 
obtained. Customs duties were once again collected in gold. This 
measure was supposed to provide the government with go]d and 
thus eliminate the necessity of its entering the foreign-exchange 
market directly. 

Somewhat !ater, adclitional complementary measures were intro
duced. In 1900 customs tarriffs were raised, and in 1901 a new 
foreign Joan was obtained (for double the amount of the conso]
idation agreement) in order to rescind the contracts of the 50% of 
the railroads with which the government stilJ had agreements 
guaranteeing interest payments. 

The effects of these measures can be seen in graph 1 and ta
ble 1. The deficit of 1900-1901 is explained by the loan-financed 
expenditures for the rescinding of the railroad contracts. Otherwise, 
all objectives were attaincd. The money supply was reduced; prices 
had fallen about 30% by 1902; the exchange rate appreciated, rein
forced by the counterspeculation of the Banco da República do 
Brasil ( which, in practice, had an exchange monopoly); and in 1900 
there was a large surplus in the trade balance aue to the rise in 
the price of coffee. 

Despite these achievements, the new policies were responsible 
for the bank panic of September 1900 in Rio de Janeiro. 33 ln fact, 

ao Pclácz, p. 41. 
31 Linking the exchange rate to the ratio between the value of exports ( in 
foreign currency) and the growth of the money supply was possibly the 
weakest aspect of the economic policy of the time. Peláez, pp. 41-42. 
a2 App. D, "The Evolution of the Externai Debt." 
33 J. P. Calógeras, A Política Monetária do Brasil, 1910 ( São Paulo: Com
panhia Editora Nacional, 1960), pp. 340-50. 
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the defla?onary policies caused a general crisis in the banking system. 
The pamc seems to have been set off by the withdrawal of funds 
from the Banco da República in arder to pay its debts to the trea
sury. 34 The crisis could have been mitigated by the large trade 
surplus. However, the latter had no inflationary effects; on the 
contrary, the government was dctermined to reduce the money 
supply. lt is difficult to find a plausible cxplanation for this para
doxical situation, given available statistics and documents. lt is not 
conceivable that the trade surplus financed the capital outflow 
connected with debt repayments, mainly because of the size of 
the trade surplus in relation to repayments and because of the 
steep drop in the exchange rate. One hypothesis is that there oc
curred a forced accumulation of foreign exchange in the hands of 
coffee exporters. Whatever the true explanation, it is a fact that 
the trade balance had a negative effoct on bank liquidity and thus 
contributed to the crisis. 

Finally, although there are no macroeconomic indicators avail
able for the period, it is almost ccrtain that the deflationary policies 
had a negative impact on the levei of economic activity. The most 
important consequence, however, was a general consensus in favor 
of government intervention in the coffee market. 35 This resulted 
from the elimination of the mechanism which protected the income 
of coffee growers: the continued devaluation of the exchange rate. 

2. 2. 3 - Economic revival, 1903-1913

The new govemment which took over in 1903 continued the eco
nomic policies of its predecessor, a phenomenon which is unusual 
in the annals of Brazilian public administration. The money supply 
was stabilized, the exchangc rate was appreciatcd, customs duties 
continued to be collected in gold, and thc government budget was 
balanced. At the sarne time, however, a program of publíc works 
was undertaken which led to a general revival of economic activity. 
At a later stage this program was substantially augmented, creating 
budget deficits which probably offset - at least in part - the damp
ening effects of monetary policy. 

The public-investment program consisted of sanitation and ur
banization works in the federal capital, plus the constmction aml 
equipping of ports and railroads. Expenditures for gross govem-

84 lbid., p. 344.

es C. M. Peláez, "An Economic Analysis of the Brazilian Coffee Support 
Prognm, 1906-1945: Theory, Policy and Measurement," in Essays on Coffce 
and Economic Development ( Rio de Janeiro: Instituto Brasileiro do Café, 
1973), p. 64. 
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ment capital formation, which had fallen to less than 3% of total 
expenditures in 1900-1902, rosc to 9% in 1903, and reached 24% in 
1912. 30 These new expenditures were in largc part financed through 
new foreign borrowings. This explains why the government initially 
cncountcred no difficulties in maintaining a balanced budget and 
stabilizing the money supply. ln 1908, however, an international cri
sis brought on a decline in foreign trade. Since about 70% of taxes 
still carne from customs duties, there was a drastic decline in gov
ernment receipts. As a consequence, budget deficits reappeared and 
continued for thc next fow years. \.Vith the rise of service payments 
on the forcign debt as a result of new foreign borrowings, the 
budget deficit worsened until 1913. 

It was not, however, the government deficit which made it 
difficult to achieve monetary stability in 1909-1912. The new money 
supply resulted from the government's attempt to attain another 
objective that was perhaps politically more important: exchange 
stability. 

The govemment was successful in its initial goal to appreciate 
the exchange rate. Strong market pressures for appreciating the rate 
of exchange accompanied the inflow of capital loans for public 
works and other government activities 37 and the suspension of 
payments on the foreign debt due to tbe debt-consolidation agree
ment. However, appreciation hurt the coffee producers, whose in
carne in domestic currency suffered as a consequence. This led the 
government to counteract these trends. Through the Banco da Re
pública do Brasil ( transformed in�o the fourth Banco do Brasil at 
the end of 1905), it bought foreign exchange for public-works 
expenditures, and gained a near monopoly position as foreign-ex
changc trader, sincc the Banco negotiatcd 80% of foreign-exchange 
transactions and 75% of gold certificates. 3s 

ln the hvo years 1905-1906, the exchange rate appreci:rted 
by 25%. This substantially reduced the profitability of coffee grow
ing. With the immincnce of a large coffee crop in 1906-1907, which 
caused a drop in international coffee quotations, pressures for official 
intervention in the coffee sector ( which dated back to the last 
years of the nineteenth century) increased substantially. 

eo Data from FGV/IBRE/CEF. It should bc mentioned that a part of this 
perccntage increase was due to rcduced expenditures on the foreign debt in 
1911. ln 1912, however, the government resumed full service on the foreign 
debt (see app. D). 
37 Especially the sale of the Sorocabana railroad ( see app. D) . 
:is JC, Retrospecto Comercial, 1907, pp. 71 nnd 115. 
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The first coffee-support plan was formulated in 1906. 30 Although 
there was no program for government intervention on the federal 
Ievel, the states succeeded in having their support programs guaran
teed against an eventual appreciation of the exchange rate. This 
was achieved through the creation of an institution on the national 
leve!. Through the Taubaté agreement, the Caixa de Conversão was 
established. Its function was to secure a stable exchange rate. 40 

It was the issuing of notes by the Caixa de Conversão that was 
mainly responsible for the large increase in the money supply in 
1909-1912, and for its subsequent decrease in 1913-1914. The latter 
caused a run on the Caixa's deposits and forced it out of existence. 

The exchange rate remained stable until August 1914, when 
there were again strong pressures for its appreciation. This obvi
ously helped to protect the income of the coffee sector, which was 
in full accord with the coffee-support plan. The defense of the 
coffee sector - perhaps the most important aspect of Brazilian 
economic policy prior to World War I - would remain a key 
objective for many years thereafter. The distortions this brought 
about are obvious: the artificial maintenance of coffee prices inter
fered with the proper functioning of the market mechanism in 
efficiently allocating investment resources. The productive capacity 
of the coffee sector was thus increased substantially beyond what 
the market required. As a consequence of the distortions in re
source allocation, the development of other sectors was held back, 
including the diversification of agriculture. It is true that industry 
and transportation benefited from the periodic rise in the terms ot 
trade and the capacity to import. But the question rcmains as to 
whether the Brazilian economy might not have grown and diversified 
more rapidly had there been no coHee-support program. 

2. 2. 4 - The first world war and the abandonment
of stabilization policies, 1914-1922 

This period was characterized by the forced abandonment of the 
major goals of Brazilian economic policy. Government budget de
ficits increased, monetary stabilization policies were slackened, and 
the defense of the exchange rate was abandoned. The coffee-support 
program, which had been initiated in 1906, resulted in substantial 
increases in the sector's productive capacity. As a result, the expec-

80 Peláez, "Economic Analysis," p. 74. 
40 The Caixa de Conversão was established by Law 1 575 of 12 June 1906. 
Its objectives and mode of operation are described in app. C, "Foreign Trade 
and Foreign-Exchange Policy." 
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tation of huge harvests forced the government to formulate new 
support plans, one in 1917 and another in 1921. 

The international crisis of 1913 hit Brazil through a drastic fall

in the export prices of its principal exports; this, in tum, brought 
on a deficit in the trade balance. Expenditures for imports and for 
servicing the foreign debt remained high. There was no foreign
exchangc crisis, however, because, of the continued inflow of cap
ital, both official and private, 41 and because of the Caixa de Con
versão, which exchanged foreign money for stabilization notes. But, 
ironically, by withdrawing money from circulation and thus helping to 
sustain the foreign-exchange market, the Caixa contributed to deep
ening the recession. 

With the outbreak of war in July 1914, the crisis worsened. 
The inflow of capital stoppecl, causing a balance-of-payments defi
cit. Soou after, in August 1914, the exchange rate rase above the 
stabilization rate, resulting in a collapse of the foreign-exchange 
market. This problem was resolved in September of the sarne year 
through a new accord on foreign-debt consolidation. 42 In addition, 
the Caixa de Conversão was forced to dose following a run on its 
deposits. However, the depressive impact of the massive withdrawal 
from circulation of Caixa notes 43 was partially offset by govemment 
budget deficits. 

The foreign-trade and exchange-rate crisis forced a cut in im
ports. As a consequence, federal receipts, of which import taxes 
comprised 70%, fel! by a third. Expenditures remained high, how
ever, due to the servicing of the foreign debt incurred in the previous 
period, and the maintenance of government investment expenditures 
for the construction of railroads and ports. The resulting deficit 
amounted to 80% of receipts. 

There was thus no alternative but to abandon previous policies. 
Budget deficits - wruch remaincd large until 1922 as a result of 
the high levei of government investments and the public expenditu
res associated with droughts - carne to be financed through ap
preciable increases in the money supply. By 1922, the total supply 
amounted to almost three times the money in circulation in 1913. 
The growth of the money supply showed only in 1919-1920, when 
the economy experienced a monetary crisis. This slowdown was in 
large part due to an unusual increase in the cash reserve/ demand 
deposit ratio of commercial banks ( 57% in 1920). H The money supply 

H Sce app. C. 
42 App. D, "Thc Evolution of the Externai Debt." 
43 The issue of Caixa de Conversão notes fell from Cr$ 406 million in 1912 
to Cr$ 158 million in 1914. Caixa de Amortização, Relat6rio, 1931, pp. 50-54. 
44 See table 114 in the Statistic:il Appendb,, and graph 1 in this chapter. 
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was subscquently expanded in 1912-1922 by the issues of the redis• 
cnunt departmcnt ( Carteira de Redescontas) created within the Ban
co do Brasil in 1921. 4� 

With the foreign-exch::mge-stabilization mechanism clismantled, 
therc was a rapid devaluation from 1914 to the cncl of 1917. By 
Octobcr of 1917, however, the foreign-exchange market had again 
become a mattcr for official concern. Contra! of foreign-cxchange 
operations was established in arder to climinate speculation and to 
hold down profit remittances during the war. ln July 1918 for
eign-exchange trnnsactions bccame subjcct to government approval. 
As a result of these measures, the exchange rate appreciatcd again 
until 1920. ln 1921-1922, howcver, appreciation was once again 
abandoned as a result of the crisis in the foreign-trade sector. There 
can be little doubt that exchange-rate policies continued to be 
strictly tied to policies for the coffee sector. 

After the crisis of 1913, the price of coffee in the international 
market remained about 30% below the leveis of 1911-1912. Tlús 
price decline was partially compensated by exchange devaluation. 
ln 1917, thc expcctation of a large harvest in the period 1917-1918 
led to the formulation of a second coffee-support program. 40 A 
scverc frost in 1918, however, caused a substantial decline in output 
which led to a steep rise in prices. ln 1919 the balance of trade 
showcd a large surplus, which lcd to a consiclerable increase in 
imports in 1920. The lattcr was also influenced by the substantial 
amount of war-repressed demand for imported goods. Capital out
flows also increased at the time. ln 1920 a ncw crisis broke out 
in the coffee sector. Forecasts for a huge harvest in 1920-1921 and 
thc recession in the Unitcd States H causcd a sharp decline in both 
the prices anel the volume of coffee exports. The trade balance was 
in deficit in 1920 and therc was a small surplus in 1921. New 
foreign-exchange difficulties resulted in devaluations which cumula
tively amounted to 100% by 1922. Once more, devaluation protected 
the coffee interests. ln �farch 1921 a new coffee-support program 
was instituted. By then the policies in defense of the coffee sector 
had been institutionalized. The long-term result was a large increase 
in productive capacity, and the final outcome an overproduction cri
sis just a few months prior to the repercussion on Brazil of the 
Great Depression in the industrialized countries. •18 

◄� The Carteira gradually bccame a discount window which financed govern
ment expenditures. Pelácz, "Economic Conscqucnccs," p. 76. 
10 Peláez, "Economic Analysis," p. 93. 
n lbld., p. 98. 
◄s lbid., p. 115. 
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2. 2. 5 - Retum to stabilization policies and the
monetary reform, 1923-1929 

The rigid economic policies pursued from 1923 on had depressive 
effects. The budget deficit was reduccd through large cuts in gov
ernment expenditures. The rate of expansion of the money supply 
was at first slowed down, and after a while the total supply 
was decreased. The foreign-exchange market was stabilized by means 
of an appreciated exchange rate. Had it not been for these policies, 
the economy could have expanded and diversified more rapidly, 
for thc years 1924-1929 were the golden age of the export cconomy. 
The price of coffee reached historical highs, as the coffee-support 
program reaped its greatest fruits. The economy could therefore havc 
sustained a much larger volume of imports had a substantial sharc 
of export earnings not been used to service the foreign debt, to back 
the money supply, and to stabilize the foreign-exchange market. 

Thc circumstances underlying policy changes from 1923 on wcre 
different from those observed in 1913-1914. This time there were 
deliberate changes aimed, above all, at reducing the budget defi
cit. Besides the monetary reforro of January 1923, which gave the 
monopoly of issue to the Banco do Brasil and eliminated the Carteira 
de Redescontas, a number of other measures were adopted with 
respect to financing government expenditures. •19 First, the budget 
law permitted the government to borrow from the Banco do Brasil 
up to a limit of 24X of expected tax receipts. Second, the federal 
government was authorized to borrow in arder to consolidate its 
debt. However, the most important steps taken to reduce the deficit 
were on the expenditure side: govemment investment expenditures 
were sharply reduced from 27% of total expenditures in 1921-1922 to 
3. 7% in 1923. This proportion increased slightly in the next few
years, reaching a maximum of 8% in 1926. �0 

As a result of these measures, the deficit was steadily reduced 
unti1 1925. However, it rose again in 1926 and worsened after 1927, 
when full servicing of the foreign debt was resumed. ln response, 
the government secured a Iarge Joan abroad in order to once again 
consolidate the foreign debt, which weighed heavily in the budget. ni

It also cut investments - this time by 50% in absolute terms, and in 
relative terms from 8% of total expenditures to 3. 7'1, in 1927. ln 
the years that followed, such expenditures continued to be extreme
ly low. Even though the government had resumed full payment 

�o Pel&ez, "Economic Conscqucnces," p. 78. 

�o FGV /IBRE/CEF. 
01 See app. D, "The Evolution of the Externai Debt." 
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on the foreign debt, these strict policy mensures allowed for large 
budget surpluses in 1928 and 1929. 

The issuing activities of the Banco do Brasil were paralyzed in 
1925. This reprcsented a new tightening of government policies. 
The money supply, which had increased by 22% in 1923-1924 due to 
the issuing activities of the Banco do Brasil, was reduced again 
in 1925-1926. This reinforced the depressive effects of reduced go
vernment expenditures and led to a recession of economic activity. 
With the monetary reforro at the end of 1926, policy objectives 
did not ch:mge. The principal goal was to establish a new gold parity 
for Brazil's currency and to stabilize the rate of exchange. To achieve 
these ends, the Caixa de Estabilização was created. Its funds were 
to be used to sustain the desired exchange rate, and its mode of 
operation to be similar to that of its predecessor, the Caixa de Con
versão. 52 The major concern was still exchange-rate stabilization in 
protection of the coffee interests. 

After the crisis of 1921-1922, the exchange rate achieved its 
maximum devaluation in 1923. ln that year new measures were 
formulated to control the operation of the exchange market. n3 Thus, 
exchange receipts from coffee exports were allowed to enter the 
market only at specified times. Likewise, government foreign-exchange 
purchases were distributed over time. ln addition, the Banco ào 
Brasil set up funds abroacl in arder to regulate the exchange rate. 
These measures, along with higher overall foreign-exchange inflows 
due to increased exports and capital inflows, produced strong pres
sures for appreciation of the exchange rate. Although the foreign
exchange department <Carteira de Câmbio) of the Banco do Brasil 
tried to counteract these pressures, the currency had appreciated 
25i by 1926. This partly neutralized the effects of the coffee-support 
program, and exposed domestic manufactures to even more foreign 
competition. 

The most important effects of the coffee-support program of 
the twenties was the growth of thc profitability of the sector. This 
acted as a stimulus to the planting of new coffee trees. The resulting 
increased productive capacity in tne middle of the Dep:ession led to 
the adoption of a drastic contrai measure: the destruchon of excess 
coffee output. 

2. 2. 6 - Stabilization policies during the Depression
and the crisis of the thirties, 1930-1936 

When the world depression hit Brazil at the end of 1929, the econ
omy was already in crisis. To the huge coffee stocks accumulated 

r;2 Sce app. C, "Forcign Tradc anel Foreign-Exchange Policy." 
� Ibid. 
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in the previous years as part of the coff ce-support program, there 
was now added the prospect of a bumpcr crop for the year 1929-
1930. 51 Prices entered a decline, whicli was acceleratcd with the 
international crisis starting in October 1929. Although a trade-balance 
surplus was maintained, decreased capital inflows threatened to 
produce balance-of-paymcnts <lifficultics. This was due to the fact 
that in the previous yenrs the trade surplus covered less than half 
of the foreign-debt payments ( not counting private remittances). 
Thus, a crisis in the foreign-exchange market was imminent. lt was 
folt at first that the Caixa de Estabilização and the Banco do Brasil 
had enough reserves to avoid it. This was not the case, however. 
The banking system already gave evidence of the recession: there 
was a marked increasc in withdrawa]s and a decrease in demand 
deposits. 5:; The decline of the money supply was a natural conse
quence. The government budget showed a surplus, however, owing 
to the large increase in receipts associatcd with the trade expansion 
in the last years of thc twentics. 

A rcasonable reaction to these evcnts in terms of post-Keynesian 
thinking would have becn the adoption of countercyclical policies: 
increased governmcnt expenditures and lower taxes, :;o a larger money 
supply ( new issues to finance government expenditures, easier credit 
policies, reduccd interest rates, more rediscount operations, etc.), 
and devaluation of the exchangc rate. lt is obvious that the vision of 
policymakers at the time was limited and that they did not perceive 
these options. The policies pursued wcre cxactly the oppositc. Balan
ced budgets were aimed for and expenditwes were reduced. The 
money supply was contracted, and exchange contrais were introdu
cc<l to minimize exchange-rate devaluation. Had unexpected circum
stances not significantly raised government expenditures in 1932, 
the effects of tbe Great Depression on Brazil might have been even 
more severe. The most serious problcm was the overproduction of 
coffec, which forced the government to buy the excess supply. Tbe 
latter had little impact, however, in terms of countercyclical fiscal 
policy. 117 

By 1930 the world deprcssion had exerted a profound impact 
on the Brazilian economy. \Vhile thc drop in the price of coffee 
reduced export receipts, the even greater reduction in imports in
creased the trade surplus. The paralyzation of capital inflows, howe
ver, meant that the only foreign-exchange available was that stem-

G-1 Peláez, "Economic Analysis," p. 113. 
ti!i See table 114 in the Statistical Appcndix. 
116 Trus was not possible, however, because govemment receipls wcre reduced 
by a foreign-trade crisis which caused imports to decline. 
ti7 Peláez, "Economic Analysis," p. 203. 
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ming from the trade surplus, and the amount required to service the 
foreign debt and cover other remíttances cxcecded the supply. The 
market rate of foreign exchange began to rise and there was a run 
on the reserves of the Caixa de Estabilização and the Banco do 
Brasil. 58 ln October, as an emergency measure, the Banco do Brasil 
was given the monopoly on exchange operations. With the subse
quent change of govemment, however, this measure was revoked 
and the Caixa de .Estabilização abolished. ú!l lts reserves were used 
to service the foreign debt. 

The foreign-trade crisis also causcd problerns in the public 
finances of the country. Reduced imports decreased government 
receipts, while expenditures were rising substantially. The latter was 
mainly due to increased government consumption expenditures, 
to the rise in government salaries in late 1929, and to thc repression 
of the politica1 agitation which preceded the revolution of Octobcr 
1930. Thus, a large budget deficit appeared which was to have 
a profound influence on fiscal and monetary policies from then ou. 

Brazilian policyrnakers viewed the solution to the economic cri
sis as consisting of the elimination of two basic problcms: inflation °0 

and the budget deficit. 1n the area of fiscal policy, increased taxation 
was considered unfcasible in view of the existing economic crisis. It 
was thus decided to reducc expenditures. On tbe monetary policy 
sicle, it was decided to reduce thc money supply. Already towards 
the end of 1930, the government confiscatcd the notes of the Banco 
do Brasil ( 592 thousand contos de réis or 17 . 4i of thc money issued 
in 1929). Thesc, however, werc not rernoved from circulation, but 
incorporated into thc treasury supplies. 01 Later on, the Banco do 
Brasil was again granted thc right to issue notes; this resulted in the 
issue of 170 thousand contos de réis. 62 

Even su, the total money supply was reduccd by 15% in 1930. 
First, due to the exchange-rate crisis, 720 thousand contos de réis
of Caixa Je Estabilização notes were rernoved from circulation. 
However, the net withdrawal of notes was srnaller because of a 
reduction in the cash hol<lings of the Banco do Brasil. Sccond, and 
quantitatively more important, there was a substantial reduction in 
demand deposits. This was caused by the general economic crisis, 

�8 See app. C, "Foreign Trade and Foreign-Exchange Policy."
�o Ibid.

00 ln fact, at the time, a number of prices were actually declining. See E. M. L.
Lobo et a!., "Evolução das Preços e do Padrão de Vida no Ria de Janeiro, 
1820-1930: Resultados Preliminares," Revista Brasileira de Economia 25 ( Octo
ber-Dccembcr 1971): 235-65. 
e I Caixa de Amortização, Relnt6no, 1931, p. 54.
02 Ibld.
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which had brought about a shortage of credit and difficulties in 
discounting commercial papers. The net result of the policies followed 
was an accentuation of thc crisis in 1931, which was the worst year 
of the Depression in Brazil. 

ln 1931 the foreign-trnde crisis worsened. The price of coffee 
stood at less than half the 1925-1929 levels, and available foreign 
exchange was limited to the trade surplus. However, it was the 
governmcnt's policy to fully honor foreign-debt payments, and there 
were no restrictions on other remittances abroad. The exchange rate 
therefore devalued considcrably. ln August 1931, the government 
suspendcd part of the debt payments and initiated negotiations on 
a new debt-consolidation agreement. ln September 1931 an extreme 
measure was adopted: the introduction of exchange controls, with the 
Banco do Brasil bcinf! granted the monopoly on exchange operations 
and with the establishment of a scale of priorities for the sale of 
foreign exchange. As a result, by the end of the year imports had 
been reduced to less than half of the 1928-1929 leve!. This must have 
partly countcrbalanccd the negative effects on national incarne of 
the decline in exports. GJ Most important, howevcr, was the impact 
of these mensures on public financcs. 

The decline in imports precluded the increase in government 
receipts required to obtain the desired balanced budget. Thus, the 
only way to achievc the latter was to reduce expenditures. Let us 
examine the depressive impact these expenditure reductions had on 
the eeonomy. 0•1 The continuation of payment on the foreign debt, 
plus the expendítures resulting from the new debt consolidation, 
increased debt payments by 78% in 1931, bringing them to 36. 5% of 
total government e:qJenditures. ln spite of this, total government 
expenditures declined by 18. 5%. The most drastic cuts werc in gov
crnment current expcnditures ( almost 40:G) and investments ( almost 
42%). There can be no doubt that this was one of the main causes 
for 1931 bcing the most criticai year of the Depression for Brazil. 
The coffce-support program did not prevent this, since the de
struction of coffee stocks was financed by new taxes. Thus, the 
support program cannot be interpreted to have acted as a counter
cyclical policy measurc. e., l'vionetary policy was rigidly conducted. 
The primary money supply was limitecl to the new issue of 100 
thousand contos de réis 00 by the Carteira de Redescontas of the 

CJ C. M. Pelá.cz, "A Balança Comercial, A Grande Depressão e a Industriali
zação Brasileira," Revista Brasileira de Eco,1omia 22 ( March 1968): 34. 
01 Data from tablc 115 in the Statistical Appcndix. 
Gfi Pclá.ez, "Economic Analysis," p. 203. This interprelation has been chal
lenged, however. Sec section 2. 3 .1. 2 of this chapter. 
ao IBGE, Anuário Estatístico do Brasil, 1936, p. 206. 
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Banco do Brasil. There was, however, an important increase in the 
means of payments because of a risc in demand deposits. The 
resh"ictive policies were interrupted in 1932 because of events outside 
of the economic sphere. This year marks thc beginning of Brazil's 
recovery from the Great Depression. 

The most important factor contributing to the economic recov
ery in 1932 was the large budget deficit. ln this year, about 70% 
of the increase in government cxpenditures was owing to two his
torical events: a drought in the Northeast and thc constitutionalist 
revolt of São Paulo. The budget data show, G7 however, that even 
in the absence of these events, there would still have bcen a sub
stantial increase in the budget deficit. ln fact, only soi of the deficit 
could be attributed to new expenditures; the other cause was the 
fall in tax receipts. 

The continuing world-trade crisis substantially reduced export 
camings. The resulting shortage of foreign exchange (payments on 
the foreign debt alone, even under thc new debt accord, were 
greater than the trade surplus) and the introduction of exchange 
controls in Iate 1931 caused imports to decline drastically. This 
caused govemment tax receipts to decline even more, since about 
half of tnese consisted of import dutics. As a consequence, the budgct 
deficit of 1932 wns the largest yct recorded in the fiscal history 
of the country. 

lt is obvious that thc way the budgct deficit was financed 
would determine its countercyclical impact. ln times past, recourse 
to foreign credit was the standard way of financíng a budget 
deficit. This time, howevcr, the country was having serious exchange 
difficultics and new loans from abroad were prohibited after the 
third debt-consolidation agreemcnt. As a result, the government was 
forced to relax contrais over rnonetary expansion. To finance the 
deficit, 400 thousand contos de réis were issucd 68 ( 13% of the new 
money supply of 1931). The total money supply increased by 18%. 
This was also in part due to a new incrcase in demand deposits. 
The latter resulteà not only from the economic recovcry, but espe
cially from some of the monetary policies adopted at the end of 
1932. 

From 1933 on, the cmphasis of econornic policy was once more 
on balancing the budget, and on monetary and exchange-rate 
stability. Altliough there was a gradual trend toward liberalizing 
the foreign-exchange market in the period 1933-1937, the Banco 
do Brasil always tried to counteract the devaluation of the exchange 
rate. ln 1933 it fought the black market by offering foreign exchange 

u Sce chap. 6.
08 IBCE, Anuário Estatístico do Brasil, 1936, p. 206.
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at an intermcdiate rate. The Banco maintained its exchange mono
poly until 1934, and until 1937 it retaincd a part of the exchange 
receipts from exports in ordcr to furnish the govemment with its 
foreign-currcncy necds. The cxchangc rate was held at Ievels lower 
than the devalued rates of 1931. It was only in 1936 that there 
was another devaluation. By that time, thc foreign exchange re
quired to pay commercial arrears anel to service the foreign debt 
substantially exceeded the trade surplus. 

It was especially in monctary and fiscal policies that the gov
emment proved to be extrcmely inflexible. The strict adherence to 
a balanced budget induced the govemment, after the deficit of 
1932, to cut expenditurcs in 1933 and again in 1935. The continued 
rise in receipts ( due to the recovery of imports, as well as to 
larger sales-and income-tax collections) made it possible to nearly 
eliminate the budget deficit by 1936. 

The rate of growth of the money supply was reduced in the 
years 1933-1934, but rose again in 1935-1936. The monetary expan
sion in the middle of the thirties was caused by two important 
policy measures anel also by the naturc of the Brazilian monetary 
system. 

The first policy rneasurc dated back to the cnd of 1932, when 
CAMOB was createcl within the Banco do Brasil. 00 Its purpose 
was to provide the Brazilian banking system with an institution 
having some of the attributcs of a central bank. It would be able 
to expand and contract the money supply by manipu1ating the 
cash/ deposit ratios of commcrcial banks. The cffect of this institution 
was to tighten the money supply. Thus, in addition to establishing 
the reserve requirements for commercial banks, the decree whicli 
created CAMOB controlled its financing. This was to be done 
through the compulsory deposits at the Banco do Brasil of all casb 
cxceeaing a determined ratio in relation to total deposits. A sym
bolic 1% rate of interest was to bc paid on these forced depos
its. Since commcrcial banks werc operating with large amounts of 
cash at that time, 70 these mcasures were equivalent to an increase 
in the rate of compulsory deposits, and would have a contraction
ary effect on the money supply. This is where the peculiar nature 
of the Brazilian monetary system played a role. 

Although CAMOB had some of the functions of a central bank, 
the fact that it was part of the Banco do Brasil at times made it 
difficult to attain the goals set by monetary policies. ln fact, since 
the Banco do Brasil also functioncd as a commcrcial bank the 
compulsory deposits were not withdrawn from circulation, but used 

oo Banco do Brasil, Relat6rlo, 1933. 

70 Scc Stotislical Appendb:, toble 114. 
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by the Banco do Brasil to make loans. This, perhaps, explains the 
large increase in demand deposits, which was thc main part of 
the expansion of the money supply after 1933. 

A second important measure was the regulation concerning the 
Carteira de Redescontos of the Banco do Brasil adopted at the end 
of 1935. 71 Perhaps in response to the needs createcl by the indus
trial growth of the thirties, rediscount facilities for industrial and 
commercial papers were expanded. The note issues of the Carteira 
were an important primary source for the expansion of the money 
supply until 1936. 

There can be no doubt, however, that the crisis of the thirties 
centered around the coffee sector. Although the federal coffee
support program resulted in the destruction of a large part of output, 
thc fínancing of the program was not inflationary. A tax was imposed 
on each bag of coffee exported. Thus, the resources needed to destroy 
the excess coffce carne from the coffee sector itself. 

2. 2. 7 - Wartime expenditures and trends towards more
liberal monetary, fiscal and exchange-rate 
policies, 1937-1945 

ln the years 1937 to 1945, Brazilian economic policy followed a 
familiar path. Becausc of uncontrollable outside events, the policies 
aimed at balancing the budget and at a monetary stability eventually 
had to be abandoned. Two stagcs can be identified. During the 
first, from 1937 to 1940, the major concerns continued to be reduc
ing budget deficits and limiting the expansion of the money supply 
which financed the deficits. At the sarne time, adverse foreign-trade 
conditions led to exchange controls. ln the second stage, from 1941 
to the end of World War II, since the large budget deficits were 
financed by new issues, there was a rapid expansion of the general 
money supply, and surpluscs appeared in the trade balance. 

The large budget deficits observed from 1937 on were caused 
by increased expenditures to reequip the armed forces, anel, a littlc 
]ater, to finance large government invcstment expenditures on indus
trial infrastructure, transportation, equipment and installations. ln 
spite of this, the authorities were still concerned with reducing budget 
deficits. ln 1939-1940 they diminished the rate of expansion of gov
ernment expenditures. It seems that this was in great part due to 
the behavior of tax receipts, since the growth of revenues was sub
stantially slowed by the adverse foreign-trade conditions that per-

71 Peláez, "Economic Coruequences," p. 89. 
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sisted until 1940 ( import dutics still accounted for about 46% of 
total receipts in 1936-1937). 

ln 1937, a marked ris e in imports ( resulting from the gradual 
liberalization of the foreign-exchange markct and from the indus• 
triai surge) caused the tradc surplus to clisappear. The ensuing for
eign-exchange crisis forced the government to once again grant a 
monopoly on foreign-exchange operations to the Banco do Hrasil,72 

and for the first time in Brazilian economic history, to suspend 
payment on the foreign debt.73 These conditions persisted until 
early 1939. By then, the b·ade balance was again in surplus and 
commercial arrears had been paid off. The foreign-exchange situation 
had improved, and operations were almost totally liberalized. 

It was the drastic cut in imports, however, which made the re
appearance of a trade surplus possiblc in 1939. This was necessary 
because exports remained at very low leveis until 1940. As a con
sequencc of the policies aclopted in 1938, the price of coffee declined 
again in 1938-1940,7-1 and European markets were lost with the out
break of war in Europe. On the other hand, the decrease in imports 
limited the possibility for increasing revenues so as to balance the 
budget. Thus, taxes on internai transactions and incarne taxes carne 
to replace import dutics as the principal sources of government reve
nues in 1939-1940. As a result, in 1939-1940 the deficit was held 
below the 1937-1938 leveis. And to cover the remaining deficit, most 
inílationary sources of financing were eliminated. 

Monctary policy was cautious during this period. Thc money 
supply grew rapidly only in 1937-1938, and most of this growth was 
duc to an extraordinary expansion of demand deposits. New issues 
were substantially reduced in 1939-1940. There was a decline in the 
money supply in 1939 and almost no growth in 1948. Deficits were 
financed mainly by the sale of government bonds. However, tbese 
developments were due more to wartime changes in the banking 
system and in the public's attitude than to monetary policies. The 
banks increased their voluntary reserves, deposits declined, and the 
paper money in the hands of the public increased. 

From 1941 on, a number of changes occurred. The increase and 
diversification of exports and the decrease in imports due to the war 
resulted in large trade surpluses. Even so, budget deficits rase ( ex
cept for 1943-1944) owing to Brazil's involvement in the war and 
to increased government investments in b·ansportation and industrial 
infrastructure ( cspecially the financing of the construction of tbe steel 

72 See app. C, "Forcign Tr::ide and Foreign-Exch:mge Policy." 
73 Sec npp. D, "The Evolution of the Externai Dcbt." 

14 Pelúez, "Economic Analysis," p. 152.
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mil! of the Companlúa Siderúrgica Nacional at Volta Redonda). Also, 
payments on the foreign debt were resumed. 

The marked expansion of the money supply during \Vorld \-Var 
II was the outcome of budget deficits and trade snrpluses. There 
was a not too successful attempt to sell war bonds to the public in 
order to avoid the growth of the money supply. 

As a whole, policies favored economic growth; but, as in the 
period 1914-1918, wartirne conditions also had an inhibiting effect 
on economic growth and diversification. \-Vhile the importance of 
the construction of the integrated steel plant at Volta Redonda must 
be recognized, its construction depended in large measure on foreign 
resources. 

2.2.8 - Summary 

Brazilian economic policy in the period covered was always domi
nated by traditional goals: balanced budgets, monetary stability and 
appreciation of the exchange rate. It was common throughout this 
period, however, for thcse goals not to be attained. This was due ta 
both internai and externa! factors. Among the fom1er, changes in 
administration caused discontinuity in the policies pursued. There 
were also the periodic regional climatic problems or political changes 
which resulted in extraordinary expenditures leading to budget de
ficits. Finally, the protection of certain sectors often influenced eco
nomic policy, and at times conflicted with the above-mentioned ba-
sic goals. 

Externai factors, however, were most often rcsponsible for de
viations of economic policies from original goals. The fluctuations in 
the price of coffee, the periodic foreign-trade crises, the business 
contractions in industrialized countries, and the world wars had sig
nificant effects on Brazilian economic policies until 1945. 

Graph 1 and table 1 illustratc the effects of monetary, fiscal and 
exchange-rate policies between 1889 and 1945. The periods of mone
tary expansion, price increases, exchange-rate devaluation and 
budget deficits coincided with interna! ( agriculture at the bcginning 
of the Republic; the clrought of the Northeast and the revolution 
of São Paulo in 1932) and externai (World Wars I and II) crises. 
The long-term trends show that periods of expansion were always 
followed by periods of contraction, and vice versa. Policies were not 
designed to be anticyclical in nature. For example, deflationary po
licies, such as cuts in government expeditures, were applied in pe
riocls of recession ( 1899-1902 and 1929-1931). 
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188() 

1890 

1891 

1892 

1893 

1894 

1895 

1896 

1897 

1898 

1899 

1900 

1901 

1902 

1903 

1904 

1905 

1906 

1907 

1908 

1909 

1910 

1911 

1912 

1913 

1914 

1915 

1916 

1917 

1918 

1919 

1920 

Table 1 

Brazil: Federal Buclget, 1889-1920 
( 1 000 Contos de Réis) 

Surplus or Deficit 

- 25.3

- 25.4

8.4 

- 51.7

- 40.8

-107. 7

- 37.0

- 22.7

- 75.9

-344.1

25.5

-125.6

- 29.6

46. I

52.2 

- 20.7

26.2

8.3 

13.8

- 6().8 
- 68.4

- 98.7

-118.3

-173.8

-131. O

-343.4

-284.3

-208.7

-199.3

-119.0

-305.9

-304.5

Deficil/Rcceipta 
(%) 

13.0 

3.7 

22.7 

15.7 

40.6 

12.0 

6.6 

25.0 

106.2 

40.8 

9.7 

4.7 

15.8 
15.2 

18.8 

21.0 

28.2 

20.0 

81.1 

70.3 

43.7 

37.1 

19.2 

48.9 

33.0 

Source: Fundaçilo Getúlio Vargns, Instituto Brasileiro de Economia, Centro de 
Estudos Fiscn.is (FGV{IBRE/CEF), federal balance shcets. 

It is therefore probable that, if monetary, fiscal and exchange
rate policies did not restrict growth, neither did they facilitate the 
cxpansion and diversification of the economy up to 1945. ln the 
following section we shall examine how these long-term trends in 
economic policy affected the evolution and structure of Brazilian 
output. 
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2. 3 - Output: trends and structural changes

2. 3 .1 - Agricultural production

Until at least the twenties, Brazil's economic growth was based on 
the expansion of agricultura} output. The latter constituted about 
80% of total value added of agriculture and industry.7� A large pro
portion of agricultura} output ( 68% in 1907 and 36% in 1919 and 1939) 
was exported.78 Even so, untíl shortly before World War I, the coun
try imported about 13% of its domestic consumption of agricultura! 
products. 77

The two major influences on the long-run growth of agricultura} 
output were the coffee-support programs and the periodic foreign
trade crises. The support programs, because of their distorting effects, 
accentuated the coffee monoculture.78 The crises, however, wcrc 
responsible for the cyclical naturc of agricu ltural growth and for the 
diversification of agriculturnl production for the domestic market. 

Some agricultura} import substitution took place before and dur
ing World War I, and meat and livestock-product output ( and ex
ports) grew rapidly both during and right aftcr thc war. But it 
was only after the debacle resulting from thc coffee-support program 
at the end of 1929, which was followed by the Depression, that 
important changes in production trends and structure occurred in 
tbe agiicultural sector. 

2.3.1.1 - Principal long-run trends 

The abolition of slavery in 1888 and thc severe drought of 1889 brought 
on a pronounced food shortage. Since, as already mentioned, the 
Brazilian economy dependcd to an important cxtent on thc impor
tation of food products, thcre was a substantial increase in food 
imports which was to last for a long time. With the continued 
growth of coffee output, partly the result of the rise in coffee prices 
( in domestic currency) associated with the various exchange-rate 
devaluations, food production was neglected. This led to attempts, 
evcn prior to tbe twenties, to modify the structure of agricultura! 
output during coffee and foreign-trade crises. 

7G See Methodological Appendix. 
78 See p:irt 2.3.2 of this chapler. 
11 Ibld.

78 Pel:iez, "Economic Analysis," p. 280. 
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Data on exports and on the import substitution of agricultura] 
products du1ing \Vorld War I are shown in table 2. Exports of non
traditional agricultura! products, together with minerais, wood pro
ducts and sugar, diminished thc depressive effects on the economy 
of the fall in tl1e intcrnational prices of traditional products, especially 
rubber and coffec. 

As already mentioned, the coffee crisis was solved through a 
series of support programs ( 1906, 1917 and 1921) which artificially 
maintaincd the price of coffee at a high levei until shortly before 
the Great Depression. These programs accentuated the predominance 
of a monoculture export sector. For a brief period, agricultura] 
production for the domestic market grew rapidly, even causing a di
versification of agricultura] cxports. But soon the emphasis on tradi
tional exports, especially coffee, once again prevailed. ln the twenties, 
the principal export products ( coffee, cotton, tobacco, and cocoa) 
amounted to 60% of agricultura! output and took up 50% of cultivated 
lands.79 

The twenties marked the high point of eiqiort agriculture. The 
output of export crops grew at a much higher rate than that of 
crops destined for the domestic ma.rket ( see graph 2). This was ob
viously caused by the artificially-maintained higher prices in the case 
of coffee. The long-term results of this situation were to be disas
trous for the economy. The stimulus to the planting of coffee trees 
increased the domestic and international productive capacity, and 
led to an overproduction crisis in 1929. It was, above ali, the collapse 
of the coffee sector that occasioned the most important changes in 
the trends and in the shucture of agricultura! production. 

ln the years following the Great Depression, Brazilian agricul
h1re underwent extensive transformations. First, among the export 
crops, cotton substituted coffee as the most important product. Its 
most notable growth took place in the fonner coffee regions of the 
state of São Paulo. There are strong indications that there was a net 
transfer of resources within the export sector, i.e. from coffee to 
cotton growing.80 Seconcl, and perhaps more important, crops for the 
domestic market became more important than those for export. From 
the thirties on, the rate of growth of the fonner exceeded that of the 
latter ( graph 2). ln the late thirties and early forties, the primacy 
of domestic over export agriculture appeared in its growing share of 
the value of agricultura} output and of the area cultivated. Thus, it 
was in the thirties that Brazilian agricultura! output became Iess 
dependent on foreign markets. 

rn Basic data from the Ministério da Agricultura, Serviço de Estatística da 
Produção. 
so Peláez, "Economic Analysis," pp. 240 ff. 
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But there can be no doubt that during the entire period 1889-
1945 the Brazilian agricultura! sector was closely tied to foreign trade, 
especially coffee production for the foreign market. 

2. 3 .1. 2 - Agricultura) production and coffee policies

Until the end of the twenties, coffee growing was the most import
tant economic activity in Brazil. It accounted for 39% of the total val
ue of agricultura) output in 1907 and 27% in 1919, and for 57% of 
the value of all agricultural exports in 1907 and 74% in 1919. 81 It is 
thus not surprising that trends in the production and exportation of 
coffee, and the fluctuations in íts world price, should be reflected in 
the overall trends of agricultura} output and foreign trade. 

The most important factors responsible for making coffee grow
ing dominant in Brazilfan agriculture were the exchange devalua
tions in the early years of the Republic and the subsequent coffee
support programs. Originating during the Encilhamento crisis, the 
continued exchange-rate devaluation proved to be a powerful stirnu
lant to coffee production in the 1890s. The fali of coffee prices in 
foreign currency was more than offset by the exchange devaluations. 
Thus, the profitability of the coffee sector was maintained. However, 
excess output already existed by the end of the century, and dis
cussions about and pressures for official intervention in the market 
became common. 

The economic policies adopted in 1899 and pursued in the first 
yea.rs of the twentieth century Ied to intervention in the Brazilian 
coffee market.82 Since exchange appreciation was not in the interest 
of the coffee sector, pressures for official intervention increased. 
Nothing was done in the first years of the new century because of 
the rise in intemational coffee prices. Whcn, however, a record crop 
achieved its goal. The Taubaté agreement was the first coffee-support 
for 1906-1907 was forecast, the movement for official intervention 
program to be carried out by the coffee-producing states. 

A policy was thus initiated which would in the long run be 
prejudicial to the growth of the Brazilian economy. It would result 
in an excessive growth of the productive capacity of the coffee sector 
to the detriment of investments in other sectors. This resulted in a 
distortion of the market mechanism as an allocator of investment 
resources.83 The policies guaranteed the price of coffee regardless of 
conditions in the intemational market. 

81 It is important to note that for comparative purposes 1919 is not ideaJ, 
since exports were unusually large in this year. However, no data on agricul
tural output 11re 11vaüable for other years in the period. 
82 Pel6.ez, •Economic Analysis," p. 64 . 

a., lbid., p. 280.
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The coffee-support programs were successful in achieving their
goal. Thc Taubaté agreement was followed by other support pro
grams in 1917 and 1921. The plans were always introduced as a
result of forecasts of record harvests, and their success was almost
always due to a large harvest being followed by a number of smaller
ones. 

After a while, the general economic policies of the federal go
vernment increased pressures from coffee producers for more elabo
rate support programs. ln fact, the third support program was hurt
by the government's cfforts in 1923-1925 to ·reduce budget deficits,
to achieve monetary stability and to appreciate the exchange rate.
This led to pressures for and adoption of a permanent coffee-support
program. The stimulus given to increasing the productive capacity
of the coffee sector rcsulted in a pennanent crisis of excess output:
each bumper crop was succeeded by another, resulting in the deba
cle of late 1929. The coffee crisis in Brazil preceded the Great De
pression by a few months. It is certain that the coffee crisis ( and thus
the crisis of the Brazilian cconomy) would have occurred even had
there bcen no Great Depression.84 

From the thirties on, the coffee crisis worsened. The millions of
trees planted in the twcnties attained their maximum productivity
during the Depression, thus aggravating the crisis of excess pro
duction. It was then that the federal government assumed the res
ponsibility for the coffee-support program. 

ln 1931 the government adopted a radical policy in its coffee
support program: it bought and detroyed excess production. Be
tween 1931 and 1944, 78 million bags of coffee were destroyed, most
of them in the period 1931-1933 (about 65 million bags).85 After 1938
there was a decline in the destruction of coffee owing to the policy
adopted in 1937. This consisted of letting the entire output enter the
market in the hope that lower prices would expel competitors from
the market. 80 Prices fell in 1938-1940 and the quantity of coffee ex
ported rase. Then, with the outbreak of World War II, these favora
ble results were spoiled due to the loss of the European markets,
and transport difficulties carne to impede export expansion. Stocks
did not accumulate, however, because frosts in the producing states
substantially diminished productivc capacity. As a matter of fact,
there was even the danger of underproduction.81 

84 Ibid., p. 115. 
85 Ibid., Stntistical Appendix. 

80 lbld., p. 155.

s; Ibid., p. 200. 



An itnportant aspect of the coffee-support program after 1931 
is the way it was financed. Resources to buy and destroy surpluses 
carne from the coffee sector itself through the imposition of new 
taxes.88 Therc was a per unit tax from 1931 to 1933, and afterwards 
a tax in kind. Neither currency issues nor budget deficits were used to 
financc the program. lt was only in 1937 that part of the expenditures 
of the Departamento do Café were financed by the issue of 500 
thousand contos de réis. By that time, however, the importance of 
the caffee-support program had dcclined. It would thus seem that 
the progrnm did not have a countercyclical impact leading to reco
very from the Great Depression after 1932. It has been argued89 

that due to the inelasticity of demand for coffce and the dominant 
position of Brazil in the world market, the taxes might have been 
transferred to thc foreign buyers. lt can be shown, however, that the 
disposablc incarne of the coffee sector was substantially lower ( in 
current prices) in 1932 than in 1928-1929 ( sec graph 3). 

The support policy brou�ht the Brazilian coffee sector dose 
to banlcruptcy. lt is difficult, however, to prove that the long-run 
cffec:ts of this policy hindcred thc growth and diversification of the 
economy. It would necessitate a model, more data, and a reasonable 
dose of imagination to test what would have happened had there 
been no support program. There can be no doubt, however, that a 
large proportion of the capital and managerial talents which went 
into the early industrial growth of Brazil carne from the coffee plant
ing and trading classes.ºº Besides this, when reviewing the economic 
history of Brazil, it is clear that it was during favorable foreign
trade conditions (i.e. when coffee exports boomed) that Brazil was 
able to import large quantities of capital goods to build up its in
dustries and transportation sector. This was especially true in  the 
years 1908-1912, 1919-1921 end 1923-1929. It seems clear, however, 
that the excessive expansion of coffee-growing capacity in the thir
ties represented a waste of resources, and even limited the growth 
of the economy in the decade. The effects of the rapid industrial 
growth on per capita incarne were in part counterbalanced by the 
agricultura! recession resulting from the coffee crisis. The latter also 
limited growth by constraining the capacity to import. 

sa Ibid., p. 203. 
a� See chap. 8, section 8.3.2.
00 W. Dean, São PatJlo', lndu.s!rial Elite, 1890-1960 (Unlversity Mlcrofilms, 
1964, pp. 9-72. 
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2 . 3 . 2 - Periodic foreign-trade crises 

Througbout the period covered by this analysis, 1889-1945, Brazil 
was extremely vulnerable to foreign-trade crises. Often these were 
the result of business recessions in industrial countries. At other times 
they were caused by intemally-generated factors ( overpro
duction of coffee). The degree to whfoh these periodic foreign-trade 
crises affected economic growth was determined by the dependence 
of internai economic activities on foreign trade. 

2. 3. 2. l - Foreign trade and domestic economic activity

On tbe export side, agriculrural output dcstined for the foreign 
market amounted to two-thirds of the total agricultura} production 
of Brazil in 1907 (see table 3). On the import side, the great shortage 
of domestically-produced foodstuffs at tbe beginning of the Republic 
led to an even greater dependence on foreign trade in the years 1889-
1907. However, the import substitution of agricultura! goods prior to 
and during World War 1, and the diversification of agricultura} 
output in the thirties, reduced the relative importance of the sector 
on foreign trade. ln spite of these trends, over one-third of agricultur
a} output was still destined for foreign markets in 1919 and 1939. 

ln contrast, industrial exports were significant only during the 
two world wars. Brazilian industrial production depended more on 
imports than on exports. 

lmports accounted for 13$ of thc domestic consurnption of agri
cultura] products and for bali the domestic consumption of manu
factured products in 1907. By 1939 - that is, after the period of agri
cultura} import substitution in tbe interwar years - food imports 
consisted almost entirely of wheat. Likewise, the industrial growth 
of the thirties resulted in. imports declining to 20% of the domestic 
consumption of manufactured products. 

It is clear, however, tbat foreign trade continued to play a cru
cial role in determining the levei of economic activities. Increasecl 
investment activities were directly linked to periods of trade ex
pansion. Tbis is especially revealed by the changes in the commodity 
composition of imports. 

2. 3. 2. 2 - Cbanges in the structure of foreign tra�e

Exporta. The commodity composition of Brazil's exports h�rdÍy chang
ed between 1889 and 1945. Until 1934-1939, eight traditional pro
ducts - of which coffee was almost always the most important -
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o.) 
b) 
e) 

d) 

e) 
f) 
g) 

h) 

i) 
j) 

Table 3 

Brazil: Foreign Trade and the Level of Domestic Economic 
Activity, 1907, 1919 and 1939 
( 1 000 Contos de Réis and i) 

1907 

Agriculturnl Exports 794.7 

Industrio.) Exports 66.2 

Agricul turo.l I mports 54.8 

Industrio.! Imports 590.1 

Vo.lue of Agriculturo.l Output 170.0 

Vo.lue of Industrial Output 731.6 

% of Agriculturo.l Output Exportcd (g 
o./e) 67.9 

Agricultuml Imports o.s % of Domestic 
Consumption of Agriculturo.l Products (h = 
c/c+e-o.) 12.7 

% of Industrio.) Output Export.ed (i - b/f) 9.0 

Industrio.} Imports o.s % of Domestic Con-
sumption of Industrio.l Products (j � d/d+ 
f) 44.6 

1919 

1 665.1 

513.6 

170.2 

1 164.1 

4 614.4 

2 989.2 

36.1 

5.5 

17.2 

28.0 

1939 

4 200.2 

1 325.3 

569.3 

4 424.7 

11 705.8 

17 479.4 

36.7 

7.1 

7.6 

20.2 

Sources: The primo.ry do.to. on the foreign-tro.de sector o.re from publico.tions of 
the Serviço de Esto.tlstico. Comercial (!ater SEEF) of the Ministério 
da Fazendo.. The production do.ta for 1939 are from "Contas Nacionais 
do Brasil, Novas Estimativas," Conjunl.ura Econ6mi·ca 23 (October 
1969): 53-91. The estimo.tcs for 1907 and 1919 are ba.sed on data from 
the Serviço de Estn.tlstico. do. Produçiío of tbe MinistA!rio do. Agricultura 
(MA/SEP) o.nd on tbe industrial censuses of 1907 and 1920 (see the 
Methodological Appendix with rego.rd to the estimates of physico.l 
product for 1907 and 1919).

Note: ln order to fo.cilito.tc comparison with export o.nd import valucs, gross 
vo.lucs wero uscd for o.gricultural o.nd industrial output. Due to the 
seo.sono.1 nature of o.gricultural output, some distortions were intro
duced by the do.to. being limited to census yeo.rs; the ides! would ho.ve 
been to work with annual avernges for two-to three-yenr pcriods. None
theless. the exchange devaluations which o.ccompanied the ri.se in 
domestic prices made it possible to compare the value of intem::i.1 pro
duction and foreign-tmde dato. o.t current prices. 

made up nearly 80i of the total value of exports ( table 4). The prin
cipal changes consisted of the relative position of these products. 
During the periodic coffee crises, the following products became of 
special importance in the export structure: rubl::ier ( 1887-1913), sugar 
( 1914-1923), and cotton ( 1914-1945). 
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The appearance of nontraditional exports was always fleeting. 
This was the case with food products (livestock products, sugar and 
cereais) and with textiles in World War I and II. One of the reasons 
for the inability to maintain the markets for these products was the 
inefficiency of domestic production. This inefficiency was due to 
the exchange-rate and tariff policies which protected these indus
tries, whose goods were high-priced and of inferior quality.111 Another 
reason for tbe loss of markets was the Iack of seriousness of export
ers. They abused their advantages in the wartime situation and 
engaged in a number of fraudulent prnctices in the newly conquered 
markets. Thus, when normal times returned they promptly lost their 
customers. 

lmports. Unlike the export structurc, the import structure cbang
ed considerably (table 5). Consumption goods, which in 1901-1907 
comprised one-third of imports, steadily declined in relative impor
tance until 1945, while the weight of fuels, lubricants and raw ma
teriais rose. Among the latter, raw products were substituted by more 
com pi ex ones ( chemicals, steel, etc.). This was a reflection of the 
growth and diversification of the Brazilian economy. 

The Jevel of capital-goods imports, and therefore the Jevel of 
capital formation in Brazil, was clearly related to conditions in the 
export sector ( especially coffee). The Iargest quantities of capital 
goods were imported in 1908-1913 (soon after the first coffee-support 
program) and 1919-1929 (the heyday of the coffee-support program). 
Contrary to the impression of many writers, the war years were not 
favorable to economic growth, espccially industrial growth. In 1914-
1918, imports of capital goods fell drastically. Their share of total 
imports declined by 50i. During Wor]d War II, the high proportion 
of capital-goods imports was due solely to the government's importa
tion of equipment for the construction of its large integrateà stee] 
mill at Volta Redonda. ln sum, the importation of capita] goods re
flected the leve] of internai economic activity, which, in tum, was 
influenced by thc trends in the terms of trade and the capacity to 
import. 

Long-term trends in the tem-is of trade and the capacity to im
port. The historical importance of coffee growing to Brazil prior 
to 1929 will perhaps never be totally known. But its influence on 
the country's foreign trade, and its repercussions on the rest of the 
economy, provides a good approximation. Since coffee was domi
mant in export agriculture and even in total agricultura! output, 

Ul C. D'Agostino, "Nova Crise de Tecidos," Observador Econ6mico e Finan
ceiro, Ano .2, n.0 13 ( Februnry 1937): 24-25. 
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Tab)e 5 

Brazil: Imports by Type of Com,ru,dity, 1901-1945 

(1) 

Period 
Consumer 

Fuela 
Raw Capital 

Goods Materiais Goods 

1901-1907• 36.9 8.2 46.9 7.1 

1908-1913 30.8 8.6 46.7 13.9 

1914-1918 26.2 14.6 52.3 6.9 

1919-1923 19.9 12.9 55.7 1 1.5 

1924-1929 21.3 11.1 52.8 14.8 

1930-1932 17.1 16.0 55.9 11.0 

1933-1939 17.6 12.4 52.l 17.9 

1940-1945 12.6 13.4 52.5 21.5 

Sources: For 1901-1920, primary data from MF/SEEF, Comércio Exterior do

Brcuil, various years; for 1!)21-1945, bo.sic data from FGV/IBRE/ 
Centro de Contas Nacionais, "Estrutura do Comércio Exterior do 
Bra.sil, 1920-1964" (Rio de Janeiro, 1969) (Mimeographed), vol. 2. 

• Diflerence in total duc to noncla.ssilied goods.

fluctuations in its intemational price determined the country's terms 
of trade, and, in conjunction with the quantum of exports, the eco
nomy's capacity to import. Thus, in an economy (1907) in which 
a)most hall of the domestic consumption of industrial products was 
imported and in which capital formation depend on the impor
tation of capital goods, crisis in the coffee sector inevitably became 
crises for the entire economy. This does not mean that the growth 
of the coffee sector was a good thing for the Jong-run growth of the 
economy. On the contrary, it is lilcely that the excessive increase in 
coffee-producing capacity (perhaps even at the expense of the growtb 
of other sectors), togetner with the overdependence of the entire 
economy on coffee exports, was ultimately prejudicial. 

Graphs 4, 5 and 6 depict the long-term trends in Brazilian foreign 
trade between 1889 and 1945. It was only possible to construct export 
and import quantum and price indices, and therefore terms-of-trade 
and capacity-to-import indices, from 1901 on. The terms of trade prob
ab)y fell considerab)y between 1889 and 1899. Except for 189:3, 
coffee prices declined continuously. It is therefore not surprising that 
foreign-exchange receipts from exports remained at practically the 
sarne level from 1891 to 1895, �nd that they declined thereafter. 
Becawe of foreign indebtedness, it was necessary to maintain a trade 
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surplus of an average e. 2 .  9 million per year. This explains the re
strictions on the growth of imports until 1895, and their subsequent 
decline. 

From 1901 until the cnd of tne twenties, the tem1s of trade 
were an exact reílection of the fluctuations in the price of coffee in 
foreign currency; in turn, the capacit}'· to import was mainly deter
inined by thc terms of trade. As a rule, the capacity to import rase 
( 1910, 1931, 1933) or fell ( 1932 J in accord witJ1 the quantum of 
coffee exports. Only in 1915-1919 was the increase in export quantum 
related to a small trcnd towards export diversification. This did not 
last much beyond the war, however. 

Imports were closely related to the capacity to import, with a 
lag of one year. It is thus probable that tne influence of domestic 
economic activity ( except for coffee) on imports was limited by fluc
tuations of tbe capacity to import, which was linked to coffee exports. 
However, in two periods imports grew more rapidly than the capa
city to import: 1901-1912 and 1923-1929. During these years there 
was a massive inflow of capital, both private ancf official, leading to 
substantial increases in the foreign debt. 

With the Great Deprcssion and the coffee crisis of the thirties, 
Brazil's foreign trade underwent substantial changes. ln fact, it did 
not return to pre-Depression leveis until the end of World vVar II. 
Thti foreign-trade crisis which followed the coffee debacle was not 
only one of the longest in the country's history, but also the cause 
of the economic stagnation ( in terms of income growth per capita) 
in the period 1928-1929 to 1941. 

From the thirties on, the capacity to import declined less than 
tbe terms of trade. Coffee had lost some of its influence on the latter, 
while cotton, whose prices were more stable in the international 
market, became the second most important export product. But it was 
the increase in the volume of exports in the thirties which was re
sponsible for the smaller decline of the capacity to import . This 
helped the industrial surge which was taking place at the time. 
Altnough imports increased in the period 1933-1937, they remained 
at leveis substantially below those observed in 1928-1929. 

During World War II, mainly in the years 1941-1945, the terms 
of trade recovered s1ightly and, together with an even greater increase 
in the quantum of exports, the capacity to import rase. The reason 
for this rccovery was a new diversification of exports. Textile exports 
carne to account for one-fifth of the total value of exports. However, 
wartime conditions severely limited imports. Never during the war 
did foreign trade entirely recover to pre-Depression levels. 

In sum, in certain periods of Brazilian economic history, the 
trends in' foreign trade, which were determined by coffee, were fa-
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vorable to the development of internai economic activity. These pe
riods were mainly 1902-1905, 1909-1912, 1919-1921 and 1923-1929. 
At other times, foreign trade restricted growth by limiting capital
goods imports, especially in 1913-1918 and during the thirties. The 
foreing-trade crisis before and during World War I held back the 
country's industrialization, while the industrial growth of the thirties 
occurred in spite of the adverse foreign-trade conditions. During 
World War II, the restrictions on foreign commerce impeded the 
continuance of the industrial surge of the thirties. Thus, the long-term 
trends in industrial growth were always substantially influenced by 
trends in  foreign trade. 

2 . 3 . 3 - Industrial production 

At the end of World War II, Brazil's industrial sector was neither 
as modem nor as developed as it could have been. This was in Iarge 
part due to the cconomic policies of the govemment during the pre
vious decades. Until the twenties, these policies were not very favo
rable to continuous industrial development. lt would thus be of in
terest, prior to analyzing the growth of industry ( or lack thereof), 
to examine sorne general question. lt would be of special interest 
to discover if there ever existed a policy of industrialization. Also, 
did the country have the necessary conditions for a strong and di
versified industrial growth? This would facilitate the identification 
of factors which contributed to early industrial surges and which in
fluenccd long-term industrial growth. 

2. 3. 3. 1 - Industrialization policies

Until 1945 Brazil never had a deliberate industrialization policy. 
lndustrialization had never been a primary objective of economic 
policy. On the contrary, the defense oI coffee interest and the various 
stabilization programs frequently inhibited lon�-term industrial 
growth. Often, however, domestic industrial proauction benefited 
from the side effects of these policies, e .  g .  from the protection offer
ed by the frequent exchange-rate devaluations, and from the indis
criminate levying of tariffs on consumer goods, raw materials and 
capital goods ( though special concessions were often granted for the 
importation of raw materiais and capital goods ) . 

Exchange-rate policies went through phases in which they offer
ed substantial protection to domestic industries. Shortages of foreign 
exchange and the coffee-defense policies caused exchange-rate deval
uations in 1889-1898, during World War I, in 1920-1921, and in 
1931. It is true, however, that these devaluations also raised the pri-
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ces of imported raw materials and capital goods. This is why they 
were effective only in stimulating the growth of industries using lo
cal raw materiais, such as textiles, clothing, shoes, beverages, tobacco 
and, to a lesser degree, food products. The most important effect of 
exchange-rate policies on industrial production was the introduction 
of exchange controls in 1931. The drastic cut in imports which ensued 
grave domestic industries the opportunity to greatly increase import 
substitution, especially in the production of textiles, cement, paper 
and certain other consumer goods. As a result, industrial production 
had already begun to recover in 1931, prior to the beginning of the 
general reviva! of the economy in 1932. 

Monetary policy was, perhaps, the principal factor which limited 
industrial growth prior to 1945. It was a particularly strong restrain
ing force until the end of the twenties. Besides the frequent stabi
lization policies and even reductions in the money supply, there 
existed no financial institutions which could adequately finance in
dustrial development. The banking system operated only within the 
confines of the traditional functions of commercial banks. Because 
there existed no development bank, there was no domestic source 
of long-term credit for financing new industrial enterprises. The 
long-term credits extended by the Banco do Brasil and commercial 
banks were limited to loans guaranteed by mortgages, and most went 
to landowners. 

It was only in the thirties that policymakers became concerned 
about industrialization. The coffee crisis and the industrial surge 
awakened them to the possibility of industrialization as an alterna
tive made of economic growth. The government therefore established 
agencies to promote and finance industrial growth. The Conselho 
Federal de Comércio Exterior, founded in 1934, was to formulate in
dusbial policies in relation to foreign trade. D2 The creation of CREAI 
within the Banco do Brasil in 1937 made it possible to finance new 
finns in such fields as pulp and paper, aluminum, steel, and others. 03

Although it was at first used mainly to make credit available to the 
crisis sectors of agriculture, it increasingly functioned as an indusbial 
development baruc from the 1940s on. Its loans, which made up a 
sizeable part of the Banco do Brasil's credit to manufacturing indus
try,94 were used to finance purcbases of machinery and equipment. 
Credits could at first be obtained for periods of five years at redu
ced interest rates, and !ater on for periods of 10 years. With the open
ing of CAMOB in 1932 and the new regulations conceming the 

112 Conselho Federal de Comércio Exterior, Dez Anos de Atividades, 1934: 
1944 (Rio de Janeiro: Imprerua Nacional, 1944). 
113 See app. E, "The Protection of Industry," 
llt Banco do Brasil, Relat6rio�. 1941-1945. 
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operations of the rediscount department of the Banco do Brasil 
in 1935, it became easier to discount industrial and commercial 
papers. 

It would seem that economic policy was adapted to the indus
trial growth of the thirties rather than vice versa - though it is im
portant to recognize that this growth was at first influenced by the 
exchange-rate policies designed to achieve balance-of-payments equi
librium. While the Jack of a definite industrial development policy 
held back industrial growth prior to the thirties, it might be asked 
if conditions were previously favorable to such growth. 

2. 3. 3. 2 - Prerequisites to industrial development

Ever since the pioneering activities of Mauá, 011 it had been obvious 
that Brazil offered opportunities for a continuous process of industrial 
development. This was clear from the available factor endowments: 
a huge reserve of natural resources, availability of capital, entrepre
neurial capacity, and manpower. 

There exists convincing evidence that the first surges of in
dustrial growth were financed with capital supplied by the coffee 
sector. 00 The entrepreneurs carne, in chronological order, from the 
coffee-growing classes, from among importers, and from among 
immigrants. 07 Also important was the contribution of foreign capital. 
It has been estimated that the foreign capital invested in Brazil 
until 1930 amounted to about US$ 2.6 billion, a sum which was four 
times larger than the foreign debt accumulated until that time. 98 

British and American capital predominated, and were appüed prin
cipally in the fields of transportation, electric energy and industry. 

The supply of skilled manpower for industry grew substantially 
as imrnigration accelerated in the last years of the Empire. Although 
most immigrants carne to work on the coffee plantations, the coffee 
crisis led to a mass exodus of these workers in search of industrial 
employment in the cities. ln 1907, foreign-born workers already 
comprised 26i of the industrial labor force in the Distrito Federal; 

111 Mauá was a nineteenth-century Brazilian entrepreneur wbo created many 
large undertakings in industry, transportation and other fields. One of his most 
notable achievements was the shipynrd at Ponta da Areia, which constructed 
72 vessels in its first li yenrs of existence. See Visconde de Mauá, Autobiografia, 
Depoimentos Hist6ricos (Rio de Janeiro: Edições de Omo, Tecnoprint Gráfica, 
1942). 
oe Dean, p. 9. 
97 Ibid. 
08 G. Wythe, Industru ln Latin America ( New York: Columbia University
Press, 1945), p. 154. 
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:md in some of the more important subsectors, they accounted for 
as much as 50i. 09 

Bcsides providing entrepreneurs and workers, immigration was 
important for the developmcnt of domestic industry for another 
reason. Together with internai migrations, it contributed to the 
fonnation of densely populated urban centers. The latter, especially 
the Rio de Janeiro - São Paulo axis, became important markets for 
industrial products. 

One of the principal obstacles to industrialization was the 
country's weak infrastructure, especially the transportation sector. 
Its inefficiency made it almost impossible for Brazil to tum its 
land area of continental proportions into an integrated national 
market. n1e main regions were bound together through coastal 
shipping . Moreovcr, thc ra.ilroads, which constituted the principal 
means of land transportation, did not adequately complement 
coastal shipping. Since they had developed ín response to shif tíng 
cxport crops, they were no more than isolatcd systems from the 
principal ports to the interior. It was difficult to integrate these 
systcms because they used different gauges and equipment. With 
thc development of roads in the twenties and the coffee crisis of 
the thirties, the railroads entered a period of decadence. 

ln regional tenns, however, industry benefited from railroad 
expansion. This was especially thc cnse with the state of São Paulo. 
Railroads accompanied the spread of coffee growing to the interior 
of the state, and thus contributed to the integration of a regional 
market which was of great importance to the industrial growth of 
the s tate. 100 

For many-ycars, Brazil did not make adequate use of its hydro
clectric potential. Since the country was extremely poor in petroleum 
resources, until the end of the nineteenth century almost h alf of 
installed power capacity was based on thermal energy, which used 
imported coal. As late as 1907, only 4.27; of the power used by 
industry was based on electric cnergy, Hydroelectric energy grew 
rapidly thereafte,. By 1919, aJmost half of the power used in 
industry was clectric. And by 1945 installed hydroelectric potential 
was 6.5 times as great as thermal-energy capacity. Toe growth 
of electric energy from hydraulic sources greatly benefited industrial 
growth from the second decade of this century on. However, once 
again, it was in regional terms that this growth had its greatest 
impact. It was in the state of São Paulo that hydroelectric capacity 

D11 ufretoria Geral de Eslatlstic.a, Boletim Comemorafüo da Erposlção Nacional,
1908 (Rio de Janeiro, 1908). 
ioo See app. F, "Industry in tJ,.. State of Siio Paulo." 
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was expanded most rapidly. ln 1940, about 55.4% of the total hydro
electric capacity of thc nation was located in this state. 

Thc regional concentration of industrial production in Brazil 
reflects the regional concentration of the factors of production. Being 
the center of coffee growing, São Paulo attracted most of the 
foreign capital, most of the immigrants, and most of the internai 
migrants. lt also had a reasonably well developed transportation 
network and an abundance of electric energy. Thus, the state 
progressively became Brazil's major center of industrial activities. 101 

Continued industrial development could not take place, however, 
without active government policies for its promotion. The pioneering 
cfforts of Mauá ultimately failed because of the lack of adequate 
financial institutions to support industries. For the sarne reasons, 
Brazil's industrial growth was inhibited until the end of the 
twenties. Most importantly, the growth of industrial capacity was 
dependent on the evolution of foreign tradc. 

2. 3. 3. 3 - Long-tenn trends in industrial production: the first
industrial surges 

Prior to 1945 Brazil experienced not continuous large-scale indus
trialization, but rather a series of industrial surges. Since the latter 
were strictly tied to the performance of the foreign-trade sector, 
they were often interrupted as a result of foreign-trade crises 
resulting from fluctuations in the international price of coffee, the 
world wars, the Great Depression, and changes in government 
foreign-trade policies ( especially exchange-rate policies). ln fact, 
the exchange rate reflected all these problems, and is therefore a 
good point of reference in explaining long-term trends in capital 
formation and industrial production until 1945. Graphs 7 and 8 
summarize these trends. 

Although no direct evidence exists, it is probable that there 
was an imfustrial surge in the first decade of the Republic. This 
impression is based on the structural changes observed in imports 
from Great Britain, which was Brazil's principal foreign supplier. 10:i 

lmports of consumer goods declined ( especially textiles) and, in 
spite of a strong exchange devaluation, imports of raw materiais, 
capital goods and coai ( used to generate electricity) increased. 

101 Jbid. 
102 R. Crahnm, Britain and the Onttt of Modernlzation in Brazll, 1850-1914 
(CQmbrida:e: Cambridge Universitv Press, 1968), pp. 330-32. 
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This surge was interrupted, howevcr, by the stabilization policies 
adopted towards lhe end of 1898. 

The main industrial surges prior to 1945 occurred in the years 
1903-1913, 1920-1929 and 1933-1939. It seems likely that during 
the first of these, rapid growth of industrial production was ac
companied by subst:mtial increnses in investments ( see graph 8). 
Large amounts of foreign capital werc invested in industry at that 
time. 103 This spurt was interrupted, however, by World War I. 
Investment activities declined substantially until 1918, though the 
levei of industrial production from 1915 on was slightly higher 
than the 1912-1913 level. 

From this period onwards, industrial investment and industrial 
production wcrc increasingly affected by the government's coffee
support program and by the frequent changes in its fiscal, monetary 
and exchange-rate policies. Changes in the exchange rate had clear 
repercussions. During periods of appreciation ar stabilizat ion, invest
ment activities increased, 101 but industrial production stagnated ar 
cven declined ( 1917-1920, 1924-1926, 1932-1933 and, to a lesser 
extent, 1940-1945). During periods of exchange devaluation, invest
ments fell, while industrial production rase ( 1921-1923, 1927-1929, 
1930-1931, and 1933-1939). This reflected the fact that exchange
rate appreciations reduced the cost of imports in domestic currency. 
Investments were thercby stimulated, and domestic production 
darnpened by the relatively lower prices of imported goods. The 
opposite occurred at times of exchange-rate devaluation. Thus, 
periods during which productive capacity was expanded and produc
tion stagnated were succeeded by periods when production expanded 
without an accompanying growth of capacity. The former were 
characteristic of the twenties and the latter of the thirties. ln the 
thirties, however, thc most important factor in the recovery of 
production was not devaluation, but the use of exchange contrais. 
Also, during a number of years ( 1931-1937) the importation of 
cquipment was prohibited for certain industrial sectors considered 
to be overproducing. m 

llX! See app. C, "Foreign Trade and Foreign-Exchangc Policy." 
ICH When domestic production stagnatcd, thc importation of cbcaper capi tal
goodii reflected the expedntion of greater future demand by producers. This 
expectation was based on the growth of output that had previously occurred 
when e:i:change devaluation had stimulated domestic production while restricting 
lnvesbnent. 
IH Thls wa.1 especially the case for thc textile industry. See "Super-producção 
Industrial?" Ob,ercad.or Eco,ujmfco e Financeiro Ano 2 n.0 14 ( March 1937): 
91. 

• , 
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ln sum, Iong-run trends in capital formation and industrial 
production show that World War l interrupted a significant indus
trial surge. lndush'ial production subsequently stagnated, in per 
capita tenns, until 1932; simultaneously, however, industrial 
productive capacity grew substantially until the late twenties. 
The Iatter was an important factor in the rapid industrial growth 
of the thirties, when the previous excess capacity was fully ( and 
at times overly) utilized. ln the thirties, import substitution was 
especially pronounced in cement, metal products, pulp and paper, 
chemicals, and textiles. Although textile exports rase during World 
War II, the rate of industrial growth declined by 50% and invest
ments fell, except for the instaltation of equipment in the govem
ment steel complex which was being erected during the war. 

Industrial growth was neither smooth nor well-balanced. ln 
1939 two-thirds of industrial production was still based on tradi
tional sectors. And by the end of World War II most of the equip
ment used in these sectors was obsolete. Regional inequalities were 
marked. During the thirties, the rate of growth of industrial 
production in the state of São Paulo was twice the rate for the 
cowitry as a whole. ln 1939 about 40% of the industrial production 
of Brazil was concentrated in this state, 100 and in the more dynamic 
industries the degree of regional concentration was even higher. This 
was due to the attraction of the externai economies of the already 
highly industrialized region. 

It should be stressed, finally, thnt Brazil's industrial develop
ment prior to 1945 was limited due to the absence of policies for 
promoting industiiaüzation. ln fact, policies in defense of the coffee 
sector, in conjunction with policies designed to provide monetary 
and exchange-rate stability and a balanced budget, not only con
tributed to an inefficient allocation of resources, but also absorbed 
most of thé administrative energies of the government. The relative 
diversification of economic activities and industrial development 
were attained in spite of these policies. 

2. 4 - Demographic trends

The demographic aspects of Brazil's economic growth, and the 
disparities therein, are highlighted on the regional levei. Until the 
thirties, international immigration seems to have played a more 
important role th:m internai migration. Up to that time there existed 
definite government policies to subsidi.ze the immigration of free 

100 See npp. F, "Industry in t11e Statc of São Paulo." 
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European labor, which was sought as a substitute for slave labor . 
However, since there was no policy designed to improve the 
allocation of the labor force through stimulating domestic migra
tion, internai movements occurred spontaneously, with regional 
economic booms attracting migrants, and droughts leading to out
migration. As a consequence, domestic migration did not always 
result in rational interregional population transfers. Rural-urban 
migration led to the creation of an underemployed or even mar
ginallzed labor force in new urban centers, and rural-rural migration 
often constituted a mere transfer of subsistence agriculture. It was 
only from the thirties on, when barriers to immigration from abroad 
were erected, that internai migration assumed a more significant 
economic role. 

2. 4 .1 - Growth of total population

Estirnate.s of long-tenn demographic trends prior to 1940 are ham
pered by counting errors in the various censuses. 107 The 1900 census 
is unreliable due to omissions, and the 1940 census for the opposite 
reason. Corrections were subsequently made on the assumption that 
the 1890 and 1940 counts were correct. 108 A geometric annual 
growth rate for the total population was then estimated for the 
intercensal period. It is possible to identify an upward tum in 
the growth rate around 1890. Demographic growth, which had been 
nbout l.85i per year between 1872 and 1890, rase to 2.5i thereafter. 

This increase was directly linked to economic, political and 
social problems. With the abolition of slavery in  1888, coffee 
planters, especially in the state of São Paulo, favored the importation 
of free European labor. The govemment therefore offered to 
subsidize immigrants, mostly Italiaru. 109 (It is probable that in
terna] migration could have played the sarne role. However, Brazil
ian free laborers considered work on coffee plantations to be 
"slave labor". 110 Also, there were transportation obstacles and 
political barriers to the interregional transfer of large numbers of 
domestic workers . 111) Foreign immigration peaked between 1890 

107 See app. B, "Demographic Trends." 
101 G. Mortara, �a Aumento da População do Brasil entre 1872 e 1940," 
in Contribuições para o Elludo da Demografia do Brasil, Es tudos de Estotfstica 
Teórica e Aplicada (Rio de Janeiro: IBGE, 1Q61 ), pp. 9-21. 
100 See data from the DepartameDto Estadual de Estatlst.ica de São Paulo, 
and the Serviço de Imigração e Colonização ( app. B). 
110 Graham and Hollanda Filho, p. 43. 
UI Ibú:l., p. 45. 
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and 1900, then declined after the tum of the century, especially 
with the coffee crisis. With World Wax I and the restr ictions on 
immigration from the thirties on, immigration became less impor
tant to the country's demographic growth. 

1be increase in the growth rate from 1890 on was also related 
to the nahual growth of the population ( table 7), which rase sub
stantially after 1890. This was due to a considerable decline in 
the mortality rate in 1890-1900, in large measure owing to im
proved sanitary conditions. After this àecade, the decline in  the 
death rate was almost entirely offset by a fali in the birth rate. 
With the decrease in immigration, natural growth carne to represent 
almost the entire population growth in the following years. 

lt is difficult to establish cause-and-effect relationsbips between 
dcmographic and economic growth for the country as a whole. 
However, important differences in population growth rates are 
e,cplained by migratory movements fostered by regional economic 
spurts. Thus, the rates were much higher in São Paulo, the South 
and the Center-South than in the North, the Northeast and the East. 

2. 4. 2 - Internai migration and foreign immigration

If it is difficult to gauge demographic growth prior to 1940, it 
is even harder to study intemal migration. The problems are the 
sarne: flaws in the census counts. Besidcs this, tbe lack of appro
priate information has led to the adoption of fairly limiting hy
potheses. 112 Thus, the conclusions presented in migration studies 
based on estimation of survival rates for intercensal years should 
be viewed as no more than indica_tors of probable trends.

Until 1940, the highest rates of internai migration were re
corded in 1872-1890 and 1920-1940 ( table 8). In the other periods, 
the lower rates of interna] migration coincided with periods of 
lúgber foreign irnmigration. Important regional movements took 
place througbout the time span under study. 

An examination of the long-term trends in internai migration 
confinns generally known facts. ln the periods 1890-1900 and 1900-
1920 - and especially in 1887-1912, the years of the natural rubber 
boom - the Amazon (North) was a major region of in-migration. 
However, since these movements constituted mere transfers of sub
sistence population, 113 they did not bring long-term economic 
benefits to the region. As soon as the rubber economy was hit by a 

11:! lbld., chap. 2; and app. B, "Demographic Trends." 
1 lll Graham and Hollanda Filho, p. 46 . 
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Table 7 

Brazil: Birth anel Death Rates, 1872-1940 

Period 
Birth Rate Dcath Rate Natural Increase 

1872-1890 
1890-1900 
19 00-1920 
1920-1940 

0/00 

46.5 
46.0 
45.0 
43.5 

Source: Sarne as table 6. 

Table 8 

0/00 0/00 

30.2 16.3 
27.8 18.2 
26.4 18.0 
24.8 18.7 

Brazil: Natianal and Regional Migration, Rates, 1872-1940 
( As i of the Population Recorded in the Census Taken in 

the First Year of Each Period) 

Region 1872-1890 1890-1900 1900-1920 1920-1940 

North 1.16 24.3S 16.66 -13.72
Northeast -10.90 -1.42 -1.68 - .84
East 2.09 - .64 -4.81 - 5.37
South 15.49 - .97 5.24 11. 73
Ccnter-West 3.46 2.04 11.88 13.37

Brnzil 4.67 2.97 3.70 4.99

Source: D. H. Graham and S. B. de Hol!anda Filho, Migration, Regional and 
Urban Growth and Devclopmcnl in Brazil: A Selcdiuc Analysia oj the 
Hi3torical Rccord, 187t-1970 (São Paulo: Universidade de São Paulo, 
Instituto de Pesquis9..S Econõmicll.!l, 1973), p. 21. 

crisis, many of the migrants lcft the rcgion. ln the period 1920-1940, 
the North expericnced negative migration rates. 

Thc Northeast was n net exporter of manpower throughout the 
period examined. It is interesting to note, however, that out
migration from the Northeast did not have as great an impact in 
1900-1940 as it had had in 1872-1890. The traditional motive for 
out-migration was drought, and the clroughts of 1877 and 1880 were 
not matched in the !ater period. Out-migration was therefore due 
to the attraction of economic activities elsewhere, such as the rubber 
boom in the Amazon. 
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In the Eastem region, the Distrito Federal received the largest 
number of domestic migrants. A large proportion of the latter carne 
from the state of Minas Gerais, which in the years 1900-1940 
surpassed the Northeast as a region of out-migration. 

Until 1940, the South and Center-West were regions of net 
imm:igration. It is noteworthy, however, that prior to the thirties 
the role of interna] migration was of relatively little significance 
for the economic growth of the southern part of the country, 
especially for the state of São Paulo. ln fact, in this state it was 
only during the industrial surge of 1933-1939, when foreign irn
migration was drastically restricted, that interna] migration became 
1mportant. . : ! 

Toe foreign immigrant played an important role in the growth 
and diversification of tbe Brazilian economy. The state of São Paulo 
benefited most from immigration, having adopted policies of sub
sidizing the importation of European workers. These gave continuity 
to coffee growing by substituting slave labor. With the coffee crises, 
tbey became instrumental not only in diversifying agricultural 
production and cultivating small agricultural properties, but also in 
developing tbe industrial sector. As a result of the coffee crises, many 
migrated to urban centers, where they contributed to the growth 
of important markets for manufactured products. They occupied 
important positions as skilled workers and carne to form a relevant 
proportion of the industrial labor force. 114 lmmigrants also played 
an important role in the development of an entrepreneurial class. 
ln 1920, among unincorporated industrial enterprises, those owned 
by immigrants accounted for more than 50% of invested capital, 481 
of tbe value of production, and 47% of the labor force. 1111 The policies 
instituted from the thirties on, however, were to limit the contribution 
of foreign immigrants to the economic growth of the region. 

2. 4 . 3 - Economically active population

Due to the imprecision of the early censuses, it is diffi.:r.i,i: to 
estimate the economically active population, whether total or by 
sector. Moreover, the different criteria used for classifying economic 
activities make a strict comparison of data almost impossible. 110 

As table 9 reveals, tbe population was strongly concentrated 
in primary activities. Employment in industry was slowly rising. 
i -�J: ... •1-t)w••: 

u, See app. F, '1ndustry ln the State of São Paulo." 
1111 IBGE, Recenseamento Geral do Bra.til, 1920, vol. 5: Indú.nrla, p. lxi. 
118 See app. B, "Demogr:iphic Trends." 
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The service sector engaged an excessive share of the labor force 
due to the concentration of Iow-productivity ( e.g. household 
servants) and even marginal activities in the growing urban centers. 
lt should be remembered that such activities still exist not only 
in Brazil, but in other developing countries as well. 

Table 9 

Brazil: Economically Active Population, 1920-1940 
( 1 000 Persons) 

Sector 

Agriculture 
Industry 
Services 

Totll.l 

1920 

6 377 
1 264 

1 509 

9 150 

1940 

9 732 
1 517 
3 412 

14 661 

Sources: IBGE, Recen.5eamenlo Geral do Bra3il, 1920 and 1940. 

The sectoral distribution of the economically active population 
changed over the period 1920-1940. Thc changes observed reflect 
trends in the growth of the Brazilian economy and in the regional 
concentration of economic nctivities. Thus, in the state of São Paulo 
there was a notable rise in indusb·ial employment; in the Northeast 
the primary sector continued to employ the large majority; in the 
East the service sector was dominant. 

lt is also worth commenting on the degree of utilization of 
available manpower. ln the perioa 1920-1940, just over half of those 
in the economically active age group were effectively employed. 
This reinforces the impression that not only was manpower poorly 
distributed by region and sector, but also that this abundnnt factor 
of production was underutilized. 

2 . 5 - Summary: real output, real income and 
the income of the coffee sector 

Graph 9 summarizes the long-term trends of the principal produc
tion and incarne time series and of Brazil's terms of trade until 
1945. The aggregate production and incarne series were estimated 
only from 1920 on. The reason for this was the unavailability, at 
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the present stage of rescarch, of infonnation on agricultural out
put prior to 1920. There cxists a series on real industrial output 
from 1911 on, but it is incomplete. The series on foreign trade are 
complete as of 1901. 

Until thc cnd of the twenties, the Brazilian cconomy continucd 
to be dominated by agriculturc, with a large proportion of agri
culrurnl production dcstined for export. The output of the primary 
sector accounted for about 30% of the joint value added of agri
culhlre and industry. Since export agriculture was the most impor
tant activity of the primary sector, the trends in foreign trade 
( cspecially tbe behavior of thc intcrnational coffee market) were 
crucial in dcterrnining the rate of growth of the economy. Industry 
was almost cxclusively limited to the production of traditional 
goods (mainly textilcs, clothing, shoes, food products and tobacco) 
and generally processcd domestic raw materiais. Thus, the country's 
bdustrial production was doubly linked to agricultural growth: 
tlrrough effective demand ( which was a function of exports) and 
through the supply of raw materiais. Industry, however, periodically 
su.ffered from stabilization policies. The latter resulted in an 
appreciation of the exchange rate which substantially lowered the 
protection available to industry. The real output of Brazil therefore 
evolved basically as a function of agriculture. ln fact, until the 
thirties the trends in total real output reflected the trends in 
agriculrural production. 

The long-tenn trend in real incarne was closely tied to the 
international terms of trade. The latter fluctuated substantially 
bccause of the instability of intcmational coffee prices. But the 
coffee sector reached its high point in the twenties. The coffee 
defense program had gradually evolved into institutionalized per
manent support of the sector. By the twenties, coffee prices had 
reached their highest historical levels. This gave a powerful in
centive ( in additi.on to the'·coffee-support program) to the con
tinuous increase of coffee-proclucing capacity, and ultimately led to 
the crisis of overproduction at the cnd of 1929, which was soon 
folluwed by the cffects on Brazil of the Great Depression. 

lt was during the thirties that important changes occurred in 
the country's growth trends and in the structure of production. 
For agriculture, these changes were linked to the now permanent 
coffee crisis, and for industry they were related to the foreign
cxchange shortages which 1cd to exchange controls. Within agri
culture, two important changes occurred. First, in export agriculture, 
coffen lost some of its relativc irnportance to cotton, whose prices 
were more stable in the intemational market. Second, crops for 
the domestic market gained in relative irnportance, both in terms 
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Graph 9 

BRAZIL: 
REAL OUTPUT I REAL INCOME I TERMS OF TRADE, AND
INCOME OF THE COFFEE SECTOR, 1911-1945.
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of value of output and of area under cultivation. ln industry, the 
dynamic sectors ( mainly cement, paper, metais and machinery) 
grew more rapidly than the traclitional ones, despite the fact that 
the latter continued to represent the largest proportion of industry. 
This was especially evident in the state of São Paulo, where the 
externai economies created by the dynamic industries contributed 
to furthering the regional concentration of industrial production. 

The evolution of the real product carne to depend less on the 
evolution of agricultura} output and more on industry. ln fact, 
the acceleration of the growth of real output during the thirties 
was possible only because the rapid expansion of industrial pro
duction compensated for the stagnation ( in per capita terms) of 
agricultura} output. The growth of real output was, however, in 
large part annulled by adverse foreign-b'ade conditions. 

The tenns of trade declined continuously throughout the thirties 
because of the coffee crisis. ln contrast to the twenties, real incarne 
grew at only half the rate of the real product. Thus, in per capita 
terms, the economy stagnated in the period 1928-1929 to 1939-1940. 

What truly impeded the recovery of incarne per capita ín the 
thirties was the continuing coffee crisis: The federal coffee-support 
program did not have the desired impact. The recovery that began 
in 1932 was linked, instead, to the budget deficit of the federal 
government. The latter was caused by the extraordinary expenditures 
related to severe droughts in the Northeast and to the constitu
tionalist revolt in the state of São Paulo. Industrial recovery had 
aheady begun in 1931 as a result of import restrictions associated 
with exchange contrais. 

The coffee crisis worsened througbout the thirties. Even 
though coffee carne to hold less relative importance in the export 
structure, the decline in the terms of trade was continuous. Thus, 
the growth of real output was in part canceled by the decreased 
buying power of the exported part of the domestic product. It is 
probable that the effects of the Great Depression and the coffee 
crisis might have been worse had ít not been for the rapid industrial 
growth of the thirties. However, with the advent of World War II, 
this growth was again interrupted. 

During the war, real ·agricultura} output grew at a reduced 
rate and industrial growth was limited. The traditional industries, 
especially textiles, once again increased in relative importance. 
Coffee prices rase again; and the export structure became more 
diversified ( especially ,vith the increase in textile exports ) . As a 
consequence, the terms of trade recovered. The thirties therefore 
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witnessed a reverse of events: real incarne grew more rapidly than 
real output. The latter actually declined in per capita terms between 
1941 and 1945. 

It is clear that up to 1945 the growth and diversification of 
the Brazilian economy were prejudiced by extreme depcndence on 
foreign trade. And the latter can be mainly attributed to the various 
coffee-support programs and to the stabilization policies of the 
federal govemment. 
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3 
crisis of the early 

. 

The monetary 
Repuhlic and 
1889-1913 

econom1c recovery, 

3 . 1 - Introduction 

The evolution of the Brazilian economy in the years preceding 
1913-1914 was markedly influenced by events surrounding the de
mise of the Empire and the first years of the Republic. Two of 
these events deserve special mention. First, the crisis in agriculture, 
which was rclated to the abolition of slavery and tbe sevcre drought 
of 1889. Second, the reforms in banking, currency issue, and cor
porate law, beginning with t-he banki.ng law of 1888. 

The crisis in agriculture occasioned an immediate decline in 
the production of coffee and foodstuffs for domestic consumption. 
Imports of foodstuffs wcre greatly increased. But the price of coffee, 
which had initially risen due to the diminished output, began to 
decline with the recession in the industrialized counbies. This, in 
turn, caused a rcduction in the balance-of-trade surplus, which was 
totally absorbed in servicing foreign debts. 

The manpower problem of the agricultura) sector was resolved 
by providing incentives for the immigration of European laborers. 
Moreover, to compensate for the loss of capital resulting from the 
emancipation of the slaves, the government began to provide credit 
to farmers through the banking system. This increase in credit, 
coupled with the monetary expansion fos_tered by the increase in thc 
number of issuing banks, led to a rapid increase in prices. The 
economic euphoria of the first years of the Republic climaxed in 
the crisis of the Encilhamento nt the end of 1891. The inflation of 
the period 1889-1898 had its origins in this monetary crisis of the 
early years of tbe Republic. 

The most important consequence of these events seems to have 
been exchange devaluation, which had two principal effects. ln the 
first place, by making imports more expensive, it stimulated in-
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dushies which processed local raw materials for the domestic 
market. All indications are that there was an industrial surge in 
the first decade of the Republic. ln the second place, the continuai 
cxchange devaluations, by protecting the incarnes of coffee growers, 
stimulated excessive increases in capacity. These facts were im
portant to the evolution of the economy from 1899 on. 

Actually, the growth of industrial and coffee output, at the 
cost of continuing devaluation, carne to be viewed as one of the 
most serious problems of the Brazilian economy. The policies later 
adopted of appreciating the exchange rate, balancing the federal 
budget, and rcducing the amount of paper currency in circulation 
must have interrupted the indushial spurt ::md eliminated the least 
efficient coffee growers. Although data on output and incarne in 
Brazil are not available for this period, it is very likely that there 
was an economic depression. Prices fell in absolute terms. As far 
as coffee was concerned, tbe result was the strengthening of the 
first schemes for intervening on the production side of the market. 
However, these were not carried out immediately because prices rose 
in 1900. Economic recovery began around 1903. 

Although the post-1903 economic policy of the Republican 
governments was inspired by the sarne principles as its predecessors, 
it had the merit of introducing the so-called policy of "economic re
corutruction", which involved i.mf ortant undertakings such as the
building and equipping of severa ports, railroad construction, and 
urbanization works in the capital. 

Industry had lost an element of protection with the normafür:a
tion of the exchange rate, but it had gained some other advantages: 
the new tariff of 1900 and the gold tariff. Agriculture, on the other 
hand, was still in crisis. Many cereais and primary products were 
still being imported to supplement domestic production. Coffee, the 
most important product, faced dec1ining prices on the world market, 
and the result was stagnation of the terms of trade, which in turn 
blocked expansion of import capacity, fundamental to economic 
growth in dependent economies. The idea of intervening in coffee 
production regained accept;mce, and was not put into practice only 
because the price of coffee rose considerably in 1904. Prices sta
bilized, and the federal budget was balanced. The public-works 
projects started in 1903 were financed through important foreign 
:md domestic borrowing, as weU as through the direct participation 
of the government in some cases. 

ln 1905-1906, however, the price of coffee began to fall again. 
The crisis finally led to the Taubaté agreement, the first agreement 
for coffee valorization. Since the inflow of foreign capital and the 
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new exchange system rnight have Ied to excbange appreciation, 
which would have further aggravated the plight of the coffee 
growers, it was decided to create ao institute designed to stabilizo 
the exchange rate. ln fact, the only irnmediate gain tbat coffee 
growers derived from the agreement was the devaluation produced 
by the creation of the Caixa de Conversão ( conversion fund), which, 
with an initial capital of � 20 million, began operations at an ex
change rate above the rnarket rate. Toe principal goals were not 
attained until 1909-1910. The price of coffee fell until 1908, when 
controls on supply to the world market were relaxed. ln this year, 
a crisis in the United States caused a decline in the volume of 
Brazilian foreign trade. 

The period 1908-1912 was one of general progress. Public-works 
projects were accelerated: work was finished on several ports, the rail
road network was expanded by one-third of the trackage existing in 
1907, and urbanization projects were carried out in Rio de Janeiro. 
There was a significant inflow of foreign capital, both official 
( amounting to � 113 million between 190� and 1913, ar more than 
twice the debt in 1902) and private (for investment and speculation, 
due to the remunerative difference between the market rate and 
that fixed by the Caixa de Conversão. Excbange stabilization, 
though it rnay have put a damper on internal production, favored 
an increase in industrial capacity, inducing the Iarge-scale importa
tion of machinery and equipment for industry and transportation, 
especially for the railroads. This increase in imports was possible 
thanks to the extraordinary growth in the capacity to import brought 
about by an improvement in the terms of trade. The rise in the 
price of coffee which resulted from valorization and declining 
harvests was actually more than sufficient to offset the deterioration 
in rubber prices, which fell on the world markct beginning in 1910. 

Meanwhilc, externai and internai indebtedness, as well as 
government participation in infrastructure investments (principally 
transportation ), increased government outlays enormously, causing 
a return to the days of growing budget deficits. Price indicators, 
however, do not reveal inflation in this period, prices .having risen 
by only 52' from 1908 to 1913. Apparently the budget deficits and 
the issuing of currency by the Caixa de Conversão had no infla
tionary impact, a fact most certainly due to the rapid economic 
growth taking place. 

This growth, however, was interrupted by the foreign-trade 
crisis of 1913. As a result of the international crisis, the prices of the 
principal exports fell substantially, and with them, the terms of 
trade. Since import leveis were maintained throughout 1913, the re-
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sult was a large trade deficit. Action by the Caixa de Conversão 
managed to avert a crisis on tbe exchange market. Yet when war 
broke out in 1914, the crisis worsened, restricting the growth of the 
economy throughout the war years. 

3. 2 - Fiscal and monetary policies

Fiscal and monetary policies had a considerable influence on the 
evolution of thc Brazilian economy from the early years of the Re
public to tbe period immediately preceding World War I. But it 
was to tbe socioeconomic crisis at the dose of the Empire that the 
first truly important measures were related. Actually, the first Re
publican government implemented certain measures that had been 
recommended since the end of 1888: credit for agriculture and 
reform of the banking system. lt complemented these, however, with 
measures designed to reduce the federal budget deficits and to re
form corporations. 1 

The socioeconomic crisis of the Jast months �f the Empire, 
insofar as it concerned moneto.ry, fisoal, and credit policies, was 
seen to consist of three principal problems .  2 First, there was the 
nced to increase credit to agriculture. The freeing of the slaves 
produced a need for new liquidity creation for financing agricul
tura! production. This need was felt less on the coffee plantations 
of the Soutb ( principally São Paulo), where si ave manpower was 
replaced by European colonists, mainly Italians, whose immigration 
was subsidized by the federal government . 3 Secondly, there was a 
shortagc of money, due to tbe policy of rigid government contrais 
on tbe supply of money. ln fact, after an increase of about 19i in 
1878, tbe stock of paper currency had fallen continuously up to 
1888. 4 Moreover, the freeing of the slaves almost certainly con
tributed to aggravating the shortage of money in circulation. Third, 
tbere were the budget deficits, financed by growing externai and 
internai indebtedness, which the govcrnment was insisting must be 
reduced.� 

t Ministério da Fazenda (MF), Rel.at6rio, 1S90. 
: MF, Relat6rio, 1888 and 1S89. 
3 A. F. C. Silvn, "Fonnac;lio do Povo Paulistano e o Seu Desenvolvimento 
Demográfico," Boletim da Departamento Estadual de Estatísllca de São Paulo, 
September-October 1940, PP. 33-49; Serviço de lmigrac;ão e Colonizac;iio de 
São Paulo, Boletim, October 1940. 

4 Brazil, Laws, Decrees, etc., Legislação sobre Papel-Moeda ( Rio de Janeiro: 
Imprensa Nacional, 1923), pp. xxxlli-xxxvi. 
a MF, Relat6rlo, 1884, p. 21, ond 1888, pp. 19 ff. 
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The origins of the inflation which characterized the early years 
of the Republic may be fom1d in the steps taken to resolve these 
problems. Assistance to agriculture had already been initiated in 
1888 and was exp::mded in 1889-1890. The total credit available was
set at 100 thousand contos de réis, of which the government provided 
somewhat less than half through the banking system,0 whicb in turn 
provided some complementary credit. ln arder to give an idea of 
the relative importance of this amount of credit, it may be noted 
that the stock of paper money at the cnd of 1888 amounted to 205 
thousand contos de réis. 7 At the sarne time, the government was
trying to combat budgct deficits through measures designed to in
crease receipts, since expenditures had risen with outlays for agri
cultura] credit, as wcll as for the redemption of government bonds, 
railroad bonds, and currency. 8 Co1lection in gold of tariffs - the 
principal source of government revenue - began in 1890-1891, but 
was quickly replaced by a substantial increase in tariffs in 1892. 9 

However, what led to the rapid inflation was the implementation of 
certain monetary measures, particularly the banking reforro. 

The banking law of 1888 permitted the establishment of banks 
with the right to print money. Bank notes replaced treasury notes 
and resolved the currency shortage. Howevcr, a problem arose be
cause thc regulations for implementing the. reforro required that 
currcncy be issued within a vcry short period. ln just two years 
( 1890-1891 ), almost 335 thousand contos de réis in bank notes was 
placed in circulation, increasing the stock of paper money in cir
culation by 150%. 10 

Prices began to rise rapidly. 11 The atmospherc of economic 
cuphoria that had existed at the fall of the Empire now became 
even more accentuated, reinforced by the political cümate favor
able to economic developmcnt which appearcd with the proclamation 

0 Despite the foct tl1at a good part of the agricultura! lonns were madc from 
1889 to 1891, the first Republicnn govemmcnt wcs opposed to no expansion 
of agricultura! credit. Politically, it was prefcrablc to finnnce nascent industries 
rather tl1an agriculture, which reprcsented thc monarchy. For this reason, 
the agreemcnts between thc treasury and privnte banks were suspended, o.nd 
only 47 250 contos de réis werc provided by the government to the banks for 
agricultura) lonns. MF, Relatório, 1891, p. 29. 
1 Brazil, Le.gislação sobre Papel-Moeda, pp. 33-36. 
R MF, Relatório, 1891, PP. 6-15. 
0 Jornal do Comércio (JC), Retrospecto Comercial, 1892, "Tarifas." 
1° C. M. PcUez, "The Economic Consequences of Moncto.ry, Exchange 1111d 
Fiscal Orthodoxy in Brazil, 1889-1945," pp. 17-20. 
11 See E. M. L. Lobo ct aJ.., "Evoluçllo dos Preços e do Padrão de Vid11 
no Rio de Janeiro, 1820-1930: Resultados Preliminares," Reolsta Brasileira dt, 
Economia 25 ( Octobcr-December 1971): "Apêndice Estatístico." 
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of the Republic. Speculation now began, as firms were created with 
the sole purpose of offering shares to an avid market. This period 
has become known as the crisis of the Encilhamento. 12 It culminated 
at the end of 1891 with the bankruptcy of numerous firms which had 
just been created. After the crisis, issues were paralyzed. Even so, 
due to the problem of financing the budget deficit, the government 
was forced to print and circulate large quantities of treasury notes 
in 1893-1894. 

The policy of budget equilibrium, successful in 1891, ran into 
difficulties from 1892 on, due to growing military expenditures . 13

Yet this did not mean than the policy of budget equilibrium was 
abandoned. The rise in current government expenditures was, in 
pa.rt, compensated by a reduction in public investment between 1892 
and 1894. The economy continued in a state of crisis, and the budget 
deficits were held to be the fundamental cause, as they led to  in
crenscs in the supply of money, which was already considered 
excessive. 

Thus, in 1895-1896, the federal budget deficit was again re
duced. To this end, current government expenditures were reduced. 
ln addition, the stock of paper money was stabilized. Nonetheless, 
by the end of 1896, the country found itself with serious exchange 
problems, u and tight monetary and fiscal policies were again looked 
to for a solution to ali problems. 

Thus, at the end of 1896 the banking system was once more 
extensively modified. The government withdrew from the banks the 
right to print money. This privilege again became a government 
monopoly. 15 The treasury took over the bank notes already in cir
culation and incorporated them into its own stock. The goal was 
to promete the standardization and convertibility of the national 
currency. However, difficulties in foreign trade precluded the 
achievement of this goal. A decline in imports resulting from ex
change problems reduced government reccipts. The budget deficit 
grew again and was partially financed by new issues . 18 

This situation lasted throughout 1898, and even greater diffi
culties could be foreseen. The govemment therefore began nego-

12 See D. T. Vieira, Evolução do Sistema Monetário Brasileiro ( São Paulo: 
Faculdade de Ci�cias Econômicas e Administrativas, 1962), p. 176. 
11 Cf. data from the Fundação Getúlio Vergas, Instituto Brasileiro de Econo
mia, Centro de Estudos Fiscai.!I ( FGV /IBRE/CEF), t aken from the federal 
balance sheetl. 
1, Sce app. C, "Foreign Trade and Foreign-Exch:inge Policy." 
111 Law 359 of 30 Deccmber 1896. 
141 Basic data from FGV /IBRE/CEF, federal balance sbeets. 
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tiations to consolidate the externa} debt. The out1ays required to 
achieve this consolidation greatly increased the budget deficit in 
1898. The implementation of the consolidation was accompanied, 
beginning in 1899, by a series of restrictive steps designed, among 
other things, to reduce the stock of paper money in circulation and 
eliminate budget deficits. 

The monetary and fiscal policies put in practice by the federal 
government in 1899-1902, though along the sarne lines as those 
followed since the Encilhamento, reversed the trend observed up to 
that period by substituting deflation for inflation. Practically all the 
restrictive measures were fully carried out. Paper money in cir
culation was reduced 13.5j between 1898 and 1902,11 and the budget 
deficit was elirninated. 

The principal measures taken were the carrying out of the 
agreement for consolidating the external debt and the return to 
collecting tariffs in gol d .  18 The former permitted a substantial re
duction in government expenses. At the sarne time, one of the clauses 
of the agreement stipulated that the money supply was to be re
duced by withdrawing notes from circulation as bills were issued 
under the consolidation agreement. The change in the tariff-col
lection procedure was a means of providing foreign currencies to 
the government and dissociating federal receipts from variations in 
the exchange rate. Thus, the basic objective was to eliminate the 
budget deficit. But the greatest reduction was in the expenditures 
of the government itself. By 1902, current federal expenditures were 
441 lower, in absolute terms and at current prices, than they had 
been in 1897-1898. The most drastic cut was in public invesbnents; 
in 1902 they stood at about one-third the 1898 levei, which was 
already rather low . 19

The results of this policy give some idea of the crisis it must 
have engendered. By 1902, prices had fallen by about 30i.2º ln 
September 1900, almost half of the banking system failed. It is 
probable that the effects of the restrictive policy will never be ade
quately measured, but beyond doubt this was one of the most critical 
periods in the economic history of Brazü. Nevertheless, by 1900 
recovery had begun. 

17 Brazil, Legislação sobre Papel-Moeda, p. :axvi. 
11 See appendices C and D, "Foreign Trade and Foreign-E:rchange Policy" 
and "'The Evolution of the Externai Debt." 
19 Primary data from FGV /IBRE/CEF, federal balaDce sheets. 
20 See Lobo et al. What is g iven is not a price IDdex as the term is commoD)y 
understood, but a simple indlcator of the cost of food and clothing. 
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ln fact, although the policy folJowed from 1903 on basically 
continued the restrictive policy of 1899-1902, there occurred what 
was called at the time a period of "economic reconstruction". This 
was due solely to the fact that the government, while concerned with 
maintaining a balanced budget, also initiated extensive public in 
vestments in transport infrastructure and in public works in the 
capital. Since in large part these investments were financed through 
foreign loans, it was not difficult to aclúeve budget equilibrium and 
monetary stability, at least up to 1907. 

ln 1908, federal revenues plummeted due to the decline in 
imports occasioned by a foreign-trade crisis. Even so, expenditures, 
especially public invesbnents, were maintained at more or less the 
sarne levei. The result was a large budget deficit, which continued 
to grow in the following years. Government investrnents augmented 
even more as of 1910, and carne to represent about 2 4% of total 
federal public expenditures in 1912. 21 Monetary stabi1ity, on the 
other hand, was shaken. But it was not the budget deficits which 
frustrated continuation of the policy of control of the money supply. 
ln fact, from 1906 on, issues were placed in circulation with the 
goal of maintainiTIJ exchange stability, which was also the goal of
the coffee policy. By 1912, the issues of the Caixa de Conversão 
had come to represent about 40% of the paper money in circulation. 

ln 1913 the economy was influenced by the intemational crisis, 
with exports being directly affected. The levei of domestic activity, 
nonetheless, seems to have been maintained, with imports and public 
investments continuing at their previous leveis. But the monetary 
situation had changed. With the crisis produced by the sudden 
disappearance of the slll1llus on current account, th e  foreign-ex
change market carne to depend on the purchases of the Caixa de 
Conversão. The switching of funds by the Caixa, however, meant 
that the amount of paper money in circulation fell, which probably 
contributed to a deepening of the crisis, aggravated in tum by the 
war (after July 1914). 

The results of the monetary and fiscal policies pursued from 
1899 to 1913 are depicted in graph 10 and table 10. Note the periods 
of monetary expansion and growing budget deficits fo llowed by 
periods of contraction in the money supply and reduction of de
ficits. The inflation of the early years of the Republic was caused 
by the banking reform which created issuing banks but gave them 
only a very short time in which to use their right of issue. There
after, especially after the crisis of the Encilhamento at the end of 

21 Primary data from FGV /IBRE/CEF, federal balance sheets . 
22 See app. C, "Forei�_Trade and Foreign-Exchange Policy." 
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1891, a combination of monetary and fiscal policies was designed 
to balance the budget and contrai the money supply. Frequently, 
however, these goais, were not attained - either due to foreign
trade crises which reduced government receipts by reducing imports, 
or owing to extraordinary government spenàing, usually for miütary 
purposes ar in connection to adjustments in the public debt. From 
1899 to 1902, the restrictive policies adopted were effective in re
ducing the stock of paper money in circulation, eliminating budget 
deficits, and provoking sharp deflation. Despite continued adherence 
to the above-mentioned goals, economic activity accelerated as of 
1903. This recovery was tied to a {lublic-investment program, ini
tially financed by foreign Ioa·ns, ana subsequently by Iarge budget 
deficits. It was not the financing of these deficits, however, but the 
maintenance of the exchange rate, which Ied to an increase in the 

Table 10 

Brazil: Federal Budget, 1889-1913

( 1 000 Contos de Réis) 

Year Revenues Expenditures Balance 

1889 - 25.3

1890 195.3 220.6 - 25.3

1891 228.9 220.6 + 8.3

1892 227.6 279.3 + 51.7

1893 259.9 300.6 - 40.7

1894 265.1 372.8 --101. 7

1895 307.8 344.8 - 37.0

1896 346.2 368.9 - 22.7

1897 303.4 379.3 - 75.9

1898 324.1 668.1 -344.0

1899 320.8 295.4 + 25.4

1900 307.9 433.6 -125.7

1901 304.9 334.5 - 29.6

1902 343.8 297.7 + 46.1

1903 415.4 363.2 + 52.2

1904 442.8 463.5 - 20.7

1905 401.0 374.9 + 26.1

1906 431.7 423.4 + 8.3

1907 536.1 . 522.2 + 13.9

1908 441.3 511.0 - 69.7

1909 449.9 518.3 - 68.4 

1910 524.8 623.5 - 98.7

1911 563.5 681.9 -118.4

1912 615.4 789.2 -173.8

1913 654.4 785.4 -131.0

Source: Fundnção Getólio Vnrgn.a, Instituto Brasileiro de Economia, Centro de 
Estudos Fiscais (FGV/IBRE/CEF). 
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money supply. Stabilization of the exchange rate, the other principal 
goal of economic policy, was directly related to the policy on 
coffee and agricultural production, as will be seen in the following 
section. 

3 . 3 - Agricultura!' production and the coffee 
policy 

3.3.1 The abolition of slavery and ·the crisis 
in agriculture 

The production of the agricultura} sector accounted for almost the 
entirety of Brazilian domestic economic activity around the tum 
of the century. ln 1907, about two-thirds of total value added in 
agriculture and industry was attributable to agriculture. This pro
duction was primarily intended for the foreign market, which in 
tum supplied a good part of the domestic requirements for food
stuffs of agricultura} origin. The growing of coffee in the South 
and East of the country, the planting of sugar, cocoa and tobacco 
in the Northeast, and the extraction of rubber in the North were 
the most important activities. Rubber extraction depended on a 
special kind of manpower: bevies of national migrants, mainly from 
the Northeast, who sought the region as though it were a new Eldo
rado. 23 The other products were all more or less dependent on slave 
labor. It was to be expected, then, that abolition would profoundly 
affect agricultura! production. 

The disappearance of slave labor was most deeply felt in sugar
cane production in the Northeast and coffee growing in the East 
( southem Minas Gerais and the state of Rio de Janeiro). ln the 
coffee fields of the South, particularly in São Paulo, the loss of 
slave manpower seerns to have had much less of ao irnpact. ln 
fact, in the state of São Paulo slaves were much less important 
than in Minas Gerais, Rio de Janeiro and the Northeast. � Coffee 
growers had begun, even before the emancipation of the slaves, a 

23 D. H. Graham and S. B. de Hollanda Filho, Migration, Regional tmd 
Urban Growth and DetJelopment in Bra:z.il: A Selective Analym of the Historical 
Record, 1872-1970 (São Paulo: Universidade de São Paulo, Instituto de Pes
quisas Econômicas, 1978), p. 43. 
� The slave population of Brazil in 1887 was estimated at around 637 
thowand, of which 56. !:J!1í were in Minas Gerais and the state of Rio de 
Janeiro, 251 in the Northeest, and only 16. 91 in the state of São Paulo. 
$. J. Stein, Vassouras, A Brazlllan Caffee County, 1850-1900 ( Cambridge: 
Harvard University Press, 1957), p. 295. 
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broad program of importing European settlers ( mainly Italians), 
and this program was stepped up from 1888 on. The importation of 
foreign manpower received a double stimulus: ( 1) subsidies from 
the state government, and ( 2) the Italian policy of incentives to 
emigration. Yet it was ultimately the good situation of coffee on 
the intemational market which made it possible for coffee growers 
to bear the burden ·of such an investment in á period in which 
capital lasses resulting from emancipation became important for 
individual producers. Another factor was the substantial increase in 
agricultura] credit· offered as part of the govemment assistance _to 
the agricultural sector. 

An additional problem that fanners had to face was the severe 
drought of 1889, which affected the principal agricultura} regions. 
Toe output of foodstuffs for domestic consumption was consider
ably reduced following this drought. 25 Brazil had already been 
importing cereais, jerked beef, and livestock products; and imports 
of farm products now experienced a substantial increase. 

These two problems, along with the continuous exchange de
valuation which protected the incarne of the coffee sector from 
falling prices on the intemational market, were responsible for tije 
most important trends in agricultura] production in the period prior 
to World War I. Production of foodstuffs. for domestic consumption 
was neglected in the years immediately following the crisis. Coffee 
achieved a position of absolute predominance among export crops. 
Thus, when the first period of overproduction and falling pri�es 
occurred, the stage was set for two important modifications in 
agriculture: increased production of foodstuffs, and the adoption of 
the first coffee-support programs. 

3. 3. 2 - lmport substitution of agricultura) products

Toe Brazilian dependence on foodstuff imports had increased with 
the crisis of 1888-1889. lmports of agricultura] products throúgh the 
port of Rio de Janeiro 20 ( table 11) rose substantially from 1889 to 
1899. This is clear even using 1888, when imports were unusually 
high due to a bad harvest,27 as a basis for comparison. 

25 JC, Retrospecto Comercia� 1889 and 1890. 
28 Statistics for Rio de Janeiro ·- though incomplete - are represenlative of 
the bulk of Brazilian imporls, since Rio was the country's largest port in tenns 
of volume and value of imports. 
21 JC, Retrospecto Comercial, 1888, "Imp,o�taçllo," 



Table 11 

Port of Rio de Janeiro: Food.stuff and Feed lmports, 1888-1899 
(Annual Averages) 

Product 1888 1889-1800 1801-1804 1895-1800 

Alfalfa (Bales) 76 968 171 532 334 434 265 280 
Rice (Sacies) 393 538 724 111 1 267 566 1 214 000 
Fats (Barreis) 35 833 05 517 69 227 117 233 
Jerkcd Beef (Tons) 48 013 48 880 
Bran (So.cks) 45 940 12 180 65 261 26 604 
Com (Sacks) 274 422 660 787 306 050 873 712 
So.lt Park (Barreis) 38 288 41 227 

Sources: Jornal do Comércio (JC), Relros�clo Comercial, various years. 

As a percentage of domestic consumption, these imports were 
most significant in the case of rice and possibly jerked beef. Com
plete national data are available only for 1907, when imports of 
agricultural products represented about 13i of total domestic con
sumption. For years prior to 1907, Brazilian imports can only be 
compared to production in the state of São Paulo. ln 1903, for 
example, countrywide rice imports were 5. 3 times greater than 
the total produced in São Paulo, one of the principal rice-growing 
states. Similar figures for other products are considerably lower, at 
17% for beans (feijão), and less than li for com. 28 

With the crisis in coffee at the tum of the century, changes 
occurred in the agricultura! sector. Although levels of agricultural 
imports remained high, some import substitution did occur prior 
to 1914 (see table 12), mostly of com, rice, and jerked beef. Im
ports of unmilled wheat, on the other hand, increased substantially. 
The reason for this was that the growth of milling operations had 
dane away with the need to import flour, but increased the de
mand for the raw material, i .  e. wheat, which was not produced 
in Brazil. Only with the outbreak of World War I were agricultural 
imports in general to decline. At the same time, nontraditional 
agricultura] exports rase and partly compensated for the declines 
in the prices of traditional exports, especially rubber and coffee. 
Natural rubber was decisively competed off international markets 

28 Production data are from the Repartição de Estatística e Arquivo do 
Estado de São Paulo, Anuário E.natEstico de Silo P1111lo, 1903, pp. 558-59. Import 
data are from the Minist�rio da Fazenda, Serviço de Estatística Econômica e 
Financeira, Com1frcio E%terlor da Braail, 1903. 
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by rubber produced in other countries. Tbe crisis in coffee, on the 
other hand, received an original solution, though it had only tem
porary effects. 

Table 12 

Brazil: Foodstuff lmports and Exports, 1901-1915 
(Tons) 

(Annual Averages) 

11101-1905 1006-1910 1911-19115 

Produet 

Imporia Erporla Importo Erporta Importa Exporta 

Riee 383 451 220 86 760 181 48 019 144 

s ..... 34 301 144 38 165 282 32 69S 360 

Com 38 696 O 748 46 708 21 22 8211 488 

Jerked BHI 211C 778 338 169 969 2 060 70 0711 1 081 

Potaloeo 107 913 103 81!5 3 10 4 355 g 
Wb""t 840 862 1 314 058 1 905 898 

Sourca: Mwatlrio do Fa1mda, SC!rvieo de Eatatlatica Eeonõmica e Financeira, Comlreio Ez• 
tnior do Brmil, v■rioue yn.n. 

3. 3. 3 - The first coffee crisis and the first
coffee-support program 

Up to the close of the Empire, coffee growing in Brazil was affected 
by the evolution of interna] prices ( a function of the levei of 
economic activity in importing countries), as well as by clima ti e 
changes and plant diseases within the country. After tbe emanci
pation of the slaves and the proclamation of the Republic, the 
domestic factors beca me more important . 29 Abolition shifted 
coffee-growing activities to the South, namely the state of São Paulo. 
São Paulo's policy of subsidizing tbe immigration of European labor 
was the decisive factor in this shift. The policies adopted in the 
first years of the Republic, moreover, stimulated coffee growing to 
excess; this was to lead to the first crisis of overproduction. 

Tbe inflation that occurred in the first years of the Republic 
and the ensuing exchange devaluations were the most important 
factors underlying the growth of the coffee sector. ln local cur
rency, coffee prices were not only maintained but rose, while world 
prices were falling. Tbis raised the profitability of coffee-growing 
at a time when shortages of farm goods for local markets were 

21 C. M. Pel&e2, "An Economic An11lysis of the Brazllian Coffee Support 
Program, 1906-1945: Theory, PoUcy and Measurement," in Essa11s on CoffetJ 
and Economlc Develor,ment (Rio de Janeiro: Instituto Brasileiro do Café, 1973), 
pp. 49-50. 
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becoming apparent. The result was a tremendous increase in the 
c�paci_t� of_ the coffee sector, at the expense of delayed agricultura!
divers1ficabon. By the turn of the century, coffee overproduction 
was evident, and the idea of govemment intervention to limit sup
plies first appeared. 

Beginning in late 1898, the growth of the coffee sector became 
the target of restrictive government policies. Noting that inefficient 
growers were able to stay in the market due to continuing exchange 
devaluation, 30 the government adopted a corrective measure in the 
form of maintenance of the exchange rate. 31 Once this protection 
to coffee growers' incomes was ended, the movement for govem
ment intervention rapidly gained adherents. However, two successive 
increases in the international price of coffee ( 1900 and 1904) de
layed any such action. Only with the forecast of an unusually Iarge 
crop in 1906-1907 did the govemment intervene on the supply siàe. 

The first coffee-valorization scheme was formally approved in 
February 1906 by the presidents of the states of São Paulo, Minas 
Gerais and Rio de Janeiro; this was the Taubaté agreement. The 
fundamental objective of the plan was to establish a floor price for 
coffee in local currency. To lacilitate this, surplus production was 
to be withheld from the market, using funds obtained from a Iarge 
foreign Joan. At the sarne time, exports of inferior grades of coffee 
were to be reduced, and a publicity campaign to encourage cof
fee consumption abroad was to be carried out. Above all else, coffee 
growers demanded a national institution to protect them from ex
change flutuactions; their real goal, of course, was to avoid exchange 
appreciation. 

It was therefore decided to create a fund for stabilizing the 
exchange rate, the Caixa de Conversão. By initially providing a 
small devaluation and then stabilizing the rate, the Caixa served to 
protect the wealth of the coffee planters. By offering a rate slightly 
above the going market rate, the Caixa ensured the profitability of 
coffee growing despite the strong pressure - which lasted until 1912 
- to appreciate the rate of excbange.82 

By the end of 1907, more than eight million bags of coffee had
been withheld from the market, using funds provided by coffee trad
ers, since a foreign loan had not been obtained .. 

13 But . the results
were not seen until 1909. From 1906 to 1908, the mtemational coffee 
price showed Iittle variation ( graph 11). ln 1909 carne a substantial 

10 MF, Relat6rio, 1899, "Introdução ao Relnt6rio do Ministro Joaquim Mur
tinho," pp. xiv ff, 
11 See app. C, "Foreign Trade aod Foreigo-Exchnoge Policy."
12 Ibid.
li Peláez, "Economic Allalysis," PP. 76-77. 
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Graph 11 

BRAZIL: 
VARIABLES IN THE COFFEE MARKET, 
1889-1913. 
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increase, with further increases from 1910 to 1912, when prices were 
twice those prevailing in the period 1906-1908. 

The world crisis of 1913 and World War I brought a halt to the 
rising-price trend, but the idea that coffee va1orization was a good 
policy had been accepted. Actually it would be difficult to prova 
that the high prices of 1909-1912 were caused by the scheme. As a 
matter of fact, the valorization of 1906 had been followed by signi
ficantly smaller crops than that of 1906-1907, which had led to tha 
scheme. This must have facilitated the success of the plan. The 
institutionalization of an artificial mechanism for price and incarna 
maintenance in the coffee sector represented a serious distortion 
in the economy and contributed to lower growth rates in otheI 
sectors. 

3 . 4 The expansion of foreign trade prior 
to World War I 

The evolution of foreign trade up to 1914 was mainly determined 
by the behavior of coffee in the world market. Oscillations in the 
price ·of coffee produced fluctuations in the terms of trade. Due to 
the burden of its foreign debt, Brazil had to maintain a hefty surplus 
in its balance of trade, limiting imports when export receipts declined. 
The • prewar trade structure, especially as regards imports, was also 
influenced by internal factors linked to the • agricultura} problems of 
the éarly years of the Republic and subsequent economic policies. 

The agricultura} crisis had two important effects on foreign trade. 
First, the reduction in output diminished the quantity available for 
export. Since the rise in prices in 1889-1891 did not offset the decline 
in the amount exported, export receipts fell. Second, the reduction in 
farm production, by decreasing the domestic supply, led to an in
crease in food imports. Throughout most of the prewar period, im
ports of cereals, meat, and livestock products were at high leveis. 

Coffee prices, after rising slightly in 1893, declined up to the 
close of the decade. Rubber emerged as the second most important 
export, but the revenues derived therefrom were not sufficient to 
overcome the general stagnation and subsequent fall in export earn
ings. There was probab]y a decline in the terms of trade, along with a 
limitation of import capacity, in this period. Industries for processing 
local raw materiais seem to have registered some growth due to 
import restrictions. 

lmports were reduced by the tariff policy and by the acceler
ating pace of exchange devaluation during the first decade of the 
Republic. The most important �estrictions were probably the gold 
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tariff, introduced in 1890-1891, and a heavy general increase in 
customs dutíes in 1892. But the greatest disincenti.ve to imports was 
the continuing exchange devaluation from 1889 to 1898. lmports 
virtually stagnated up to 1895 and fell thereafter. Thus, foreign trade 
seems to have passed through a long crisis in the first years of the 
Republic. This crisis was to worsen in the years that followed, at 
least until 1902, as new restrictive measures were taken. 

Beginning in late 1898, a further tightening of government pol
icy had a noticeable effect on trade. Perliaps the most important goal 
to be achieved was appreciation of the exchange rate, which would 
naturally stímulate imports and discourage exports. However, since 
exchange appreciation could only occur if the country's balance on 
current account improved, the government attempted to limit imports 
at the sarne time it strengthened the currency. 

Certainly the return to the collection of tariffs in gold was not 
primarily designed to restrict imports. It was mainly instituted to 
provide the govemment with a fund of foreign currency without 
having to enter the exchange market directly, since govemment in
tervention had been a source of short-run fluctuations and long-run 
devaluation in the past. While the barrier to imports which resulted 
from the gold tariff was quite imposing,34 it was the tariff of 1900 
that was to prove the most important restrictive measure.35 

Imports remained at low leveis until 1902. On the other hand, 
thanks to the increase in coffee prices in 1900, export receipts grew 
considerably, with resultant large surpluses on current account 
(graph 12). The goal of exchange appreciation had been fully achie
ved, but at the cost of a reduction in the leve} of economic activity. 

From 1903 to 1913, foreign trade showed a rising trend. Up to 
1908, however, this expansion was only partia}; the volume of im
ports increased, but tbe terms of trade and the capacity to import 
( purchasing power of exports) remained practically stagnant. This 
parti.ai recovery was due to the performance of coffee on the world 
market. At this time, coffee provided more than half of all export 
receipts, followed by rubber. 

As seen above, coffee prices, after a significant rise in 1904, drop
ped until 1908, thereby temporarily frustrating the first valorization 
scheme. The decline in export prices in 1907-1908 was apparently the 
result of a business contraction in the United States, Brazil's princi
pal market. From where, then, did the funds to finance increased 
imports come? 

H See app. E, •,-be Pmtect!on of Industry," 
1111 JC, Recro,pecto Comercial, 1'100, pp. 3 and 23. 
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The rise in the volume of imports after 1903 was related to go
vemment policies. It may be observed ( graph 12) that a substantial 
portion of the increase was due to the impact of capital goods for 
the public investment program of 1903. The greater part of these 
goods was allocated to port improvement and railroad equipment. 
Financing carne from abroad. Between 1903 and 1908, severa} Iarge 
foreign loans were obtained for financing the investments in transport 
and improvements.30 Additional stimuli to imports were the exchange 
appreciation up to 1906 and the subsequent stabilization of the ex
change rate by the Caixa de Conversão. 

Beginning in 1909, coffee prices climbed to more than twice 
the 1907-1908 levei. And despite the fali in world rubber prices in 
1910, the terms of trade and capacity to import rose considerably 
( 67i and 57% above the 1908 levei, respectively). Besides all this, 
foreign capital inflows in general revived, in the form of Ioans and 
direct private investments. 37 Taken together, these factors allowed 
for high import levels and, at the sarne time, substantial servicing 
of the foreign debt. 

Thus, most notable in the growth of Brazilian trade prior to 
World War I was the increase in i.mports. Public investments, mainly 
in ports and railroads, were intensified. Private investment i n  the 
industrial sector probably accompanied these infrastructure projects . 
Tbis explains why the largest increases in i.mports were in capital 
goods and .construction materials ( graph 13). 

This period of expansion was interrupted by the international 
crisis of 1913. The prices of the principal exports fell abruptly, caus
ing a sudden decline in the tenns of trade. Export receipts were 
substantially reduced. Since import levels were at first maintained, a 
deficit occurred in the balance of trade, something that had not 
happened for some time in Brazil. The impact on the exchange 
market was moderated by two factors: the action of the Caixa de 
Conversão, which sold exchange for its outstanding notes, and the 
continued inflow of foreign capital. This situation, however, could 
not be sustained once war broke out in 1914, and foreign trade en
tered a period of profound depression. Nonetheless, the expansion of 
foreign trade which occurred prior to the war contributed to indus
trialization in tbe period through improvements in the transport 
infrastructure and through the importation of equipment and ma
terials. 

as See app. D, "The Evolution of the Externai Debt." 

17 See app. C, "Foreign Trade and Foreign-Exchange Policy." 
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3 . 5 - Industrialization 

Primary data relating to the evolution of Brazilian industrial output 
from the proclamation of the Republic to World War I are not avail
able at present. However, there is partia) evidence in the form of 
figures on imports. Despite data limitations, it is possible to describe 
industrial evolution in this period as discontinuous, apparently con
sisting of two growth spurts. The conditions which led to these two 
surges and their ensuing decline, as well as the results of these move
ments, are the subject of what follows. Before beginning, it would 
be useful to discuss the principal factors that allowed for the develop
ment of industry within a predominantly agricultura} economy. 

3. 5 .1 - The Repuhlic and the strengthening of
industry 

Although industrial activity in Brazil dates from shortly after the 
arrival of the royal family in 1808, it only acquired a measure of 
dynamism in the 1850s, due to the entrepreneurial spirit of Mauá. 
It was with the creation of the Republic that industrial development 
first achieved a rapid pace. 

A combination of factors permitted the appearance of an indus
trial sector in a nineteenth-century Brazil dominated by coffee and 
possessing an entrepreneurial class mainly comprised of farmers and 
importers. The disaggregation presented here is based principally 
on observations from the history of the state of São Paulo, even 
though this state was not the country's original industrial center. 
ln fact, as regards the production of textiles ( the leading industry 
at the time), São Paulo was in fourth place in 1881, behind Bahia, 
the Distrito Federal and the state of Rio de Janeiro. 38 As late as 1907, 
when the first systematic industrial survey was made, the Distrito 
Federal was still the main industrial center of the country. By 1919, 
however, the value of São Paulo's industrial output represented 35% 
of the total and 1.65 times that of the Distrito Federal.ªº 

Industrial development was aided by the inflow of European 
labor to worlc on coffee plantations on the São Paulo plateau, a mov: 
ing frontier to which coffee growing had shifted while dec1ining in 
the Vale do Paraíba. These immigrants, unlike tbeir predecessors on 
the plantations, received a cash wage; they also had a broader range 

u See R. C. SimoD!!en, A Eooluçiio Industrial do Brasil e Outros Estudo,
(Sio Paulo: Cia. Editora Nacional, 1973), p. 25.
li Data from the ct!DJW talcen by the Centro Indusbial' do Brasil, O Brasil,
Sua., lUquaa, Naturall, Suas Indústria, ( Rio de Janeiro, 1909), vol. 3.
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of tastes. The climensions of this change are indicated by figures on 
the foreign population in the state of São Paulo. Whereas foreigners 
represented only 3.5% of the total population in 1872, by 1900 they 
accounted for 23.2%; the figure declined slightly ( to 18%) in 1920.4º 

Many of these immigrants abandoned the coffee plantations and 
moved to cities, mainly the state capital, either because they could 
not adapt to farm work or because of the crisis produced by excess 
coffee production. These Europeans became a valuable source of 
industrial manpower, supplying not only labor and administrative 
help, but also entrepreneurial skills, thus competing with coffee 
growers and importers. 

ln his study of industrial entrepreneurs in the state of São Paulo, 
Dean suggests that the sequence of sources of entrepreneurs was 
approximately the following: first coffee planters, then importers, and 
finally immigrants:n 

lnitially, the bulk of investrnents by the planter-entrepreneurs, 
outside their coffee interests, went into infrastructure creation, princi
pally railroads. Planters built the Companhia Paulista, the Mogiana 
and the Sorocabana, for example. Before 1900, the majority of the 
cotton-textile mills were founded by planters. They also had invest
ments in foundries, sawmills, breweries, factories for processing jute 
and sugar, glass plants, etc. ln 1901, of the 12.7 thousand workers 
employed in the 50 largest industries in São Paulo, approximately 
5.5 thousand worked for firms controlled by planters.42 

lmporters who became industrialists had two advantages over 
their competition: they knew the market well, since they rarely spe
cialized in any given line, and their ready access to credit allowed 
them to arrange financing for importing the necessary equipment and 
machinery.43 These advantages, combined with the higher prices for 
imports which resulted from the rising tariffs in the first years of the 
Republic and the continued exchange devaluation, induced many 
importers to diversify by investing in manufacturing. Out of a total 
of 59 importing firms operating before World War I, at least 33 were 
engaged in ar had invested in industrial activity.44 By 1917, 11 of the 
13 textile factories built in São Paulo before 1900 were controlled 

40 Instituto Brasileiro de Geografia e Estatística (IBGE), Anuário Estatútico 
elo Brasil, 1939-1940, p. I 302. 
41 W. Dean, São Paulo's Industrial Elite ( University Microfilms, 1964 ), pp ..
9-72 .
42 Ibld., p. 9.
48 lbid., pp. 28-33.
u lbid., p .. S3.
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It was believed that the creation and strengthening of a class of indus
trialists was important, and even necessary, to the maintenance of 
the Republic. Be this as it may, the economic policy of the time did 
not represent a set of measures capable of promoting industriali
zation. 51 The period of credit expansion and the increase in the 
number of banks of issue in 1890-1891 was quickly fo11owed by one 
of restrictive policies. 

The industrial growth of the time largely depended on  foreign 
trade. Capital formation required the importation of machinery and 
equipment, and output demanded the importation of raw materials 
and fuels. Thus, the evolution of foreign trade - which in large part 
meant the performance of coffee on world markets - governed the 
appearance of industrial spurts or periods of rapid growth in industrial 
production. In this sense, rural interests continued to make their 
influence felt, and to a certain extent hindered large-scale industria
lization. The most outstanding example was the case of government 
policy from 1899 to 1902. 

Even so, industry did experience a minar boom in the first de
cade of the Republic, and the growth observed appears to have resul
ted, at least indirectly, from government policies. By way of raising 
government revenues, a gold tariff on imports was introduced in 1890-
1891. 1t was soon abolished and replaced by a substantial increase 
in tariff rates. The check that this represented on imports provided 
some protection to industries which processed local raw materials. 
Moreover, the continuing exchange devaluation up to 1898 had a 
similar effect, despite its having been designed to protect incarnes in 
thé coffee sector. 

These measures were taken at a time when the domestic scene 
was favorable for industrial expansion. The domestic market was 
growing rapidly, as immigrants poured in. Railroads were expand
ing. 52 Hydraulic potential began to be exploited at a more rapid 
pace.1111 

The result of this convergence of government measures and ex
ogenous trends appears to have been import substitution,  but only 
in traditional indusbies. This seems logicaL taking into account the 
types of incentives offered. The high tariffs and exchange devaluation 

n For an aoalysis of the principal measures and their contradictions, see app. 
E, "The Protection of Industry." 
B2 ln the flrst decade of the Republic, 5.3 thousand additional kilometen 
of lrack were laid, an amount equivalent to the total built from 1854 to 
1883 ( see app. H, "Transport") . 
G3 The installed capacity of hydroelectric plants rose from .3 megawatts 
ln 1891 to 5. 3 1;11egawatts in 1900 and 32. 7 megawatts in 1901 ( see app. G, 
"Electr:ic Energy ') . 
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affected not only imports of consumer goods, but also imports of cap
ital goods and raw materiais. While a policy did exist to exempt 
capital goods from high tariffs, it was infrequently applied, in view 
of the treasury's need for finances. 

The data in table 13, though only partia}, indicate that indus
trial growth picked up in the period 1896-1899. Imports of fuels and 

Table 13 

Brazil: Indicators of the Growth of Industrial 
Production at the Beginning of the Republic 

(1) - Port oj Rio tU Jamiro - Manu.jaclured Impor!&, 1891-1899 (Annual Averages) 

Induatn'al Sector and Producla 

Fuels 
Coai (Tons) 
Kerosene (Cases) 

Raw Materiais 
Cement (Kegs) 

Chemicals 
Matches (Cases) 

Textiles 
Hemp Fabric (Bales) 

Food Products 
Wheat Flour (Kegs) 
Dough (Cases) 

Beverages 
Beer (Cases) 

(2) - Er.poru Jrom Enoland lo Brazil,

Prodttcl.a 

Cotton Thread and Textiles 
Wrought and Crude Iron 
Coai and ConJ. Products 
Machinery 
Others 

Total 

1891-1895 

454 078 
427 433 

146 341 

17 029 

2 017 

472 016 
40 833 

57 036 

1885-1899 (Values in 

1885-1889 

Value % 

u.o 47.0 
2.5 8.3 
1.6 5.2 
2.3 7.6 
9.3 31.9 

29.7 100.0 

Sources: (1) JC, Retroapecl.o Comercial, various years. 

1896-1899 

564 676 
456 186 

155 604 

4 963 

607 

321 617 
2 793 

3 302 

S. Million)

1895-1899 

Value % 

11.2 36.2 
3.4 10.8 
2.9 9.4 
2.3 7.5 

11.2 36.1 

31.0 100.0 

(2) R. Grabam, Brilain and the Omet oj Moiurnizalion in Brazil, 1850-
1914 (Cambridge: Cambridge University Press, 1968), pp. 330-32. 
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basic raw materiais, such as cement and iron, rose in  this period, 
while imports of consumer goods fell. The products affected were 
mainly textiles, foodstuffs and beverages, Apparently, increased in
dustrial output relied on more intensive use of installed c apacity 
rather than on new capacity creation. Macbinery imports from Eng
Jand, the main supplier at the ti.me, remained at the leveis of 1885-
1889. This might be expected, as continuing exchange devaluation 
would raise prices for imported capital. 

All indications are that this industrial spurt was brought to a 
halt at the end·of 1898 by severe restrictive measures on the part of 
the govemment. As a matter of fact, one of the enunciated goals of 
the policymakers at the time was the curtailrnent of "artificial indus
tries" which had developed behind the protection af forded by ex
change devaluation and tariffs. n4 And some of this industry was 
quite artificial. A picturesque example is match production. Beginning 
in 1896, domestic production completely replaced imports ( see table 
13). But this was simply a trick in terminology, as all components 
of the matches - the sticks, boxes, even the labels - were irnported 
in the guise of "raw materials". lt is clear that exchange devaluation 
was one way of protecting industry, and must be admitted that such 
protectionist measures may have been necessary to stimulating indus
trialization. After ali, one of the most notable industrial undertakings 
of the Empire, the Ponta da Areia shipyard of Mauá, was forced to 
close once tariff protection was withdrawn. 55

Although the government's deflationary policies continued in 
effect in the first years of this century, they did not prevent the 
appearance of a new industrial spurt ín 1903; this surge subsequently 
picked up momentum from 1905 to 1913. Apparently the deflationary 
effects of monetary and exchange policy, and also of fiscal policy up 
to 1907, were offset by the stirnulus of increased autonomous govem
ment expenditures, especially from 1908 on. While these public in
vesbnents stimulated economic activity in general, they provided 
special encouragement to industry through the creation of a more 
extensive traruportation network. The railroads were expended rapid
ly, and more adequate equipment was provided in the maio ports. 

lmportant contributions to industrialization were also made by 
developments in the coffee sector. The coffee prices àt the tum of 
the century produced a flow of European immigrants from the plan
tations to the cities. Here their contribution was threefold. First, they 
created a much more compact marlcet for manufactured goods. Sec-

54 MF, B.l!lat6rlo, 1899, "Introdução." 
Ili �ee V�conde de Maui, Autobiografia, Depoimento, Hl&t6rlco1 (Rio de
JanellO: Edições de Ouro, Tecnoprint Gr6fica, 1942), 
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ond, they provided an important source of semi-skilled manpower 
for industry; in some sectors they outnumbered native-born laborers, 
and they often held the most important posts. 158 Third, immigrants 
began to compete with coffee growers and importers as industrial 
entrepreneurs. G7

Yet it was the coffee policy adopted in 1906 that provided the 
major stimulus to the acceleration of the industrial surge in the period 
1909-1913.159 The valmization plan produced its first practical results 
in 1908, and from 1909 on coffee prices rose significantly. In tum, 
both the terms of trade and import capacity increased in an extra
ordinary fashion. This permitted high leveis of industrial capita] 
formation (see table 14), principally in the period 1910-1913. To 
nll appearances, it was this tremendous increase in capacity up to 
1913 that allowed industrial production to grow during the war, a 
period which many authors have erroneously classi.fied as one of 
rapid industrialization. Go

Table 14 

Brazil: Indicators of Capital Formation in Industry, 1901-1918 

Period 

1901-1902 
1903-1906 
1907-1909 
1910-1913 

Domestic Cement 
Consumption 
(1 000 Tons) 

48.0 
116.9 
193.0 
341.3 

Domestic Steel 
Consumption• 
(1 000 Tons) 

48.1 
73.2 

127 .7 
197.1 

Source: Statietical Appendix, table 129. 
• Except import.ed rails. 

Industrial 
Capital-Goods 

Imporúi 
(1939 = 100) 

44 .3 
51 .9 
73.1 

157.8 

The result, as already mentioned, was substantial import sub
stitution. Imports of raw materials and capital goods rase, whils 
imports of traditional consumer goods declined. In this latter category 
were textiles, clothing, shoes, food products, beverages, and tobacco.'° 

H Centro Indwbial do Brasil, O Br�l, vai. 3. 
1T Dean, p. 9. 
H The opportunity cost of the valomation plans, in tenru of the effect on 
long-run growth prospects, is not considered here. 
111 See chep . -4. 
IO See Statistical Appendix, table 136. 
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The structure of imporfs as presented in table 15 evidences this 
change. lmportant qualitative changes included a rise in the impor
tation of metallic raw materials and of capital goods for manufactur
ing and transportation. As the domestic processing of metallic raw 
materials grew, so did the dependence on foreign countries for the 
necessary capital goods. 

Table 15 

Brazil: lmports by Type of Commodity, 1901-1913 
(% of Total) 

Class 1901-1902 1903-1900 1907-1909 1910-1913 

Coosumer Goods 40.1 

Durable 3.7 
Noodurable 36.4 

Fueis aod Lubricaobl 9.S 

Raw Materiais 411.0 

{ Metallic 6.6 
Industrial l 

l N onmetallic 34.2 

Other 1.2 

Capital Gooda 6.8 

lodustri&I .8 
Traosport .8 
Other 4.0 

Miscellaoeoua S.0 

Total 100.0 

Source: Statistical Appendix, t.able 133. 

86.8 

5.5 
31.1 

7.1 

48.6 

9.0 

37.5 

2.0 

1.1 

1.8 
1.5 
3.8 

.1 

100.0 

81.S S0.7 

7.0 8.4 
24.3 22.3 

8.8 8.1 

48.4 48.S

12.3 11.3 

32.9 30.5 

3.2 4.5 

te.o 14.s

3.3 3.7 
4.0 5.0 
4.7 5.6 

100.0 100.0 

Tbe world crisis of 1913 and the ensuing world war prevented 
the cdntinuation of this spurt. The effect on trade was to lower the 
terms of trade and cut import capacity. Industrial capital formation 
fell to a fifth !)f the prewar high. Although industrial output grew 
during the wartime period, industrialization probably stopped, as 
the next chapter demonstrates. 
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4 

The foreign-trade crisis and the impact 
of World War I, 1913-1918 

4.1 - Introduction 

The foreign-trade crisis which began in 1913 worsened during World 
War I. Export prices fell to extremely low levels, producing a 
sharp reduction in purchasing power and a corresponding reduction 
in the volume of imports. Also contributing to diminishing import 
flows was the difficulty of supply during wartime. Low import 
levels, in turn, implied a drop in the receipts of the federal 
government, as two-thirds of all revenue carne from import levies. 
Large budget deficits appeared, despite attempts to increase 
receipts through raising the tariff rates on imports and imposing 
a tax on interna} rransactions. This deficit forced large issues of 
paper money to cover govemment debts, as neither domestic nor 
foreign loans could be obtained. The deflationary monetary and 
fiscal policies of the 1980s and early 1900s were now abandoned. 

ln spite of the fall in receipts, the govemment continued to 
make investments in social overhead capital such as water reservoirs 
(açudes), railroads, highways, and telegraph lines. Expenditures 
in this area accounted for 23.� of total federal expenditures in 
the years 1914-1918. Current govemment outlays were sharply 
reduced, falling from 52% of total outlays in 1911-1914 to 30% in 
1915-1918, and priority was given to repayment of the public debt. 

The crisis in foreign rrade affected industrial activity in two 
ways. First, d:he production in raw-material, fuel, and capital-goods 
imports hi,n.dered attempts to expand capacity. Second, existing 
capacity was used more fully, especially in plants producing cotton 
textiles, sugar, and chilled and frozen meat. Ali three of these 
products, but especially sugar and meat, were exported in large 
quantities. ln general, indusrrial production grew during the war 
due to better utilization of exis�g capacity. 
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Beginning in 1915, successful efforts were made to diversify 
the exportation not only of manufactures, but also of manganese, 
cotton, wood, and agricultura) foodstuffs such as rice, beans, oils, 
etc. Since prices remained at prewar leveis for these products, 
export receipts recovered somewbat. 

Thus, the impossibility of continuing deflationary policies 
during World War I diffused the negative effects such policies had 
produced in the economy before the war. The negative impact of 
falling receipts from coffee and rubber must have been offset in 
good measure by tbe continuing high levei of public investments, 
new issues of paper money, and export diversification. 

4 . 2 - The impact of the war on foreign-trade 1 

ln 1913, a foreign-trade crisis began which was to last until 1918. 
The sharp fali in the price of the major exports led to a situation 
which had not occurred for some time - a deficit in the balance 
of trade. The terms-of-trade índex worsened abruptly, and since 
tbe volume of imports remained constant, a deficit resulted. lt 
should be noted that the exchange rate was stable throughout 
1913, despite pressures for a devaluation. ln fact, this was due to 
large capital inflows, including both risk capital and official loans. 
This capital inflow was reinforced by the actions of arbitrageurs, 
who imported convertible currency and exchanged it for notes 
issued by the Caixa de Conversão when the market rate fell far 
enough below the Caixa rate 2 to make this operation profitable. 

The persistence of intemational tensions and the outbreak of 
war in July 1914 stopped the inflow of foreign capital. 1 The 
remittance of 2, 10 million in debt amortizations led to the collapse 
of the exchange market. ln August 1914, the free-market exchange 
rate depreciated below the official rate; the Caim de Conversão 
exhausted its reserves defending the official rate, and was closed. 
The government attempted to deal with this by consolidating the 
foreign debt A second funding Joan was signed on 19 October 
1914, providing that ali debt amortizations would be  suspended for 
13 years. Despite this agreement, the exchange rate continued to 
depreciate until 1917. The Caixa de Conversão was nót reopened, 

1 Since World War I affected mainly the externai sector of the economy, it 
was felt that this chapter sbould begin ..-fth a loolc at forei itn trade, tnstead 
of following lhe paltem of other chapters in beginning with monetary and 
fiscal policies. 
2 See app. C for detaih on the operation of the Caba de Conversllo. 
a Banco do Brasil, Relat6rlo, 1914, pp .. 20-28. 
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and the Banco do Brasil initially experienced difficulty in providing 
ali the foreign exchange demanded. Beginning in 1915, however, 
the shortage of exchange was alleviated by surpluses in the balance 
of trade stemming from the diversification of exports. 

The bulk of the new exports was made up of nondurable 
consurner goods, which accounted for an average of 3.8% of the 
value of all exports from 1901 to 1913 and an average of 15.2% in 
the period 1914-1918. The volume of such exports rase by a factor of 
10 during the war (see graph 14). This diversification of exports, 
though slight, helped offset the deflationary effects of declining 
prices for coffee and rubber. The table below outlines the behavior 
of the balance of trade over this period: 

Table 16 

Bràzil: Value of Exports and Imports, and the Balance of Trade, 
1913-1918 

( .e 1 000) 

Yeo.r Exports Imports Bo.lance of Trade 

1913 65 451 67 166 - 1 715
l!ll4 46 803 35 473 11 330
1915 53 951 30 088 23 863
1916 56 462 40 369 16 093
1917 63 031 44 510 18 501
1018 61 168 52 817 8 351

Source: Ministério do. Fazendo., Serviço de Estatlstica Econõmica e Financeira 
(MF/SEEF), o.s published in Instituto Brasileiro de Geografia e Esta
tlstico. (IBGE), Anudrio Estall3tico dl, Braail, 1939-1940, pp. 1 358-59. 

At the sarne time, the downward trend in coffee and rubber 
prices continued to have adverse effects on the terms of trade, 
which by 1917-1918 had fallen to almost one-third of the 1911-1912 
level. This affected the purchasing power of exports, of course, 
and imports declined ( due to this fali in purchasing power and to 
wartime supply difficulties), as indicated in graph 8. 

The tendency for coffee prices to fa]l was aggravated by 
prospects of an enorrnous harvest in 1917-1918. This led to the 
second govemmental intervention; more than three million bags of 
coffee were purchased and placed in storage in 1917. An expansion 
of the money supply was used to pay for this coffee, as foreign 
loans were out of the question in wartime. 
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Then, in June 1918, a severe frost damaged 300 of the 800 
million coffee trees in production. The consequent decline in 
output, coupled with the reopening of European markets after the 
war, produced a reversai of the trend in coffee prices. 

4 . 3 - Monetary and fiscal policies 

The decline in the prices of traditional exports had a severe 
deflationary impact on the Brazilian economy, an economy in which 
coffee and rubber exports accounted for 79� of the total value of 
exports in 1901-1910. As a result of this decline, the tax receipts 
of the federal and state governments were sharply reduced, since 
at the time taxes were mainly in the form of levies on imports 
and exports. The resulting budget deficits could not be financed 
by noninflationary means such as loans. 

Throughout World War I, federal receipts remained at extreme
ly low Ievels, even below those predicted, while expenditures grew 
beyond the expected leveis, as indicated in table 17. There was a 
tendency for deficits to fall, however, and the actual deficit in 1918 
was less than that of 1913. 

Year 

1913 

1914 

10111 

19UI 

1917 

1Q18 

Table 17 

Brazil: Federal Finances, 1913-1918 

(1000 Contos de Réis) 

Budgeted 

Receipt■ Expenditur.., 

618 971 

807 7117 

1181 1133 

800 1198 

613 623 

712 644 

Surplu■ 
or 

Deficit 

-31111 

-190 

28 

4 

- 10 

88 

Aatual 

Receipt■ E,pendituna 

8114 785 

423 788 

404 888 

478 1188 

1137 738 

819 738 

Surplu■ 
or 

Delicit 

-·131 

-343 

-284 

-208 

-11111 

-119 



The decline in receipts -from import duties, the main source of 
federal receipts, led the govemment to tum to taxes. Thus, from 
1914 to 1917, the rates at which consumer goods were taxed were 
raised, and the nurnber of products taxed also increased consider
ably. Regulations were issued for these taxes, and collection pro
cedures were irnproved. As a result of these actions, receipts from 
taxes on interna] transactions grew from an average of 13.11 of 
total federal tax receipts in 1912-1913, to 321 in 1917-1918 (see 
table 18 ). 

Table 18 

Brazil: Import-Duty and Internal-Tax Collections, 1912-1918 

( Contos de Réis) 

A B 
e 

Year Total Import 
B/A Taxes on C/A 

Receipts Duties (%) Internai (%) 
Transactiong 

1912 487 632 348 242 71.4 62 639 12.8 

1913 483 899 344 327 71.2 65 091 13.5 

1914 303 001 195 115 64.4 52 223 17.2 

1915 295 217 152 609 51. 7 67 936 23.0 

1916 349 909 184 264 52.7 83 828 24.0 

1917 365 339 158 361 43.3 117 720 32.3 

1918 372 585 171 431 46.0 119. 719 32.1 

Source: Sarne as table 17. 

As far as public expenditures are concemed, outlays for gross 
fixed capital remained at the high leveis reached in 1910 and 
averaged around 23. 61 of total outlays over the years 1914-1918. 
On the other hand, current expenditures were sharply reduced from 
an average of 521 of total expenditures in 1911-1914 to 301 in 
1916-1918. Priority was given to amortization of the public debt. 
Expenditures for this purpose rase from an annual average of 200, of 
total outlays in 1911-1913 to 321 in 1915-1918. Tables 115 and 116 
in the Statistical Appendix trace the evolution of public expenditures 
by item and provide a breakdown of outlays for fixed capital 
formation. 
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The only altemative open to the govemment for financing 
these expenditures was to issue notes. Thus, on 28 August 1915, a 
decree authorized the issue of 350 thousaod contos de f'éis for 
the purposes of covering the budget deficit, providing assistance 
to national production, and increasing the capital of the Banco do 
Brasil, so that the latter could rediscount commercial and public 
debt ob1igations. 4 On November 11, the goveroment approved a 
contract with the Banco do Brasil, in which a loan for 50 thousand 
contos de réis was provided by the former to the latter. The program 
to assist national production was to be carried out by the Banco. 
ln May 1916, the government approved modifications in the statutes 
of the Banco to allow the rediscounting of commercial-debt 
obligations and treasury notes. Here, then, was a great tumabout 
in monetary policy. Authorization was given for a large new issue 
of money to cover the federal deficit, and the Banco do Brasil 
was substantially restructured and tied more closely to the govem
ment. These actions relaxed the policy of monetary containment 
which had been followed up to the war. 

ln the new regulations for the Banco do Brasil, provision was 
made for aid to industry as a part of the program to assist national 
production. ln 1919 the Banco was authorized to extend credit to 
the textile industry, taking stoclcs of merchandise as security. An 
issue of 50 thousand contos de réis was made to provide the 
necessary funds. 

Graph 15 and the data in the last column of table 17 outline 
the monetary and fiscal policies followed during this period and 
illustrate their interdependence. 

ln the years irnmediately preceding 1914, the exchange rate was 
maintained at a levei close to that set by the valorization scheme 
(which corresponded with the second period of note issue). The 
exchange crisis of 1914 forced rapid devaluation, but this was fol
lowed by some attempts at exchange stabilization in the form of 
controls on the exchange market. 

The terms of trade only began to improve as of 1919, largely 
as a consequence of the frost of 1918, which induced a rise in 
coffee prices. 

Continued additions to the money supply after 1915 - stemming 
from new issues - caused prices to rise at a faster rate as of 1917. 

4 C. M. Pel&ez, "The Economic Consequences of Monetary, Exchange and 
Fiscal Orthodoxy in BraziJ, 1889-1945." The aspects of monetary policy being 
discussed here are covered on pp. 68-69 of the aforementioned monograph, 
which wu specially prepared for our study. 

103 



Grapb 15 

BRAZIL: 

INDICATORS OF EXCHANGE-RATE ANO MONETARY 

POLICIES ANO OF INDUST RIAL PRODUCT ION
1 

1912 -1919 

EXCHANGE RATE 

---- ----

----

---�-

..,..'P'IIICE INDEX 
-------

.,r 

'-------. 
... _____ . 

-.. _ 

-.. , 

·---

IIIC►NEY 9UPLY --• 
--

.,,. 
.,,,,.--

------

"---

INDU9UIAL 

·,,.....,,,,,,,,.. 
V" - ... --- --

TERIIIS OF TRADE ......
.. _ 

--
�-

--

--
--------·

PRODU•:TION ---::::; 

_, 

., 
--

--------

1 
9 
8 
7 
• 

li 

4 

3 

2 

1 
9 
8 
7 
"& 
5 

4 

3 

2 

1912 13 14 15 18 17 18 
1 

1919 

S.urce : Stefl,tlcal App••dl1, lollln 114, 120, 121 and 132, 

104 



During the period under study, the evolution of the levei of 
industrial output does not seem to have been related to other 
indicators in any clearly defined pattern. 

4. 4 - Agricultural production

As has been noted above, world coffee prices declined during the 
war. The effects of this decline were aggravated by the expectation 
of a b·emendous harvest in 1917-1918. Although this expectation was 
not met due to a frost, it did lead to the second government 
valorization scheme. Two factors joined to produce a recovery of 
coffee prices thereafter: the frost of 1918 and the reopening of 
the European market. 

As for as production of foodstuffs for domestic consumption is 
concemed, the war had a rather favorable impact, accelerating the 
process of import substitution described in chapter 3. For example, 
in 1916-1917, Brazilian com output was the second largest in the 
world, the country being second only to the United States in area 
cultivated and volume produced, and actually surpassing the United 
States in output per hectare, as table 19 indicates. 

Table 19 

Brazil and the United States: Corn Output, 1916-1917 

Area Cultivatcd (ha) 

Output (Quintais) 

Outputfba (Quintais) 

Bro.zil: 1916-1917 

3 058 043 

61 746 494 

16.9 

USA: 1916 

42 878 524 

656 169 046 

15.3 

Source: Ministério da Agriculturo., Serviço de Estatlstica da Produção. 

Although data on agricultura! output before 1920 are not 
available, some idea of the import-substitution process can be gained 
from trade data. Table 20 reveals that not only did foodstuff imports 
decline sharply, but that after 1916 exports exceeded imports in 
each of the products listed. 
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Table 20 

Brazil: Foreign T-rade in Foodstuffs, 1911-1918 
( Export Surpluses in Tons) 

Yea.r nice Bcnns 

1911 -16 480 -s 058
1912 -10 189 -9 388
1913 - 7 728 -s 540
1!114 - 6 532 -5 310
1!115 - 6 !145 1 042 
1!116 410 44 59!1
1!117 44 1103 !13 402 
1!118 '27 914 70 883

Source: Bnsic datn írom MF/SEEF. 

4 . 5 - Industrial production 

Potatoes 

-17 8•16 
-28 971 
-29 800
-18 !li0 
- 8 757 
- 4 526 

4 401 
4 766 

Com 

-3 798
-6 262
-8 89 2
-1 119
-2 066

3 551
23 867
12 976

ln studies of the industrial evolution of Brazil, the consensus of 
opinion ª is that, although a large nwnber of firms existed prior to 
World War I, e.specially in the cotton-textile and food-product 
sectors (see chapter 3), it was during the years 1914-1918 that 
the first great surge in industrinl output took place. This surge 
supposedly determined a good part of the future devclopment of the 
industrial sector. 

An attempt is made in what follows to show that available data 
do not lead to such a conclusion. Indicators of industrial output 
for four different industries that processed mainly local raw ma
teriais O do not show any marked acceleration over the war years 
(graph 16). Some oscillation did occur, mainly in the textile 
industry, which was the most important activity, accounting for 
24.6i of the net value added of manufactures in 1907 and 29.Bi 
in 1919. 

n Origioally propouoded by R. C. Simonseo, A Evolução Industrial do Brasil
e Outro, Es1udo1 (São Paulo: Cia. Editora Nnciooal, 1973), pp. 25, 30, and 
36, aod followed by C. Prado Junior, História Econ.imica do Brasil ( Siio 
Paulo: Editora Brasiliense Ltda., 1945) p. 267, nnd N. V. Luz, A Luta pela
lndwtrializaçdo @ Brlllll (Sio Pnulo: Difusão Européill do Livro, 1960), p. 
145. W. De:m, in his worl: São Paulo'.t Industrial Elite, 1890-1960 (University
Microfilms, 1964), PP. 80-83, appears to have beco the first to hnve refuted
the contention that industrial growth occurred during W orld War I.
O And which accounted for SOS of ali value nddcd in manufncturing ín 1919, 
accordlog to the lodustrinl census of 1920. 
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Graph 16 
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Analysis of foreign-trade statistics shows that on the average 
the purchasing power of exports 1 fell 44i from 1911-1913 to 1914-
1918, causing a 55.� reduction in the quantity irnported during 
the sarne two periods. This decline in the amount imported was 
even Iarger for capital goods, followed by diminishing import 
coefficients for raw materials, consumer goods and fuels ( table 21). 

It is far from apparent that a spurt of industrialization could 
have occurred at a time that industrial capital-goods imports were 
declining, since imports were virtually the only source of machinery, 
stee� cement, raw materiais, and fuels ( domestic coal was of 
minimal importance). What does seem to have arisen was an 
increase in the foreign demand for certain industrial and semi
industrial products. 

The food-products industry was given a fortuitous stimulus by 
the war, previous investments having been made in sugar refining 
nnd in meat processing and freezing. The Iatter industry was also 
benefited by ao increase in the availability of electric power, for 
generating capacity increased by almost 100% from 1910 to 1914 
(see table 98). Exports of sugar (previously sporadic and of little 
importance) and of chilled and frozen meat (nane before 1914) 
rose appreciably during the war and remained at rather high levels 
until 1920. Another semi-industrialized product which was exported 
in increasing amounts during this period was lard. This surge of 
food exports was due to modifications in import structure in the 
allied countries, • where purchases of less essential items were 
reduced and priority was given to cereais and proteins. 

Even the cotton-textile industry, which had never exported 
before, began to supply South Africa and Argentina in 1917; exports 
continued until 1923. However, these sales were unimportant com
pared to the domestic market (see Statistical Appendi.x, table 130). 

It is significant that exports of these four products - sugar, 
frozen meat, lard, and textiles - which in 1914 accounted for Iess 
than 22; of the value of ali exports, in 1918 accounted for 162;. 
By 1920, however, they represented less than 10% of the value of 
all exports. 

The data presented in tahle 22, graph 16, and table 19 suggest 
that over the years 1914 to 1918 growth in industrial output 
occurred due to the stimulus of increased externai demand for food 
prodÚcts, rather than to increased domestic demand for products 
which had formerly been imported ( imports of consumer goods in 

7 Which u the principal determiDa.ct of import capacity, though the latter also 
take.! into account capital inflows. Export purchasing power is calculated by 
adjwting gross exports by the terms of trade. 
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Table 21 

Brazíl: Imports by Type of Commodity, 1911-1918 

Period 

1911-1913 
1914-1918 

Consumer Raw 
Good'! Materiiils 

100.0 100.0 
45.1 47.8 

Fuels 

100.0 
65.0 

Indicators of Industrial Capital 
Formation 

Industrial 
Capital 
Goods 

100.0 
22.2 

Domestic 
Steel 

Consump
tion 

100.0 
38.5 

Domestic 
Cement 

Consump
tion 

100.0 
35.0 

Sources: Statisticiil Appendix, tables 129 and 135. 

1914-1918 averaged 45% of the levei reached in 1911-1913). Existing 
productive capacity was probably used more fully through employ
ment of extra shifts and extensive import substitution of certain 
intermediate goods whose apparent domestic consumption declined 
( e.g., imported pig iron and coal were replaced by domestic 
materiais). 

Table 129 in the Statistical Appendix provides data which 
suggest that an industrial surge took place from 1905 to 1912 
rather than from 1914 to 1918, since the indicators of industrial 
capital fonnation - mainly equipment and machinery - show a sharp 
upward trend interrupted by the outbreak of hostilities. Imports of 
equipment and industrial machinery did not surpass the 1912 levei 
until 1925. Over this period ( 1905-1912) the first valorization 
scheme was implemented, and the exchange rate remained at around 
15 mil-réis per pound sterling, compared to the rate of 20 mil-rlis 
which prevailed from 1901 to 1904. This rate favored the irnport 
of industrial capital goods; average annual imports of such goods 
from 1911-1913 were more than four times the 1901-1904 average. 

It should be pointed out that exports of industrial and semi
industrial products practically disappeared after the war, which 
indicates that their prices may not have been competitive. As will 
be seen later, another surge of manufactured exports (particularly 
textiles) occurred in 1939-1945, only to cease after the war, when 
traditional suppliers reappeared in the market. 

Finally, it may be appropriate to ask whether the industrial 
spurt tbat seems to bave taken place in the years 1905-1912 may 
not have led to a process of industrialization had World War I not 
occurred. 
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5 

The heyday of the export econo1ny, 
1919-1928 

5 . 1 - Introduction 

Taken as a whole, the twenties can be considered the heyday of the 
export economy, despite the h"ade crisis of the period 1920-1923 
and the onset of the Great Depression in 1929. The result of the 
third coffee valorization ( 1922-1923) was that coffee prices stabilizcd 
at a high levei. This, in tum, bettered the terms of trade for Brazil 
up until 1928, and allowed an increase in imports. Beginning in 
1926, inflows of foreign capital, both official and private, rein-. 
forced this favorable tum in the terms of trade. The value of 
exports over the years 1924-1928 was the lúghest of the entire 
period 1889-1939 (1919 exports were also around the sarne levei). 
Import value reached its peak for the years 1889-1939 in 1928. 

Export agriculture continued to be the dynamic sector of the 
economy. ln response to high prices, export crops doubled in 
output and registered an averagc annual growth rate of 9% ( coffee 
predominating) between 1920 and 1928. ln contrast, since prices 
rase very little for agricultural goods consumed domestically, their 
output grew only 13% over this period. The average annual rate 
of growth was 4.5i for agricultura! production as a whole, and 
only 3.9% for industrial production. 

ln 1920 total population was approxirnately 30.6 million, up 
7lj from the population of 1900, ind.icating that over this 20-year 
span the population increased at the rate of 2.7% per annum. The 
Northeast remained the most populated region, though it accounted 
for only 36.7% of the national population in 1920, down 2$ from 
its share in 1900. The state of São Paulo nnd the southem regional 
continued to grow, together accounting for 23.4!, of the national 
population in 1900, cornpared to 26.Si in 1920. 1 

1 Sec npp. B, "Dcmogmphic Trends," 



lmmigration accelerated as coffee prospered. During the twen
ties, the country received 840 thausaod immigrants, a levei exceeded 
aoly in the decade 1891-1900, when more than 1.1 millian arrived. 
lo the year 1926 alaoe, 100 thousand immigrants entered Brazil. 2 

The era af the highway began in the twenties. By the end af 
the decade, Brazil passessed a road netwark af some 121.8 thousand 
kilometers, or four times the existing railroad track. The railroads 
added only 3.7 thousaod kilometers in this period, in comparisan 
to 6.2 thousaod kilorneters io the previaus 10 years ( 1911-1920). 
ln 1930, the track in use totaled 32.5 thousand kilometers. 3 

A!i far as rnonetary, exchange-rate, and fiscal policy are con
cerned, the decade was characterized by altemating inflation and 
deflatioo. This slowed down overall growth. From 1920 to 1926, for 
example, it is estirnated that GNP grew by 12%, while from 1926 to 
1928 it iocreased by 26%. Due to the improvement in the terms of 
trade, real natiooal incarne grew more than GNP. lt should be noted, 
however, that from 1924 to 1926, both real national incarne and GNP 
stagnated. ln the period 1920-1928, the average annual rates of 
growth of GNP and national incarne were 4.7% and 6.3%, respectively. 

Since it was export agriculture - and mainly the coffee sector 
- that enjoyed high prices in this era, it is probable that a large
part of the iocrease in real incarne accrued to that sector.

5 . 2 - Monetary and fiscal policies 

The depressian of the twenties in the industrialized countries was 
reflectea in a decline in the price and volume of Brazilian coffee 
exports. ln tum, this led to ao exchange devaluation, alerting the 
govemrnent to the rigidities of the banking system, which was 
causing problems not only in financing coffee operations, but in 
other transactions as well. It was argued that this was due to the 
lack of a lender af last resort,' which caused many banks to operate 
with at least 5()jg of their reserves on hand. The remedy provided 
was the creation of a rediscount and issue department ( Carteira 
de Redescontas e Emissão) within the Banco do Brasil. This 
department was supposed to produce the following results: ( 1) 
increase the elasticity of the money supply, ( 2) reduce bank 

2 Ibld. 
a Instituto Brmileiro de Geografia e Estatlstica ( IBGE), Anuário Estatístico 
do Brasil, 1939-1940, p. 275. 
" The monograph "The Economlc Consequences of Monetary, Exchange and 
Fiscal Orthodoxy ln Brazil, 1889-1945," especially prepared for the present 
study by C. M. Peláez, was used extensively in what follows. 
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reserves in order to improve the difficult monetary situation, and 
( 3) lower interest rates, so ns to hasten economic recovery.

The Carteira de Redescontos e Emissão could discount bílis of
exchange and promissory notes endorsed by banks with capital of 
more than five thousand contos de réis. lt could not àiscount 
speculative commercial papers, however. The interest rate was fli, 
and loans were made for four months at the outset; the commercial 
papers discounted were exchanged for promissory notes having legal 
force. Subsequently, the treasury issued notes directly, though 
these were printed by the Banco do Brasil The initial limit for 
such issues was 100 thousand contos de réis; this limit was later 
raised to 400 thousand contos. 

The goals of the Carteira were not reached. Commercial banks 
derived little benefit from the new arrangement because it was 
generally used only for transactions with the federal government. 
Consequently the Carteira was abolished in 1923, and the Banco do 
Brasil was again given the monopoly of note issue. 

The economy had not completely recovered from the previous 
depression, and it was believed that the remedy for this lay in a 
restriction of the money supply. The Banco do Brasil was accord
ingly reorganized to deal with this problem. Congress authorized 
the executive branch to consolidate the federal debt by means of 
credit operations and the transfer to the Banco do Brasil of I!, 10 
million from the funds used to back the national currency. The 
treasury transferred its monopoly of note issue to the Banco do 
Brasil for a period of 10 years. Toe Banco's issues were to be 
backed by one-third in gold and two-thirds in commercial papers. 
If the reserves of the Banco should rise to the levei of 100 thousand 
contos '1e réis, it was to begin taking treasury notes out of circulation 
using funds from its own profits and from the dividends on govern
ment stock in the Banco. These funds were fo be used to buy gold 
at the rate of 12 pence per mil-réis. The notes of the Banco were 
legal tender and were to be exchangeable for gold if the rate set 
was maintained for three consecutive years. 

The Banco do Brasil now became the financier of the govern
ment. ln each budget, the federal government was to specify the 
credit it needed, up to a limit of 24i of anticipated receipts. This 
Joan was to be repaid in the course of the budget year. 

This monopoly of issue, like so many other monetary reforms in 
Brazil, did not last very long. ln 1925 the Banco do Brasil stopped 
issuing money. Here the causal factor was the monetary and fiscal 
doctrine �of the gov�rnment that took office in 1928. 
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lt is useful to remember that in Brazil the years 1922-1925 
were a period not only of a coffee crisis - which led to the 
valorization of 1922-192.3 - and a Iessening of the influx of capital 
and migrants, but also of political disturbances in 1922 and 1924. 
All these events had prejudicial effects on the economy. 

In December 1926 a new monetary reform was decreed. Brazil 
was to retum to the gold standard, with full convertibility to gold 
at the rate of 200 milligrams per mil-réis. Financial backing was 
to be obtained by using stocks of gold, budget surpluses, and 
credit operations, among other means. A new exchange stabilization 
fund was created - the Caixa de Estabilização, which was later 
incorporated into the Banco do Brasil. The Caixa was to hold gold 
stocks, issuing notes to purchase gold supplies. Part of import 
duties were to be collected in gold at the new parity. As was the 
case with the first stabilization fund, the exchange rate was ini
tially set slightly above the market rate. This was dane to effect 
a slight depreciation, after which the rate was to be stabilized. 
A single rate was set for both purchases and sales of gold. This 
rate was 40 mil-réis to the pound sterling, a rate which soon became 
known in commercial sectors as the "vile rate" ( taxa vil).

Restrictions on the money supplv and exchange stabilization 
were complemented by a policy of bafance budgets, as will be seen 
below. Once a�ain. Brazil adopted the model offered by other 
countries with clifferent problems and institutions. 

The Caixa de Estabilização was quite successful in the initial 
goal of slightly depreciating and then stabilizing the exchange rate. 
Large amounts of foreign capital were sent to Brazil up until 
the coffee crisis of 1929: 2- 10 million to the exchange department 
of the Banco do Brasil and 2- 20 million to the Caixa. However, 
by maintaining the gold standard during the crisis of 1929, Brazi1 
wound up losing all its reserves of gold and exchange as capital fled. 
-· Balanced budgets had been a principal goal of fiscal policy
since 1900, but this goal was rarely achieved. Surpluses occurred
only in the years l�ll2-1903 and 1905-1907. Nevertheless, efforts
were made to balance budgets, as can be seen by comparing projec
ted budgets with actual expenditures and receipts.

Tbe period 1919-1922 was characterized by the largest budget 
deficits registered up to that time. There was no tendency for these 
deficits for 1921 and 1922 were quite large. The fali in receipts 
which occurred in 1921 was a reflection of the intemational 
recession, which affected the domestic economy. 

Over the years 1923-1926, however, a noticeable effort was mnde 
to balance the budget. ln these years - excepting 1925 - actual 
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expenditures were less than budgeted expenditures, primarily re
flecting drastic cuts in government investment. The result of these 
efforts was a sharp reduction in deficits. 

Real success was achieved in 1927-1929, when there was almost 
no discrepancy between planned and actual expenditures, and re
ceipts actually exceeded predictions. The result was a budget sur
plus in 1928 and 1929, something not seen in Brazil since 1907. 
Table 23 illustrates the evolution of the federal budget from 1919 
to 1929. 

Ye<lr 

1019 
1020 
1921 

1022 
1923 
1924 

1925 
1926 

1027 
1028 
1920 

Table 23 

Brazil: Federal Finances, 1919-1929 

( 1 000 Contos de Réis) 

Budgctcd 

Receir,t.a E,rpenditurea 

716 
737 

1 025 
1 076 
1 244 
1 385 
1 385 
1 562 
1 708 
2 089 

2 210 

873 
787 

1 041 
- ·

1 733 
1 854 
1 424 
2 061 
1 005 
2 080 

2 144 

BurplWI 
or 

Deficit 

43 
- 50 
- 15 

-189 
--469 
- 39 
--409 

-107 

60 

Actual 

Roceipta E"llenditurH 

828 !132 
022 1 220 
8!11 1 286 
972 1 428 

1 258 1 405 
1 1\11 1 030 
1 �34 171',G 

1 645 1 82-i 
1 !190 2 008 
2 207 2 018 
2 305 2 225 

Burplu1 
or 

De!icit 

-306

-30t 
-305 
-458 
-147 

-110 
- 22 
-179 
- 9 

180 
170 

Bourcc: Fundnçfto Getiilio Vnr111.1, Iu■tituto Bruiloiro de Eccnomia, Centro de Eatudo■ Fi1cai1 
(FGV /IBRE/CEFJ. 

Code: . . . - not 11,·nilnble. 

Throughout the period 1919-1929, import duties and taxes on 
interna} transactions were the main sources of federal receipts. On 
the average, they nccounted for 751 of tax collections, with import 
duties comprising about two-thirds of this. The income tax was 
introduced in 1924, but in 1929 it still accounted for only 3.8i of 
total tax receipts. 

As regards expenditures, the pattern begun in 1911 continued 
from 1919 to 1922, i. e ., public investments continued at high levels, 
accounting for an average 25i of government expenses in each of 
these four years. Current expenditures were held down, and large 
sums were spent oo amortizing the public debt ( an avcrage 23. 62; 
of total outlays). 

Thcn, in the period 1923 to 1929, expenditures oo public cap
ital formation fell abruptly in both relntive nnd absomte terms; 
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on the average, they represented only 5.3'1, of total outlays. On 
the other hand, current expenditures rose to an average 60. 7'1, of 
the annual totais, and debt amortization to 29'1,. The restrictive 
monetary and fiscal policies of these years were clearly carried out 
at the cost of public works. 

Table 24 illustrates this aspect of budgetary policy. Note that 
despite the price inflation of approximately 56% from 1919 to 1929, 
gross fixed capital formation in the latter year was less than half 
what it had been in 1919. Expenditures on gross capital formation 
had not been less than 52 thousand contos de réis ( the 1923 figure) 
since 1905. 

Table 24 

Federal Gor;ernment: Gross Fixed Capital Formation, 1919-1929 

Year 
Value % of Total

(1 000 Contos de Réis) Expenditurcs 

1919 240 25.6 

1920 296 24.1 

1921 330 25.7 

1922 367 25.7 

1923 52 3.7 

1924 92 5.6 

1925 125 7.1 

1926 151 8.3 

1927 75 3.7 

1928 107 5.3 

1929 106 4.8 

Source: FGV/IBRE/CEF. 

Graph 17 and the last column of table 23 depict the interplay 
of monetary, fiscal, and exchange policies from 1919 to 1929. The 
exchange rate was apparently an important factor in industrial de
velopment, since industrial production did not show an upward 
trenà until the policy of exchange stability was abandoned in 1920. 
Moreover, the exchange appreciation stemming from the deflation
ary policies followed in 1923-1926 seems to have caused industrial 
output to decline in 1924 and stagnate until 1926. Beginning in 1927, 
the Caixa de Estabilização depreciated the exchange rate; the goal 
was to protect coffee growers, but industry also seems to have 
benefited. 
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Graph 17 
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ln 1920 and 1921 the money supply grew rapidly, and prices 
fell as a result of the depression in thc indusb'ialized nations. Yet 
the impact of this depression was moderated by temporary aban
donment of the po1icy of austerity. The moncy supply grew by 
45%, and the rediscount window of the Banco do Brasil opened for 
business. Budget deficits amounting to almost half the value of 
receipts forceà new issues. 

From 1923 on there was a retum to deflationary policies and 
balanced budgets. The growth of the money supply was restricted 
in 1923-1924; and when the supply foi] in 1925-1926, prices de
clined. Budget deficits were reduced, and surpluses were recorded 
in 1928 anà 1929. 

The period 1919-1929 was characterized by alternating infla
tionary and deflationary policies. This obviously increased un
certainty and made investment a risky affair, tnereby retarding 
economic growth. 

Gross national product grew by only 12% from 1920 to 1926. 
However, due to an improvcment in the terms of trade, real na• 
tional incarne grew by 31% in the sarne period. ln 1927 and 1928, 
in part stimulated by the exchange depreciation of 1927 and the 
subsequent stabilization, both GNP and national incarne achieved 
their highe_st growth rates of the decade. 

5. 3 - Agricultural production

At the beginning of the hventies, thc Brazilian economy was still 
predominantly agricultura!. Thc economic census of 1920 shows that 
in 1919 net farm output accounted for about 79% of the economy's 
total physical product. ª 

Agricultura] production was heavily oriented toward foreign 
markets. The most important crop was coffee, followed by cotton, 
tobacco, and cocoa. ln 1919, these four crops accounted for ap
proximately {l()j; of total value of agricultura! production and 50i 
of total cultivated area. 8 

Moreover, analysis of the indices of the physical volume of 
agricultura! output reveals that this period was one in which the 
importance of thc export sector increased. As table 25 indicates, 
production for export grew at an annual rate of 9 .  0% in 1920-1928, 

& Total physical output here means the sum of net value added of agricultura! 
and industrial output. Scc the estlmates of physical product in the Methodological 
Appendix. 
a Data from thc l\Hnistério da Agricultura, _Serviço de Estatística d:i Pro
dução. 
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while the rest of the agricultura! sector expanded only 4. 5%. This 
growth in export agricutturc, cspccially coftec, was stimulated by a 
faster rise in prices for exrort crops than for crops for domestic
consumption. ln the case o coffee, the diferential was the fruit of 
a policy of defending coffee piices in the world market. 

Table 25 
Brazil: Annual Rates of Growth of Af!.ric11ltural Output and 

Agricultural Prices, 1920-1928 

Crops 
For the Domestic Market 
For Export 
Raw Mo.terie.1s for Induslry 

Livestock 
Extractive Activit.ies 

Total 

(i) 

Real Output Priccs 

5.2 
1.5 
o.o

.O
1.7
2.0
4.5 

5.4 
3.1 
8.0 

- .2 
3.5
3.1
5.3 

Source: Statistical Appendix, te.ble 121. 

Prediction of a bnmper coffee crop in 1920-1921 led to a pre
cipitate decline in prices and renewed valorization programs. The 
state of São Paulo used part of the profits left from the preced
ing valorization scheme to buy part of the stocks in Santos, and 
then almost immediately obtained a Joan ( j?, 2 million, US$ 10 mil
lion, and 18 million florins) 7 to back the state's credit institu
tions, which provided capital for coffee production. The federal 
government entered this third valorization scheme in March 1921. 
Initially, the government provided credit through the Banco do 
Brasil, which by the end of 1921 had purchased 1. 5 million bags of 
coffee. Then, in 1922, it obtained a Joan of j?, 9 million to con
solidate its coffee liabilities. 

The Banco do Brasil was assigned an important role in this 
valorization effort, which was to last until February 1924. Ali in 
ali, more than 4 .  5 million bags of coffee, equal to a little less than 
one-third of the 1920-1921 crop, were taken off the market during 
the course of the scheme. 

The third valorization scheme helped institutionalize valori
zation prograrns. ln fact, even the words used to describe govem
ment actions wcre changed, the phrase "permanent support" 

7 Pelúe2, "Economic Consequences," pp. 96-109. 
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( defesa permanente) being applied to the bureaucracy concerned. 
ln 1921 it bad been proposed that an institute for the permanent 
support of coffee be created, on tbe grounds that irregular crops and 
shortages of marketing credit - required to hold stocks until prices 
rose - led to prices that did not reflect demand accurately. ln June 
1922 federal legislation provided for such a program. While this 
law was never implemented, the idea interested the state of São 
Paulo, which set up a permanent-support program with its own 
resources. 

Graph 18 illustrates the circumstances which gave rise to the 
third valorization scheme. A large increase in production in 1920-
1921 was accompanied by a major decline in world coffee prices, 
which was partially offset in Brazil by exchange depreciation. At 
the beginning of the valorization effort, the money sup_P.ly increased 
considerably as a result of the liberal monetary and tiscal policies 
adopted. After 1923, balanced budgets and restrictions on growth 
of the money supply stabilized the exchange rate. 

At the end of 1924, the São Paulo institute for the permanent 
defense of coffee was created ( originally called the Instituto Pau
lista da Defesa Permanente do Café, its name was changed short
ly thereafter to the Instituto do Café de São Paulo). This institute 
was financed through a "gold" tax levied on coffee transported 
within the state; a loreign Joan was obtained with the pledge of 
these tax revenues. The institute bad five goals: ( l) to regulate 
the supply of coffee to Santos; ( 2) to pro mote agreements with 
other colfee-growing states, with a view to extending the transport 
tax to the rest of the country; ( 3) to provide credit to coffee 
growers and mercbants, with coffee stocks used as security for loans; 
( 4) to purcbase coffee in Santos or elsewhere when required by
market conditions; ( 5) to organize coffee statistics and advertising.

When the program began, São Paulo stocks amounted to nearly 
five million bags. By mid-1925, this had been reduced to 1. 8 million 
bags, but inventaries subsequently mounted until they reached 3. 3 
million bags in 1927. The size ar these inventaries was one reason 
the state of São Paulo was chosen to administer the permanent
support effort. ln tbe first phase of valorization, the levei of coffee 
stocks in the regulatory institute's warehouses was relatively low, 
since current production was easily exported in the following year. 
Little attention was given to prohlems of limiting supply. 

However, in 1927-1928 the institute had to intervene again, as 
the crop was enormous - almost 10 million bags more than the pre
vious record output. The institute concentrated on three objectives: 
limiting sales, advertising, and providing credit. Sales were limited 
througli an agreement between tbe states of Minas Gerais, Rio de 
Janeiro, Espírito Santo, Paraná, Bahia, Pernambuco and São Paulo 
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to contrai the rate of coffee slúpment to the ports. Advertising 
was financeà through a 200-réis tax on each bag. The Banco do 
Estado de São Paulo provided credit to coffee growers in the form 
of an advance of 60 mil-réis per bag. 8 

The most important of these measures was doubtless the loan 
program. The amount to be advanced was determined on the basis 
of the price of coffee in storage, net the cost of production. Thus, 
the institute did not take into account the substantial reduction in 
cost of production per bag wlúch occurs in abnormally large crops. 
Meanwhile, the coffee growers did not realize that conti.nued 
accumulation of coffee stocks would bring down the price of coffee; 
the flood of money they received as credit made them look upon 
the amount advanced per bag as a valid indicator of future coffee 
prices. Credit on coffee stocks was therefore utilized to plant more 
coff ee trees. São Paulo bankers saw their situation menaced by 
the prospect of insolvency in the coffee sector. 

Another important aspect of the valorization scheme was the 
protection it gave to inefficient growers in the state of São Paulo. 
Table 26 provides estimates of the costs of coffee production in São 
Paulo, by region and by average age of coffee tree. Coffee trees 
in old regions were more than 35 years old; those in the interme
diate region were between 20 and 35 years old. Neither old nor 
intermedlate regions had any coffee trees less than 20 years old. 
The price policy of the institute did not vary according to whether 
coff ee carne from ao old, intermediate, or new region. In 
new regions, the advance on coffee amounted to about half the cost 
of production; in intermediate and old regions it was about one
thirâ of the production cost. This difference is explained by the 
fact that proàuctivity was extremely low in the old regions due to 
primitive techniques, high labor costs, and a greater incidence of 
diseases. 

The protection afforded to inefficient growers during more than 
two decades seriously damaged the comparative advantage of Brazil 
in coffee production. The Jack of quality control in the valorization 
program led to the export of eight million bags of low-grade coffee 
in 1927-1928. This coHee was in such bad condition that public
health authorities in New York ordered part of it dumped in the sea. 

ln sum, price policies were the cause of the debacle which 
occurred after 1929. Early valorization schemes were apparently 
successful, bumper crops being followed small crops as trees were 
wom out in large numoers anà required some time to recover. For 

8 The Banco do Estado de São Paulo was created on 4 November 1926, 
with capital obtained through a Joan of .2 10 million from Lazard Brothers. 
Peláe2, "Economlc Consequences," p. 104. 

122 



Table 26 

São Paulo: Cost of Coffee Production anà. Number of 
Coffee Trees by Region, 1928 

Cost of Production 
Numbcr of Trecs (.Mil-füi3) Region in Region 

Per Arroba• Per Bng 
(Million) 

Old 42.8 171.2 600 

Intermediate 35.8 143.2 3 00 

New 32 .7 131 .8 100 

Source: J. C. Muniz, "O Custo de Produção de Café em Si!.o Paulo, in Jornal 
do Comércio, Retrospcdo Comercial, 1928, pp. 316-22. 

Note: Cost o! production includes labor, transportation, marketing, adminis
trative expenses, interest on capital, and depreciation. 

• 1 arroba = 14.4 kg or 31.7 lbs. 

example, the valorization program of 1906 would surely have failed 
if the burnper crop of 1906-1907 had been followed by large crops. 
When the valorization schemes were made permanent in the hven
ties, however, the situation changed. Since coffee growers thought 
the state would resolve any problem of overproduction, they began 
to increase capacity rapidly. The 1929-1930 crop was 28.9 miillon 
bags, and during the thirties Brazil produced an average of 20 
miilion bags of coffee per year. This high levei of production was 
the result of the large-scale planting of coffee trees which took 
place at the end of fhe twenties in response, as indicated, to the 
artificial prices created by the São Paulo institute. Thus, the perma
nent-support scheme created a permanent crisis for coffee. This is an 
example of how rnarket intervention aimed at protecting the wealth 
of one social class at the expense of others can seriously damage 
the economy as a whole. 

Graph 18 indicates the sharp decline in coffee prices in 1929-
1930, a trend which had begun in 1928. Both the money supply and 
the exchange rate were stabilized. ln 1930, however, the money 
supply was reduced, and it proved impossible to maintain the exis
ting exchange rate. Actually, the money supply was reduced in a 
vain effort to maintain the exchange rate. ln view of the large 
increases in coffee production in 1927-1928 and again in 1928-19!l9, 
it can be concludeá that the crisis in the coffee sector would bave 
gone out of contrai even if the Great Depression had not occurred. 
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5. 4 - Foreign trade

The increase in coffee prices after 1917 (the result of the valoriza
tion proram of 1917 and the severe frost of 1918) and the re
covery o demand with the end of World War I led to brisker 
foreign trade. The index of tenns of trade, which had been falling, 
leveled off in 1918 and began to improve in 1919, with the resuit 
that a surplw appeared in the balance of trade, despite increased 
demand for imports. The exchange rate, which had appreciated 
with the adoption of a new policy in 1917, 9 now rase even more 
( i. e., Brazilian currency became worth more in farei gn cunency). 
This led to an increase in imports in 1920, the main part of which 
were capital goods - irnports of which had been at extremely low 
leveis - and consumer goods ( see graph 19). When coffee prices 
subsequently fell and the levei of exports declined in response to 
a depression in the indwtrial countries, imports remained at high 
leveis and a deficit in the balance of trade resulted. Heavy capital 
remittances combined with the foreign-trade situation caused a 
deficit in the balance of payments. 10 

-Problems persisted in foreign trade until 1923. Coffee prices
declined until 1923, when the effects of the third valorization 
program began to be felt. Tbe índex of the terms of trade conse
quently remained at levels below those prevailing before the war. 
The terms of trade were sustained somewhat by high levels of non
traditional exports up until 1923; these exports, mainly frozen meat, 
had begun cfuring the war. The deficit in the balance of trade in 
1921, coupled with a deficit in the balance of payments due to 
capital remittances, 11 led to exchange depreciation. The traditional 
expedient was applied and new foreign loans were obtained, resulting 
in an increase in overall foreign debt of more than 15% in 1921-1922. 

Despite improvement in the terms of trade after the third va
lorization scheme in 1922-1923 and surpluses in the balance of trade, 
exchange difficulties continued due to the burden of service on the 
foreign debt. Pressure was especially severe in the period betwcen 
coffee crops, when little was exported. It had become difficult to 
obtain foreign loans, 12 so the government was obliged to devise new 
measures to avoid depreciation and fluctuations in the exchange 
rate. 11 Basically, three steps were taken: ( 1) exchange receipts from 

9 Jornal do Comércio (JC), lletrospecto Comercial, 1910, p. 65. 
to JC, lletroSJJBCtO Comercial, 1920, pp. 23-25. 
11 Banco do Brasil, Relat6rlo, 1923, p. 5. 
12 Ibtd., p. 8. 
li Ibld.,, pp. 15-18. 
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Graph 19 

BRAZIL: 
IMPORT QUANTUM INDICES BY TYPE OF COMMODITY, 
1920 -1929 
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coffee sales were sold in a more regular fashion, ( 2) a regulatory 
fund was established at the Banco ào Brasil, and ( 3) purcnases of 
foreign exchange for debt service were split up. 

From 1923 tiJI 1928, the levei of foreign trade increased ( see 
graph 6). Maintenance of world coffee prices at high leveis through 
control of supply resulted in a healthy recovery of the terms of 
trade. This, coupled with official and private capital inflows, allowed 
the economy to increase imports ( see graph 19) and pay debt 
service of extremely Jarge amounts. Some S!, 20 million was paid 
in debt service in one year, in fact. The exchange market was 
stabilized in 1923 after undergoing a period of strain from 1920 to 
1923, and a valorization scheme tliat lasted from 1923 to 1926 was 
later carried out by the Banco do Brasil to protect certain domestic 
interests. Beginning in 1927, the exchange rate was held at 40 mil-réis
to the pound by the Caixa de Estabilização. This strengthened the 
position of coffee exporters and stimulated an expansion of coffee 
growing, while simultaneously encouraging industries that processed 
focal raw materials through raising the price of imported substitutes. 

5. 5 - Indushial production

At the beginning of the twenties, the structure of Brazilian rnanu
facturing llad not cbanged much from the pattem of 1907, as table 
CJ:1 illustrates. It was basically designed to produce final consumer 
goods. 

Table 27 

Brazil: Share of Principal Industries in N et 
Value of Total Output, 1907 and 1919 

(%) 

Sect.or 1907 1919 

Textiles 24.6 29.6 
Clothing and Footwear 8.0 8.7 
Food Product.s 19.1 20.5 
Beverages 6.0 5.7 

Total 57.7 64.5 

Sources: :Estimatei derived from the industrial survey of Hl07 and the induetrinl 
cerume of 1920. 

Note: Comparison of absolute values from tbe two data eources would not 
be valid, sincc the 1907 survey cmphasized firm.s employing more than 
five workers. However, it does seem ncceptable to compare the struc-
ture of output, or, in tbie case, the ebnrce of the leading indlllltries, 
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By the end of the decade, this pattern of industrial output still 
remained essentially the sarne. Altliough data on the composition 
of indushial output are scarce, it is possible to obtain a general pic
ture of tlús structure through grouping data on imports by sector 
and type of commodity. This is dane in tables 28 and 29. 

Table 28 

Brazil: Imports by Industrial Sector, 1901-1929 
('1, of Total) 

Average for Periocl 
Sector 

1901-1010 1011-1920 1920-1929 

Mining 6.2 8.8 5.5 

Manufacturing (Principnl Sectors) 83.6 78.7 80.8 

Metallurgy 12.3 13.0 13.8 

Mu.chinery 4.8 4.7 7.4 

Electrical Equipment l. o 1.8 3.0 

Tro.nsport Equipment 2.6 4.0 8.0 

Chemico.ls 5.6 9.0 11.9 

Textiles 15.1 10.9 12.1 

Food Products 19.4 12.8 8.9 

Beverages 6.0 4.1 2.1 

Nonmo.nufactured Products• 10.2 12.5 13.7 

Total 100.0 100.0 100.0 

Source: Estimu.tes ba.sed on data provided hy the Minis�rio da Fazenda, Ser
viço de Estatlstica Econõmicu. e Financeira (MF/SEEF). 

• PrincipaJJy unmilled wheat.

It should be noted in table 29 that the relative importance of 
consumer goods fel] aIJpreciably throughout the period, while imports 
of raw materiais anel capital goods for industry increased their 
share. Among the industrial branches in which imports declined most 
relative to the others are textiles, food products and beverages. Taken 
together, these three groups accounted for an annual average of 
40.5'1, of all imports in 1901-1910, but only 2.'3.H in 1920-1929. Cotton 
textiles alone represented 15.,tl; of all imports in 1911-1913, but only 
7'1, in 1928-1929 (see table 130 in the Statistical Appendix). The 
growth in the relative importance of nonindustrializeà products is 
Jargely explained by unmilled wheat imports having replaced flour 
imports. 
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Table 29 

Brazil: lmports by Type of Commodity, 1901-1929 

Average íor Period 
Type of Commodity 

1001-1910 1911-1920 1920-192{) 

Consumer Goods 35.2 27.0 20.8 

Dur11ble 5.8 7.0 10.2 

Nondurable 29.4 19.8 10.6 

Fuels and Lubricants 8.2 12.5 11.5 

Raw Materiais 47.1 50.4 53.7 

Capital Goods 8.8 10.1 14.0 

For Industry 2.2 3.1 3.9 

Unclas.sified Goods •. 7 

Total 100.0 100.0 100.0 

Source: Same a., table 28. 

These changes in import structure suggest that, with respect 
to consumer gooâs, Brazilian manufactures gained in relative impor
tance througiíout the twenties. However, it seems plausible that at 
the end of the decade Brazilian manufacturing was still producing 
mainly consumer goods. This is corroborated by the fact tbat beavy 
industry, such as steel and cement, did not really begin to grow 
until the núd-twenties. 

lt was during the twenties that tbe state of São Paulo began 
to rapidly supplant the Distrito Federal and the state of Rio de 
Janeiro as the major industrial center of the country. This trend 
was already noticeable in tbe period 1907-1919 ( table 30). 

ln these years, the tremendous increases in avaüable electrical 
energy allowed industry to mechanize. Eletric power was obtained 
from new plants on the rivers of the São Paulo - Rio de Janeiro 
region. 1.� -Installed generating capacity increased more than sixfold 
from 1907 to 1919; then from--1919 ·to 1929 it rase by 419 thousand 
ki.lowatts, or more than doubled. Instàlled horsepower in manufactur
ing. j�p� f_ro�,109 ���s�d horseJ;)Ower in 1907 to 363.3 thous�d.

. 
. 

14 Large-sca1e· development of electric pàwer WH basically the result of the 
efforts of two •forelgn ffnm,·which up until the fifties continued. to supp]y 
almost • two-thirds of the country's needs. These companies were Brazllian 
Traction, Llght &: Power Co . ( C anadian) and Empresas Elétricas Brasileiras 
(U.S.). 
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Table 30 

Brazil: Value of Industrial Production and Industrial Employment by 
State, 1907 and 1919 
(% of National Total) 

1907 1919 

State 
Value Value 

of Employment of Employment 
Production Production 

Distrito Federal 30.3 23.4 22.4 20.3 
Rio de Janeiro 7.5 8.9 6.1 6.1 
São Paulo 15.9 16.0 33.1 30.6 
Rio Grande do Sul 13.5 10.1 11.8 9.0 
Others 32.8 41.6 26.6 34.0 

Brazil 100.0 100.0 100.0 100.0 

Sources: Centro Industrial do Bra.sil, O BrMil: Suas Riqiaza11 Nal.urau, Sua
Indúatriaa (Rio de Janeiro: Officinas Graphica.s M. Orosco & C., 1907a 
1909), 3: 265, and "Quadros Estatísticos," 148; Instituto BrASileiro de 
Geografia e Estatística (IBGE), RecenaeaTMnlo Geral do BrMil, 1920, 
vol. 5: Indústria. 

horsepower in 1919, 111 for an increase of over 200%. Of this capacity, 
electrical power accounted for only 4. 2!t in 1907, but for 47. 2i in 
1919. 18 Installed horsepower per worker rase from . 72 in 1907 to 
1. 32 in 1919.

ln terms of the average annual growth rate, the twenties were 
sluggish compared to the period 1911-1919, as table 31 indicates. 

Thi� low rate of growth of industrial output was primarily 
the outcome of the slow expansion of the textile industry; the rapia
growth activities contributed only a small part to total industrial 
production. Table 126 in the Statistical Appendix permits more 
detailed discussion of the evolution of industrial output in this period. 
Whereas • 1920 ·and_ 1921 were years of stagnation, 1922 and 1923 
witnessed a boom in total industrial production. As a matter of 
fact, 1923 was the �igh-water mark of the twenti�; the levei 

111 Data from the censuses of 1907 and 1920.
18 ln comparison, in the United States, electric energy provided the following 
percentages of total industrial horsepower: 1904, 62 .21; 1909, 74.51; 1919. 
112.0I. See H. Jerome, Mechanization in lndu.m"II (New York: National 
Bureau of Economic Research, 1984), pp. 215-17, 
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Table 31 

Brazil: Yearly Growth Rates of Industrial Output by Sector, 1911-1928 

(%) 

Sector 

Textiles 
Clothing and Footwear 
Beveragcs 
Tobacco 
Nonmetallic :Minerais 
Metallurgy 
Chemicals 
Perfume, Soap, and Candles 
Food Products 

Total 

f.WIIII 
rnu-1919 ,:r� •[t':l. 1920-1928. 

,, 

4.5 
3.3 
3.5 
G.O 

4.3 

1.9 

5.6 

5.2 

3.9 

.6 

7.5 

8.8 
11.4 

5.0 

3.6 

Sources: Stalistical Appendix, tables 125 and 126. 

Code: . . . = not available. 

attained in 1923 was not surpassed until 1933, when the economy 
began to recover from the Depression. Sta�nation returned in 1924-
1926, with production leveis 16% below tnose of 1923. The years 
1926-1927 marked a recovery, and in 1929 the Depression began. It 
is instructive to compare the troughs and peaks in textile production 
those in overall industrial output; the two indices move together, as 
migbt be expected given the relative importance of textiles ( 30% of 
total output in 1919). 

Fluctuations in output can be explained by reference to the 
changes in general economic and financial conditions briefly outlined 
above. The years 1922-1923 - marked by budget deficits, an 
expanding money supply, rising prices, and a falling exchange rate 
- were also tbe years in which industrial output reached its highest
leveis. On the other hand, tbe outcome of the deflationary policies
of 1924-1926 was industrial stagnation. When the money supply
began to grow again in 1927-1928 and the rate of exchange ae
preciated {with a subsequent period of stability), industrial produc
tion recovered, though its growth rate did not match that of 1922-
1923. Graph 17 illu.strates these relationslúps.

If the quantum índex of imports of industrial capital goods is 
taken as a proxy for capital formation in the industrial sector, then 
it appears that cbanges in exchange-rate policy affected capital 
formation as well. Durin� the exchange devaluation of 1921-1923 
industrial output rose, reaching a peak in 1923. Capital-goods imports 
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were adversely affected by this depreciation, declining thro1:1çh 1922,
!13en rising in 1923. During the period of exchange stab�Üty �at 
mdustrial output rose, reacliing a peak in 1923. Followed, mdus_trial 
production ceased to grow, while capital imports incre�sed rap1dly, 
reaching a high in 1925. Capital-goods imports declined m 1926-192!, 
tben recovered in 1928-1929· the exchange rate was devalued ID 
1927 and subsequently stabiiized. Graph 20 displays the possible 
relationships between industrial output, industrial investment, and 
the exchange rate. 

By the end of the twenties, Brazilian textile production amounted 
to more than 93i of apparent domestic consumption, as demonstrat
ed in table 130 in the Statistical Appendix. Although it has been 
argued that tariff protection was nil 6y this time due to the effects 
of inflation, 17 it seems reasonable to suppose that it was sufficient 
to shelter dornestic production of coarse fabrics, which made up 
the bulk of national textile production. 18 

Table 130 also demonstrates that textile production declined 
from 1922 to 1931. Oddly enougb, the Iargest imports of loorns, 
machines for stamping cloth, and aacessories occurred between 
1923 and 1926. Comparable leveis of imports had not been observed 
since 1913. 10 Explanations that have been suggested for this de
cline in cotton-textile production include Britisn dumping and de
clining real rates of tariff protection. 20 Since imports of cotton 
textiles never surpassed Bi of apparent domestic consumption from 
1924 to 1930, and since domestic output was basically coarse fabric, 
it seems untenable to maintain tbat competition from foreign imports 
caused a decline in Brazilian output. Absolute leveis of textile im
ports, it rnay be noted, did not vary over the period 1925-1927. One 
possibility is that the stimulus �iven imports ny exchange apprecia
tion from 1923 to 1926, couplea with industrialists' e:xpectations of 
growing sales, enc?uraged e�cessive importation of machinery, thus 
increasing productive capac1ty beyond demand. Another plausible 
hypothesis is that domestic demand for finer textiles began to appear, 
and that existing plants could not be adapted to meet this changing 
requirement. 

During the twenties, two new basic industries appeared in Brazil: 
steel and cement. By 1918, Brazilian pig-iron output had reached 
11. 7 thousand tons per annum. This iron was produced in small

11 N. V. Lu�, A 1!ut�. pela Industrialização do Brasil ( São Paulo, D i fusão
Européia do Livro, hl8UJ, p. 11.13. 
18 See opp. E, "The Protection of In dustry." 
19 Data from the Mini stério da Fazendo, Serviço de Estatística E ô . 
Financeira. con mica e 

20 ''Super-produção lodustrialP" Ob.roroador Econ6m(co e Financeiro An 2 n.º 14 (Ma r ch 1937): 91-103, , o , 
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inefficient fumaces isolated from markets. Still, it satisfied national 
requirements, as measured by apparent domestic conswnption. lt 
should be remembered tbat imports were not available at tbis time 
due to the war. Beginning in 1920, tbe import situation was nor
malized and domestic production carne to supply an average of 
about 76% of national needs, with broad fluctuations occurring. 

The production of steel ingots did not begin until 1924. 21 

Output was 4 .  5 thousand tons in 1924, and rapidly rose to 26. 8 
thousand tons in 1929, an amount which represented 75i of the 
national demand. By way of contrast, domestic production had sat
isfied only 38% of the demand in 1924. 

Production of rolled steel began in 1926, when a modest 16 
thousand tons were milled. By 1929, nearly 30 thousand tons were 
being produced annually. On the average, domestic production did 
not satisfy more tban 5% of demand from 1926 to 1929. 

The fuel used in tbese operations was charcoal, since imported 
coal was quite expensive and Brazilian coai deposits were of low 
quality and located far from the furnaces. Since the national steel 
market was small, tbe installation of coke ovens would have been 
uneconomic. 

The government attempted to stimulate steel production through 
a series of measures. ln 1910, a decree exempted iron and steel 
factories from taxes on internai transactions and provided them with 
reduced rates on government railroads. 22 ln 1911, the govemment 
promised to provide transportation for tbe inputs and outputs of 
the· industry. :.ia As nothing carne of this program of guarantees, a 
group was selected which seemed to have tbe most reasonable plan; 
this group was awarded a monopoly on iron and steel production,24 
witb sucn an exaggerated numher of guarantees, concessions, and 
bonuses tbat in 1912 Congress voted to either annul tbe decree in 
question ar extend its provisions to all who might wish to go into 
the business. ln 1918, new legislation appeared providing privileges 
such as federal tax exemption for 25 years and preferential railroad 
rates, as well as loans for amounts up to tbe subscribed capital of 
tbe firm, witb a limit of five thousand contos de réis. 211 Finally, 
in the twenties, two companies, Queiroz Junior and Belga-Mineira, 
actually received loans. 

21 Although the Comp1111hia Siderúrgica Belga-Mineira was formally establisbed 
in 1921, its output was not worth mensuring until 1924. 
22 C. M. Peláez, "The State, the Great Depression and the Industrializatlon 
of Brazil" (Ph.D. dissertotion, Columbin University, 1968), chap. 4. 
2s Ibld. 

2' Ibld.
21 lbld. 
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These loans and concessions helped create artificial profits in 
the charcoal-based plants of the day. The reduction in freight rates 
hurt raihoad finances. 

The cement industry also received foreign entrepreneurship and 
capital at this time. �0 The Companhia Brasileira de Cimento was 
instalJed in 1924, mainly with Canadian capital, at Perus in the state 
of São Paulo. 27 Production began in 1926. The original capacity of 
60 thousand tons per year was soon raised to 125 thousand tons and 
to more than 200 thousand tons by 1927. 28

Liberal incentives were offered to encourage the development 
of the cement industry. Firms that used exclusively local raw ma
teriais and fuels and produced 30 thousand tons ar more per year 
were exempted from customs duties on imports of machinery and 
other equipment. They were a1so exempted from taxes on internai 
transactions, and granted special freight rates for machinery and 
raw materiais by the railroads and merchant marine. 2º The decree 
stipulated that these rates were only to be provided for national 
raw materiais ar machinery, ar for imports not produced in Brazil. 
Also, Brazilians were to form 50% of total employment and 30% of 
output was to be sold to the government. 

It is worth noting that despite the frequent reforms made in 
the Banco do Brasil during this period, the government never at
tempted to create institutions for the specific purpose of financing 
industrial development, either through the Banco do Brasil ar 
through investrnent banks along the lines of the French Crédit Mo
bilier,36 an institution which had played an important role in Eu
ropean economic development. Forgotten was the example of Mauá, 
a man who, as Alberto de Faria has shown,81 was organizing the 
banking house of Mauá, McGregor & Cia. at the sarne time the 
Pereire Brotbers were forming the Crédit Mobilier ( 1852). Mauá's 
bank, structured along the lines of the "sleeping partnership" ar 
societé en comnumdité ( with shares), was designed to supply the 
medium and long-term capital required by manufacturing firms. 

20 According to Pelil.ez ("The State," chap. 6), the f irst :Br:12ilian cement 
plant was installed in São Paulo in 1897, but was forced to close down 'severa! 
times doe to technical problems. Its installed capacity was 25 thousand tons 
per year. Operations were definitively suspended in the early l 920s. 
27 Pel&ez, "The State," chap. 6. 
2e Ibid.

29 Ibid.

30 EflCl/clopedúJ of the Social Sclencu, 1959 ed., s. v. "Investment Banking," 
by J. I. Bogen. 
81 A. Faria, Mauá, Irineu Evangelista de S002:11, :Barão e Visconde d.e Maud, 
1813-1889 (Rio de Janeiro: Paulo, Pongetti & Cia., 1926), pp. 244-61. 

134 



This it did from 1854 to 1873, though in 1860 it had to revert to 
a partnership form of organization due to legal changes. Perhaps 
the abuses of the Pereire Brothers 32 and Mauá's contretemps dis
cornaged tbe bureaucrats of the twenties, who ignored tbe fact 
that tbe model established by the Crédit Mobilier, when suitably 
adapted, had greatly influenced the development of investment 
ban king in W estern Europe. 33 lt was not until 1937 that an agri
cultural and industrial credit department was established in the 
Banco do Brasil to provide medium and Iong-term credit for the 
purchase of machinery and equipment. 

32 See M. Aycnrd. Histoire du Crédit Mobilier, 1852-1867 (Pnris: Llbrairie 
Intemntionale, 1867 ), pp. 549-60.
ss Encuclopedia of t11e Social Sciences, "Investment Banking." 
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6 

The Great Depression and the 
stagnation of real income, 1929-1939 

6.1 - Introduction 

The economic expansion of the years 1926-1928, based on the surge 
in export agriculture, lost its dynamism in 1929. From that year 
until 1932, both Brazil's GNP and its national incarne declined in 
absolute terms. The principal causes of the decline were the Great 
Depression, which severely hurt Brazil's foreign trade, and the cof
fee crisis. In spite of the coffee-support program, in 1931 the price 
of coffee stooa at only one-third the leveis reached in 1925-1929. 
During the Depression, the terms of trade fell to half what they 
had been in the late twenties, and export receipts ( measured in 
pounds sterling) to n third despite the fact that the volume of 
exports remained constant. Tbe depressive impact on national in
carne of the decline in export receipts was partially attenuated, 
however, by a decrease in the volume of imports, wbich dropped to 
one-fourth the 1929 level . 1 Nonetheless, the accompanying reduc
tion in import duties contributed to increasing the budget deficit. 
The latter was also aggravated by the expenditures associated with 
the revolt of São Paulo in 1932 (which was, nevertheless, an im
portant factor in the economic recovery which started in that year). 

ln the period 1933-1939, per capita incarne remained near the 
1928 levei ( see graph 21); and had industrial production not sub
stituted export agriculture as the economy's dynamic sector, it would 
have declined. Although agriculture still accounted for about 57'1,. 
of total physical output at the end of the thirties, the industria] 
sector had made impressive relative gains. These gains were partly 
due to positive effects of the Depression in the form of excnRnge 
contrais which accelerated the import substitution of industria] 

1 See C. M. Pel,ez, .. A Balança Comercial, A Grande Depressão e a lndus
bializaçlo Brasi1eira," Reolsfa Brasileira de Economia 2.2 ( March 1968): 15-41. 
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goods. This process had previously been slow for a number of 
reasons - e. g. the sporadic nature of protection to industry, Jack 
of financing, etc. 

Table 32 

Brazil: Average Yearly Growth Rates of the Economy, 1920-1939 

($) 

Productian by Sector 
Agriculture 
Export Agriculture 
Industry 

Total Phy5ical Output 

Campo5itian of Physical Output 
Agriculture 
lndustry 

Totnl 

1920-1929 1929-1933 1933-1939 

4.0 2.5 1. 6 
7.5 3.7 1.1 

2.8 4.4 11.2 

3.9 2.9 4.9 

I9Hl 1939 

79.0 57.0 

21.0 43.0 

100.0 100.0 

Saurces: Methadalogical Appendix nnd Statistic:il Appendix. 

At the sarne time, the revolution of 1930 and the Great Depres
sion strengthened the urban classes, and gradually diminished the 
power of the rural classes, especially that of the coffee growers. 
This was reflected in the significant increase in the urban population. 
Whereas cities of 20 thousand inhabitants or more counted 4. 6 
million residents in 1920, the corresponding figure was 6. 2 million 
ín 1940. It was no coincidence that the major destinatíon areas 
for Brazilian migrants - the Eastem region and the state of São 
Paulo - were also tbe two largest industrial centers of the country. 
and that both were experiencing rapid development . 2 These were 
also the regions that were registering the fastest growth of urban 

2 D. H. Graham and S. B. de Hollanda Filho, Mli,ralion, Regiona! and 
Urban Grmmh and Deoelor,ment in Brm:il: A Selective Analu.rl.t of the Hi.ttorú:al 
Record, l812-W70 (São Paulo: Universidade de São Paulo, Instituto de Pes
quisas EconAmicu, 1973), p. fr/. 
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population: in 1940, there were already two cities with populations 
of more than a million - Rio de Janeiro and São Paulo.ª 

It should be noted that the thirties represented the transition • 
from international immigration to domestic migration. To a great 
extent, the population growth of the Distrito Federal and the state 
of São Paulo depended on internai migration. ln the period 1934-
1940, the state of São Paulo received about 322 thousand Brazilian 
migrants, of whom en; carne from Bahia and the Northeast. 4 

During the Depression, the governrnent became increasingly in
volved in shaping economic policies, not only for monetary affairs 
and the coffee sector, but also for a number of other activities. 
Special attention was given to servicing the foreign debt. 11 ln 1934 
the Conselho Federal de Comércio Exterior (federal foreign-trade 
council) was created. As Ianni has correctly observed, 8 the Con
selho, given its ample scope,7 may be considered the fust govem
ment planning agency in Brazil. During the thirties, various agencies 
were organized to deal directly with specific economic and admin
istrative problems. These included, among others, the agricultura! 
and industrial credit department ( CREAl) of the Banco do Brasil, 
the ministry of labor, industry and commerce, and a department 
for the administration of public services. 

ln the field of monetary and fiscal policies, the goa]s of sta
bilization and ba]anced budgets were continually sought, even in 
the midst of the Depression. As a result, the thirties were the years 
in which expenditures on capital formation, as a proportion of 
total expenditures, reached their lowest. 

6. 2 - Monetary and fiscal policies

ln 1930, already in the midst of the Depression, the Banco do Brasil 
recommended a retum to the philosophy of deflation which had been 
practiced at the beginning of the century. 8 The Caixa de Estabili-

8 See app. B, "Demographic Trends." 
4 Graham and Hollanda Filho, p . 66. 
11 See app. D, "'The Evolution of the Externai Debt." 
o O. Ianni, Estado e Plane;amento Econ6mico no Brasl� 1930-1970 (Rio de. 
Janeiro: Civilização Brasileira, 1971 ), p. 28. 
7 See Conselho Federal de Comércio Exterior, Dez Anos de Atioldades, 1934-
1944 (Rio de Janeiro: Imprensa Nacional, 1944). 
8 The analysis of monetary policies presented in this section is partly based 
on the monogmrh written for this project by C. M. Peláez: �The Economic 
Consequences o Monetary, Exchange and Fiscal Orthodoxy in Brazil, 1889-
1945," pp. 81-89 and 101. 
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zação was closed, and many of its notes were withdrawn from cir
culation. At the end of the year the government confiscated the 
notes that bad been issued by tbe Banco ( 592 thousand contos de 
réis), and in 1931 incorporated them into tbe treasury notes in 
circulation. Later on, the Banco was again permitted to issue notes 
( 300 tbousand contos de réis), but only part of this sum was placed 
in circu1ation (170 tbousand contos de réis). Tbe go]d left in the 
Caixa was directed toward payment of tbe foreign debt. 

ln order to avoid a general panic, a bank holiday of 120 days 
was decreed on 12 December 1930. In addition, during the early 
thirties, the government took two important steps to maintain 
confidence in the banking system. ln 1932 it created CAMOB within 
the Banco do Brasil. CAMOB was designed to function as a lender 
of ]ast resort. It could advance funds to banks in exchange for their 
assets. These loans, wbicb could be extended up to five years, could 
be employed only in activities related to the assets presented to 
CAMOB; tbat is, they could not be used for new banking operations. 
Since tbe main purpose was to avoid insolvencies, only assets which 
existed at the time of the creation of CAMOB cou1d be discounted. 
This was the first attempt to supply medium- and long-term credit. 
However, tbe banks made little use of the CAMOB facilities. 

Anotber step, taken in December 1935, was to raise the Jending 
capacity of tbe Carteira de Redescontas to 300 thousand contos de 
réis. This was independent of the 600-thousand-conto lending ca
pacity of the Departamento Nacional do Café. New Carteira opera
tions in govemment bonds (federal, state and municipal) were 
prohibited. The most important change was the possibility of re
discounting industrial and agricultura} bills. This, without a doubt, 
reflected the pressures resulting from the industrial growth taking 
place at the time. 

It is the total money supply that most clearly reveals the in
consistency of the monetary policy of the time. At the beginning 
of the Depression, the reserves of tbe Banco do Brasil declined 
drastically - from 500 to 132 thousand contos de réis. As a result, 
interest rates rase substantially. This led to the sum in the vau1ts 
of tbe Banco do Brasil rapidly increasing to 264 thousand contos 
de réis. The amount of money in circulation was further reduced 
by tbe monetary policy of 1930 and 1931, which dictated 1ceeping 
high leveis of cash in the Banco do Brasil. However, the constitu
tional revolution of São Paulo in 1932 made the continuation of 
this policy impossible, and the high . military expenditures resulted 
in the emission of 400 thousand contos de. réis. The govemment 
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issued an equivalent amount of bonds to be sold through the Banco 
do Brasil. Once sold to the public, the money obtained was to be 
burned. 0 

Graph 21 iJlustrates the inefficiency of monetary management 
during the Depression. 

Tight monetary policies were matched by constant attempts to 
restrain government expenditures. It is interesting to note that at
tempts to balance the budget, and even to obtain swpluses, con
tinued during and after the Great Depression. Although er.-post
figures did not always correspond to planned expenditures ( table 
33), the latter clearly reflect the intentions of the government to 
restrain the growth of expenditures. 

An example of the govemment's preoccupation with balancing 
the budget can be gathered from the remaiks of Souza Costa, who 
was finance minister from 1934 to 1945. While still president of 
the Banco do Brasil in 1933, he stated that: 

No matter how confused the current opinions on economic 
science - a field in which the most contradictory theories 
ex.ist and in which the most risky experiments are being 
conducted - there is one point on which there seems to 
be general agreement: the need for a balanced bud�et. 
There is no one who has had the courage to state that 
riches can be accumulated when more is spent than is 
earned. 10 

Until 1936 the govemment continually tried to contain expendi
tures, while its receipts increased with the economic recovery. But 
from 1937 on, political considerations prevailed over the finance 
minister's convictions conceming balanced budgets, and large de
ficits began to appear. 

As a consequence of the Depression, in 1930 government tax 
receipts were 3� less than predicted. The policymakers believed 
that tbe crisis was due to inflation 11 and to the budget deficit. 
Thus, they adopted a policy of expenditure cuts and tax increases. 
As a result, the tax burden increased, since in the years 19SO and 
1931 the GNP declined in real terms while government tax receipts 
rase. A good indicator of the government stabilization policies in 
tbe midst of the Depression is the fact that the planneâ budgets 

o Decree 27 717 of 10 August 1932.
10 •Banco do Brasil, Relatórió, 1933, p. 14.
11 Banco do Brasil, Relatório, 1930, pp. 15-20.
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for the period 1930-1933 were in surplus. The actual results were 
quite different, however. As previously mentioned, the expenditures 
connected with the São Paulo revolution of 1932 and the aid to 
the drought-stricken Northeast made the budget deficit of 1932 
( in current prices) the )argest in the history of the Republic to 
that time. 

Ya.,r 

1930 

1031 

1932 

1033 

103'1, 

1g35 

1036 

1937 

1938 

1939 

Sonrce: 

Reeeipls 

2 365 

2 670 

2 242 

2 125 

2 086 

2 1110 

2 537 

3 218 

2 824 

4 070 

Table 33 

Brazil: Federal Finances, 1930-1939 

( 1 000 Contos de Réis)

Bud,,teled 

Expenditures 

3 020 

2 452 

2 217 

2 101 

2 l!Sá 

2 1191 

2 893 

3 720 

3 1175 

4 065 

Surplus or 
Delieit 

-665 

218 

26 

24 

-260 

-522 

-351l 

-508 

- .'51 
- 5 

Reeeipts 

107-l 

1 762 

1 005 

2 006 

2 ól8 

2 723 

3 127 

3 402 

3 880 

4 297 

AeluBI 

Expendilur .. 

:! 610 

2 Of6 

2 860 

2 302 

a 060 

2 872 

3 220 

4 H3 

4 735 

4 850 

Surplu1 or 
Delieit 

- 836 

- 204 

-1 164 

2011 

53:1 

140 

09 

681 

1165 

653 

Fundnçlo Getólio Varx1111, Instilulo Bnl!i!eirc de Economia, Centro de E■tudo1 Fi11C11i1 
(FG V /IB REJCEF). 

The evo)ution of taxes during the thirties is traced in tables 
117 and 118 in the Statistical Appendix. The weight of import duties 
in federal receipts declined continuously. At the sarne time, taies 
on internai transactions gained in impartance. This reflected the 
structural changes that were taking place in the Brazilian economy, 
especially the increasing importance of industry. Thus, by 1940 re
ceipts from import duties were already less than receipts from taxes 
on internai transactions. The income tax, which contributed only 
6'.lí to total federal revenues in 1931, accounted for 11.51 in 1940. 

As far as the structure of public expenditures is concerned, the 
proportion going to gross capital formation in the thirties was extre
mely low, amounting to only 6%. ln 1931, the worst yenr of the 
Depression, the policy of trimming outlays in order to obtain a 
budget surplus resulted in government investments amounting to 
only 58i of such expenditures in 19301 Tables 114 and 116 in the 
Statistical Appendix show the evolution of public expenditures and 
the composition of capital expenditures. 
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ln 1939, the Brazilian govemment introduced a special public
works and national-defense plan. It was created by Decree-Law 
1 058 of 19 January 1939, and its objectives were: ( 1) the execution 
of public works; (2) the provision of adequate facilities for national 
defense; aod ( 3) the creatioo of basic industries. 12 It was to be
carried out over a five-year period at a cost of three thousand 
contos de réis in own funds, without affecting the regular govern
ment budget. The plan was to be financed through credits originat
ing from special taxes on exchange-rate operations, profits from 
banking operation� in which the treasury participated, and earnings 
from the sale of gold abroad. Since its execution coincided with 
World War II, its provisions for defense expenditures received 
priority. This scheme was not only the country's first experience 
in global public-investment planning, but also the beginning of 
direct govemment participalion in basic industries. 

From 1934 on, industrial activity expanded rapidly. This in
creased demands on the country's financial institutions, which were 
already being pressured by the needs of agriculture. However, as 
already shown, Brazil's financial institutions were inadequate for 
the_ type of credit needed by industry. The small arnount of c redit 
which the Banco do Brasil offered to industry through its Carteira 
de Redescontas was of a short-term nature. Since it was a com
mercial bank and thus depended on deposits for its Ieading activities, 
its behavior was not different from that of other banks. Tbus, there 
was a need for financial institutions which could supply rnediurn
and long-term industrial credit. ln October 1937, legislation was in
ti-oduced to enable the Banco do Brasil to lend to agriculture and 
industry through CREAI. 

Although the country was still in need of a real development 
bank ( which was organized only in 1952), the establishrnent of 
CREAI represented an important step forward in the country's fi
nancial marlcets. The areas covered by this new institution included: 
financing for interharvest periods, for the acquisition of agricultm:al 
machinery and livestoclc, for the purchase of raw materials, and 
for the improvement of industrial machinery. lnitially, CREAI could 
not participate in new industrial establishments. This was ]ater 

12 J. S. Gama e Silva et al., "Planejamento do Trabalho Governamental na 
Adminiltração Brasileira," presented at the Semi.Dar on Organization, Directio11 
and Functioning of the Auxiliary Services and Staff Agencies, conducted tmder 
the jo!nt sponsonhlp of the BrazillOD government (Fundação Getúlio Var�as), 
the United Natiom and UNESCO, Rio de Janeiro, 4 Febrnary - 5 March 
1952 (Mimeographed. FGV, série C: Monogr ias Brasileiras, SP/P ./9. ), p. 86, 



changed, however, and CREAI was enabled to finance new basic 
industries such as pulp and paper, aluminum, and steel ( Companhia 
Siderúrgica Nacional). 

The operations of CREAI were always linked to collateral. The 
upper linút for agricultura} loans was one-third of the expected crop, 
and that for industrial loans was 4oo: of the value of improvements 
or equipment purchases. The initial capital of CREAI consisted of 
100 thousand contos de réis of new shares in the Banco do Brasil 
which had been bought by the federal govemment. 

Graph 21 and table 32 show the interrelations between the 
principal indicators of monetary, fiscal and exchange-rate policies 
on the one hand, and their impact on �e development of the 
economy on the other hand. The Iatter is demonstrated through ín
dices of the real output of agriculture and industry, as well as 
through real GNP and real incarne per capita. Outstanding is the 
strong expansion of industry from 1932 on. This counterbalanced 
the stagnation of agriculture, which was mainly caused by the cof
fee crisis. Even so, in terrns of real per capita incarne, the economy 
as a whole stagnated in the years 1928 to 1939. Had it not been 
for the growth of industrial production, a more severe crisis would 
have occurred, resulting in a decline in per capita incarne. As will 
be seen, the development of industry was considerably influenced 
by exchange-rate policies which led to contrais over trade. 

6 . 3 - Agricultural production 

6. 3. 1 - Structural changes: the predominance of 
agricultura) output for the domestic market 

It was only during the Great Depression that there occurred sub
stantial changes in the structure of agricultura} production. The 
steep drop in intemational coffee prices discouraged the planting 
of new coffee trees. Nevertheless, coffee output continued to in
crease during this period as a result of extensive planting prior to 
the Depression. The new trees began to produce during the De
pression years, and their productivity was much higher than the 
previous average because they had been planted in more fertile 
soils. Thus, the reactions to the high prices of the Iate twenties 
were felt only in the thirties, aggravating the irnpact of the De
pression. 

Although coffee output grew, there was a pronounced decline 
in its relative position. This can be seen in table 34. At the sarne 
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time, cotton grew in relative importance, and during the war it 
became the most importnnt agricultura! product. There was also a 
remarkable increase in cotton exporls. The emergence of cotton as 
the second largest export product reduced the effects of the coffee 
crisis on the country's foreign-trade position. The rise of cotton was 
in large measure due to the research of the Instituto Agronômico 
de Campinas in the state of São Paulo. lt not only developed a 
special long-fiber cotton, but also succeeded in substantially raising 
the productivity of cultivated areas. 

Table 34 

Brazil: Value of Agricultural Output by 
Principal Crop, 1925-1929/ 1939-1943 

Product 
% Average for Period 

1925-1929 1932-1936 1939-1943 

Cotton 5.9 14.0 21.G 

Rice 5.2 6.7 li.O

Cocoa 1.4 1.8 2.2 

Coffee 48.0 211.5 16.l

Sugar Cane 3.5 5.7 7.5 

Bea.ns 5.4 3.8 5.5 

Tobacco 2.9 2.6 2.2 

Manioc 4.7 6.8 7.0 

Com 16.3 15.9 16.0 

Wbeat .9 .8 1.3 

Othel"!I 5.8 12.4 9.6 

Total 100.0 100.0 100.0 

Source: Primary data from Ministério da Agricultura, Serviço de Estatística da 
Produção (MA/SEPJ. 

During this period there also occurred an extraordinary increase 
in the relative importance of crops destined for the internal market 
( rice, beans, sugar cane, manioc, com, wheat, etc.). These carne to 
represent 58i of the total value of crop output. 

Changes in the proportions of land devoted to the principal 
crops are shown in table 35. These clearly reveal the above-men
tioned trends. 
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Table 35 

Brazil: Area Cultivated by Principal Crop, 1931-1932/ 1940-1941 

% Avcmge for Pcriod 
Product 

1931-1932 1937-193S 1940-1941 

Cotton 6.5 16.9 18.7 
Rice 7.3 6.!l 7.2 
Cocoe. 1.5 1.3 1.8 
Coffee 35.8 25.5 18.7 

Sugo.r Ce.ne 3 .2 3.4 4.3 
Bee.ns 6.1 7.2 7.5 
Tobacco .8 .7 .7 
Manioc 2.4 3.2 4.5 
Corn 32.2 29.9 30.5 

Whee.t 1.4 1.2 1.8 

Others 2.8 3.8 4.3 

Tato.! 100.0 100.0 100.0 

Sotuce: Sarne a.s to.hlc 34.

The changes observed in table 35 are corroborated by table 36, 
which shows the rates of growth of the quantum índex of agri
cultura] output and of the prices of farm products. Whereas the total 
agricultura] sector grew at annual rates of 2. li, crops for the in-

Table 36 

Brazil: Annual Rates of Growth of Agricultural Output and 
Agricultural Prices, 1930-1939 

Cro111 
For Domeatie Con,ru motion 
For E,rport 
Raw Mataria!,, for Jndu1try 

Lh·at,,ok 
E:l:traotive AC!tivitita 

Totnl 

-
. 

(i) 

ltoal Output 

11130-1931 

- 8.7 
4.6 

-17.3 
-Cl.4 

2.0 
11.3 

- 6.0 

1930-19311 

2.8 
3.3 
2.2 

.7 

.3 
&.8 

2.1 

Souree: Btati■tioal AppeadiJ:, tabl• 1.21. 

Pnc:ai 

193(Hll31 

-211.2 
-l!.11 
---411. 2 
- 1.0 

&.4 

- &.8 

-22.1 

11130-111311 

- .o 
1.11 

-3.CI 
2.7 
&.3 
li.O 

.7 
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temal market grew at yearly rates of 3. � and crops for export at 
2. 2i. The prices of export crops, mainly coffee, fell in absolute
tenns between 1930 ana 1939. ln the latter year they stood at a
little more tban balf of the 1925-1929 price levei. Tbis probably
comprised an incentive to transfer resources from coffee to cotton
growiog.

6 . 3 . 2 - The coffee economy and coffee policies 13 

Tbe Great Depression reinforced the already negative impact of 
tbe coffee-support program. Tbis can be observed in graph 22, which 
shows tbe factors affecting the Braziliao coffee market. Since coffee 
prices continued to fali throughout the thirties, even after the na
tiona l incarne of the United States started to recover in 1933, it 
is clear tbat the price bebavior of coffee caonot be linked to the 
Depression alone. lo fact, tbe intemational price of coffee fell to 
lower leveis thao in the first years of the 190B crisis. 

Since a coffee tree becomes fully productive only after eight 
years, the increased output of 1925 could be traced back to the 
plantiogs of 1917-191B. Tbese plantings were supposed to partially 
replace the coffee trees tbat had been destroyed in the recent &ost. 
Tbe barvest of 1926-1927 was the first warning that productive 
capacity substaotially exceeded export possibilities. This warniog 
was not readily perceived, however, because of the ample funds 
supplied by tbe Instituto do Café de São Paulo aod because of 
tbe general belief that the plan for the permanent support of coffee 
would assure the sale of the entire coffee output at a ''just price". 
lntemational coffee stocks reached a oew high. Moreover, as a re
sult of tbe institutionalization of the coffee-support program, the 
record crop of 1926-1927 was followed by three other record crops. 
Only in 1936-1937 was there ao attempt to adjust production to 
demand. 

According to available evidence, the crisis in the coffee sector 
would have been of lesser intensity had it not beeo for the program 
of the Instituto do Café de São Paulo. The prejudicial effects of 
the plantings aod land speculation of 1926-1927 were felt in the 
first years of tbe Depression. 

Towards tbe latter part of 1929, witb the end of official sup
port from both tbe federal government and the state of São Paulo, 

lll This section is partly balled on Peláez, "Economic Consequences," pp. 117-
66, 203-10, aud 241-79. 
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the coffee sector ( especially in São Paulo) faced serious financial 
difficulties. The commercial banks that had financed the coffee 
growers, as well as the Banco do Estado de São Paulo, were without 
funds. At the sarne time, coffee planters did not even have funds 
to pay for rail shipments to the ports. The federal government 
refused to issue paper money to help the coffee sector since its 
principal objective was to achieve monetary and exchange-rate sta
bility. Thus, coffee exports might have been paralyzed had the 
state of São Paulo not tumed to the banking firm Schroeder & Co. 
for help. 

ln cooperation with other banking firms, Schroeder & Co. 
granted a Joan of I!, 20 million, which carne to be known as the 
"coffee realization Joan" ( empréstimo da realiz.ação da café). One 
of the conditions stipulated in the plan for the use of these funds 
was that the state of São Paulo stop interfering in the market. Even 
so, the results of the Joan were disappointing due to its precarious 
management. 

The federal coffee policy was modified with the change in 
administration resulting from the revolution of 1930. ln February 
1931, the federal govemment committed itself to buy through the 
treasury all coffee stocks which existed as of 30 June 1930 ( except 
for the coffee-realization-loan stocks, which were to have been 
temporarily withdrawn from the market and held in São Paulo). 
The price at which the federal government was to pur�ase coffee 
was set at a maximum of 60 mil-réis per bag, of which the state of 
São Paulo was expected to contribute 20 mil-réis. ln arder to adjust 
future coffee production to world demand, a tax of one mil-Téis
per coffee tree was instituted. Finally, a 20i tax in kind was to 
be paid on all coffee exported. 

ln April 1931 the coffee crisis worsened. There were 18 million 
bags of coffee stored in São Paulo and the 1931-1932 crop was 
expected to be 17.5 million bags. Since exports stood at about 
9. 5 million bags, the coffee surplus would amount to 26 million
bags. What was worse, these estimates did not include the stocks
of other coffee-producing states. The state of São Paulo therefore
proposed a new accord among the producing states. This accord
was signed on 24 April 1931, and was to last four years. Its basic
instrument was an export tax of 10 shillings per bag exported, to
be paid in foreign exchange. This was a specific tax which could
not be. used to finance state activities. The revenues were to be
employed to buy, and eventually destroy, coffee stocks in order to
balance supply and demand. Perhaps one of the most important
aspects of the accord was the establishment of the Conselho dos
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Estados Produtores ( council of producing states) to administer it, 
i .  e. collect the tax, and supervise the purchase and destruction 
of excess coffee. 

The entrance of the federal government into the coffee-support 
program, which had been led by the state of São Paulo, gave rise 
to the need for a stronger and more centralized institutional base. 
This was to be the Conselho Nacional do Café ( CNC), created in 
May 1931 and endowed with the following responsibilities: ( 1) 
management of the sales of coffee from the coffee-realization-loan 
stocks; ( 2) administration of the federal aid to the coffee sector, 
i. e. of the purchase and destruction of coffee in accordance with
the February plan; ( 3) management of the 10-shilling tax proposed
by the producing states; ( 4) contrai of the shipping regulations.

ln December 1931 the producing states greatly modified their 
coffee-support program. They increased the export tax from 10 to 
15 shillings per bag. Five shillings were to be used to make pay
ments on the coffee-realization Joan and the other 10 shillings to 
continue to be used for the activities of the Conselho Nacional do 
Café. The latter would pay for the coffee bought by the federal 
government as foreseen in the February plan, would purchase cof
fee surpluses itself, and would also be in charge of destroying one 
million bags of coffee per month. The new accord was turned into 
law by the state of São Paulo and the federal government on 7 
December 1931. 

The accord gave rise to fears on the part of coffee exporters 
that the Conselho would sell coffee abroad, thus displacing them 
from business. It was therefore specially stipulated that the Conse
lho would only perform certain activities: it would execute the 
agreement with the firm Hard, Rand & Co. to barter coffee for 
wheat;14 it would select the stocks which could be bought in arder 

' to guarantee that only high-quality coffee enter the market; it would 
dampen the cycles of the coffee price; and, finally, it would not 
sell coffee abroad. 

14 The accord with Hard, Rand & Co. consisted of the federal goveroment 
granting the firm a monopoly on the salc of stocks connected with the coffee 
realizatioo Joan in exchange for n delay in the sale of the coffee concemed. 
Tbe barter agreement consisted in exchanging 1 275 thousand bags of coffee 
for 25 million bushel.s of wheat. The subsequent sales of this wheat in Brazil 
would yield the govemment 189 thousand contos de réis which could be used 
to buy coffee stocks. The contract stipulated the gradual sele of the coffee in 
the United States ln arder to avold an even greater fali in coffee prices. See 
PeUez, "An Economic Analysis of the Brazilian Coffee Support Program, 1906-
1945: Theory, Pollcy aod Measurement," lo E:rsa11s on Coffee and Economic 
DevelopnuJnt (Rio de Janeiro: Instituto Brasileiro do Ca.fá, 1973), p. 128. 
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Four altematives were suggested at the time with respect to 
the 1931-1932 crop: (a) that the crop not be harvested - which 
could result in permanent damage to many coffee trees and in un
employment; ( b) that a policy of international dumping be practiced 
- thought to be difficult due to the inferior quality of Brazilian
in comparison to Colombian coffee; ( c) that stocks be destroyed
- which would keep productive capacity intact and maintain prices,
thereby increasing competition; (d) that additional stocks be formed
to keep more coffee off the market - a policy that would have been
expensive and hard to administer given the already large stock
and its high annual growth rate. Under these circumstances, the 
destruction of stocks appears to have been the only practical so
lution.

By 1932 the importance of the Conselho Nacional do Café had 
increased significantly. Whereas it was initially a tool of the pro
ducer states, it had evolved into the institution linking the state 
and federal governments for the formulation of coffee policies. A:. 
was to be expected, the Instituto do Café de São Paulo lost much 
of its power and became mainly engaged in marginal activities 
such as the contrai of cooperatives, technical assistance to producers, 
etc. ln December 1932 tlie state of São Paulo abolished all coffee 
taxes except for a general charge of five mil-réis per bag. 

In April 1932, witb the aim of reducing productive capacity to 
a levei compatible with world consumption, the Conselho Nacional 
do Café began charging a tax of one mil-réis for each new coffee 
tree plantecf. In November of the sarne year, the planting of new 
coffee trees was forbidden, except in Paraná and in states having 
less than 50 million coffee trees. However, new trees cou1d be plant
ed in each state only up to tbis limit. The Conselho was given the 
power to decide over annual production and the share of each state. 

The federal coffee-support program had been run through the 
Banco do Brasil since the revolution of 1930. In December 1931, 
the government authorized the Carteira de Redescontas of tbe Banco 
do Brasil to increase its operationing funds by 400 thousand contos

de réis. The Carteira was also authorized to discount bills of the 
Conselho Nacional do Café which had the backing of the 10-shilling 
tax; the Conselho eventually deposited all receipts from this tax at 
the Banco do Brasil. By 31 December 1932, total loans of the 
Banco do Brasil to the Conselho amounted to 258. 6 thousand contos

de réis. In tbe meantime, the treasury had advanced to the Conse
lho a credit of 250 thousand contos de réis.

Tables 123 and 124 in the Statistical Appendix show tbe origin 
of resources for the coffee-support program in the period May 19Sl
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to February 1933. It will be notêd that the purchase and destruction 
of coffee stocks were mainly financed by new truces on exports. 
ln fact, since the loans of the Banco do Brasil and the treasury 
were based on export-tax receipts, they cannot be considered as 
representing the creation of new money in the strict sense. Thus, 
there is some doubt as to the basis of Celso Furtado's claim that 
the government's protection of the coffee sector during the De
pression amounted to a Keynesian type of anticyclical policy which 
made it possible for Brazil to begin its recovery in 1933, while the 
United States began its recovery only in 1934 . 18 

Albert Fishlow, however, argues that the coffee-export taxes 
did not represent a mere transfer operation within the coHee sector, 
but that they also fell on the foreign buyer. He notes that the 
largest part of the tax was borne by the foreign buyer due to the 
inelasticity of demand and to the dominant position of Brazil in the 
world market. He therefore concludes that although coffee policies 
were probably not as of crucial importance in the country's recovery 
from the Great Depression as Celso Furtado contends, neither were 
they as insignificant as Carlos Peláez maintains. 16

ln February 1933 the Conselho Nacional do Café was sub
stituted by the Departamento Nacional do Café (DNC). Whereas 
the Conselho had been under the sway of state delegates, this new 
agency was entirely under the contrai of the federal government. 
The directors of the Departamento were chosen by the finance 
minister. This change was in part due to the expectation of a record 
crop of 30 million bags of coffee in 1933-1934. 

The Departamento introduced a quota system which was to be 
followed from the 1933-1934 crop on. This system was used with a 
few modifications during the years that followed. Part of the quota 
was comprised of low-quality coffee which was compulsorily sold 
to DNC at a frice below costs. This coffee was to be destroyed.
Another part o the quota was to be either directly sent to the ports 
for shipment abroad ar stored in DNC warehouses. 

ln a report by the finance minister on the coffee situation, 
it was stated that during the period 1930-1934 stocks would have 
reached 54. 5 million bags if the government had not withdrawn a 
massive amount of coffee from circulation. It was also stressed that 
this was achieved not through foreign loans or new currency issues, 

Ili C. M. Furtado, The Economlc Growth of Brazll: A Suroeu from Colonial 
to Modem Time.t (Berkeley: University of Califomia Press, 1963), pp. 211-12. 
18 See A. Fishlow, "Origins and Conscquences of lmport Substitution in 
Brazi]," in Intematfona! Economlcs and Development, ed. E. L. Di Marco 
(New York: Academic Press, 1972), �P· 3�1-65 .. 
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but through the export tax. Even the president of the Republic 
extolled these achievements, adding that the government had with
drawn 50.1 rnillion bags of coffee from circulation, of which 34.1 
million had been destroyed. 

The Banco do Brasil continued to give financial assistance to 
the coffee sector even after the creation of the Departamento Na
cional do Café, as is shown in table 37. lt extended a revolving 
credit • to the Departamento, which was to be repaid through the 
collection of export taxes. The increase of the àebt in 1934 was 
due to the huge crop of 1933-1934. 

Table 37 

Depnrtamento Nacional do Café: Debt Outstanding at the 
Ba11co do Brasil at Year End, 1933-1936 

1933 

1934 

1935 

1936 

( 1 000 Contos de Réis)

551.8 

737.3 

599.8 

634.7 

Sources: Banco do Brasil, Relo.tório11, cited by Pelá.ez, "Economic Annlysis," 
p. 148.

Graph 22 gives an idea of the growing importance of competi
tion in the world coffee market. Especially noteworthy is the growth 
of African exports, which exceeded those of ali other countries. 
While Asian and Brazilian coffee exports stagnated, those of the 
rest of Latin America and of Africa rose. 

The Brazilian coffee-support policies, especially the high prices 
of the years 1925-1929, resulted in a huge increase in coffee planting 
throughout the world. An importnnt factor in the worsening of 
Brazil's fosition in the international coffee mnrket was the rising
output o countries with cheap labor, where coffee was produced on 
small farms. This was especially the case of Colombia, Brazil's chief 
competitor, and was due to the optimal size of a coffee plantation 
having been substantially reduced over time. The better-quality cof
fee produced on smnller farms in other countries turned out to be 
Brazil's major competitor. 

I n response, there was soon a change in the optimal size of 
Brazilian coffee farms. Since the larger coffee plantations were not 
able to solve thc technical problem of how to improve the coffee 
producecl, many of them were either subdivided or simply disap-
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peared. During the thirties, the numher of coffee farms in São Pauto 
increased, especially those with less than 10 thousand tre_es. 

ln November 1937, �e government made what turned out to 
be the rnost radical changes in coffee policy since the Taubaté agree
ment of 1906. Brazil would try to reduce world coffee prices by 
letting its own output respond to the market without export taxes. 
At the sarne time, attempts would be made to negotiate an interna
tional coffee agreement among all the coffee-producing countries. 
The idea was to sell coffee at a price determined by the forces of 
demand and supply. 

The following measures were taken to implement the new policy 
and to gradually abolish the coffee-support program. ( a) Only low
quality coffee, for which there was no market, would be withdrawn 
from the market and destroyed. The remaining output could be 
freely exported. ( b ) The unit tax on coffee exports was reduced 
from 45 to 12 mil-réis per bag. In addi�on, a special account of 300 
thousand contos de réis was created at the Banco do Brasil for the 
Departamento Nacional do Café. The balance of the latter's debits 
would be credited to this account and the remaining balance would 
be used for its operations. Of the 12 mil-réis tax, four mil-réis were 
to be used to pay for the credit in this special account. As soon 
as this credit was paid up, the tax would be reduced to eight anil

réis. (e) Since DNC would not derive enough funds from the export 
tax to pay for the revolving credit at the Banco do Brasil, the na
tional treasury borrowed 500 thousand contos de réis from the Car
teira de Redescontas of the Banco do Brasil which were credited 
to DNC. However, the latter became the debtor to the Carteira 
de Redescontas rather than to the Banco. (d) D�C was exempted 
from the repayment of the 300-thousand-conto credit advanced by 
the national treasury. (e) Of the eight mil-réis to which the export 
tax would be reduced after payment for the credit from the Banco 
do Brasil, six mil-réis would be used to pay for the coffee-realization 
Joan. (f) There would be an immediate tennination of the confisca
tion of foreign exchange, and coffee planters would once again be 
free to receive the value of their sales in foreign currency. 

What were the results of this policy, which represented a re
tum to the market mechanism? Unfortunately, 1938 was the only 
year during which one can observe the "normal" functioning of the 
new policies, since World War II began the following year. In spite 
of this, one can b-y to evaluate the results of these policies accord
ing to their principal objectives: (a) to raise exports - in 1938 
exports amounted to 17 . 2 million bags, i .  e .  five million more than 
in 1937 and less only than in 1931. Even in 1939, exports were 
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greater than in aí! the thirties, except 1931 and 1938, totaling 16.5 
million �ags; (b) to increase Brazil's share in the world market ..:.. 
in 1938 and 1939, the country's share rose to 57 . 2 and 57. 4%, 
respectively, after having reacbed a trough of 48% in 1937; (e) to 
force a drop in world prices in order to eliminate other producing 
countries from the market - this objective was also attained, but 
at the cost of a decli11e in foreign-exchange receipts from coffee 
exports, which fell from I!, 17. 9 million in 1937 to I!, 16. 2 million 
in 1938 and .2. 14. 9 million in 1939. ln terms of the domes ti e in
carne, these declines were partially offset by the exchange devalua
tion which occurred after controls were abandoned in 1937. It was 
hoped that the decline of unit prices in foreign exchange would 
be compensated for by proportionately larger increases in the volume 
of exports, which would be difficult to achieve if the world demand 
for coffee were inelastic. 

Although this complete liberalization of coffee production after 
a long period of contrai ]asted only two years, it is likely that po
sitive results could have been obtained had the onset of World War 
II not necessitated renewed contrai. For example, the production of 
low-grade coffee might have ended, there might have heen a more 
intensive drive to diversify agriculture in the state of São Paulo, etc. 

6. 3. 3 - Other support policies for agriculture:
the economic readjustment 

The economic readjustment (reajustamento econ6mico) was created 
to help coffee growers whose debts had risen due to the official 
excbange-rate policy, i. e. the ( to them) unfavorable exchange rate 
at which they bad to turn over their export earnings. The agricul
tura! adjustment act passed by the U. S. Congress in 1933 served 
as example for the Brazilian Iegislature. 

The economic readjustment was closely linked to the usury law, 
which fixed a maximum rate of 8% per year on loans for which agri
cultural property served as collateral and 6% per year on loans to 
finance agricultura] activities or equipment purchases. Also, creditors 
were forbidden to demand the repayment of debts in yearly install
ments higher than 10% of the total debt. 

Through the economic readjustment program, farm debts exist
ing on 1 December 1933 ( and incurred before 30 June 1933) were 
cut in half. To finance the readjustment, the treasury issued 30-year 
bonds with a rate of interest of 5% per year. These were given to 
creditors, mainly banks, and were for the amount by which the debt 
had been reduced. 
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Farmers whose property given as collateral was valued at less 
than half of the Joan they received had to provide a "debt receipt" 
( recibo de dívida). Debtors who had no real collateral could only 
receive discounts if they were insolvent. ln accordance with the 
usury law, the soo; discount on farmers' debts was legally considered 
as prior payment of the first five annual installments of 10%. Thus, 
during the first five years after the economic readjustment, creditors 
could only claim interest payments. 

Ceilings oo the issue of treasury notes for the economic re
ad justment were increased a number of times during the tlúrties 
and early forties. ln the period 1934-1945, the Câmara de Reajus
tamento approved 18. 7 thousand applications and indemnifications 
totaling 920 thousand contos de réis. Of this total, 54% went to the 
state of São Paulo and 55% to the coffee sector. 

ln global terms, the impact of the economic readjustment on 
the agricultura! sector, and on the Brazilian economy as a whole, 
seems to have been of little importance considering that in 1939 
the net product of agriculture 17 was estimated at 10.2 million con
tos de réis and the gross internai product at 45. 6 million contos, 
and that in the period 1934-1945 total indemnifications at current 
prices amounted to only 920 thousand contos. 

6. 3 . 4 - The expansion of cotton plantations in
São Paulo 

Since coffee production was, for such a Iong time, a highly profit
able undertaking in comparison to other crops ( due especially to 
the various coffee-support programs), there had been little stimulus 
to diversify the agricultura} output of the state of São Paulo. It was 
only during crises in the coffee sector that other crops prospered. 
Thus, after the frost of 1918, the interplanting ( between coffee 
trees) of other crops became common. However, as soon as the 
coffee trees recovered their productive capacity, these crops were 
again abandoned. 

During the twenties, one can still note that fluctuations in the 
value of agricultura! output are explained by the oscillatioos in 
the share of coffee in total agricultura} output. One can observe, 
however, the growing importance of other crops, such as sugar 
cane. ln the tlúrties, there occurred a substantial advance of poli
culture. This was due to the coffee crisis which led to the division 

17 See the section on e5timotes of physical product in the Methodological 
Appendix. 
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of ]arge properties into sma11er farms more suited for the production 
of other crops. Nonetheless, though both the state of São Paulo and 
the federal government favored the growth of policulture, no state 
or federal plan was ever developed towards this end. 

From 1934 on, when the production of cotton for export became 
profitable, there was a notabJe change in the structure of São Pau
lo's agricultura} output. This profitability was due to research, 
dating back to 1923, of the Instituto Agronômico de Campinas, 
which made it possible to produce longer and better-quality fibers. 
(Whereas cotton output in 1923 consisted mainly of fibers 22-26 
mi11imeters in leagth, from 1933 on most fibers were over 28 mil
]imeters.) lt was also related to use of the higher-quality and more 
productive seeds distributed in large quantities by the Secretaria 
de Agricultura of the state of São Paulo as of 1931. Until that time, 
cotton production in São Paulo had not been very productive be
cause oi the primitive methods of cultivation and distribution which 
bad prevailed. The average number of selected seeds used increased 
from 1. 5 thousand per year ia the twenties to seven thousand in 
1934. 

lt has been estimated that the 1934 crop would have amounted 
to 81 thousand tons had 1923 seeds been used. Tbis contrasts with 
the 90 thousand tons which were actually produced with selected 
seeds. The value of this difference in terms of agricultural incarne 
was estimated at 27 thousand contos de réis. With the first high
quality crop, Brazilian cotton was quoted in Liverpool at the sarne 
price as North-American cotton. 

It is possible that the relationship beween the government of 
the state of São Paulo and the farmers might not have been sucess
ful without the link with international markets and domestic con
sumers which had been furnished by the São Paulo commodity ex
change since 1919. Toe exchange provided the following services: 
classification of cotton; registry of brands and provision of packing 
machines, which made it easier to separate out defective cotton; 
contracting of Brazilian and foreign technicians for its cotton sec
tion; sendíng of Brazilian technicians for further training in the 
U. S. (to establish contacts with foreign markets, and to bring back 
new production techniques); use of the Brazilian consular system 
to clistribute Brazilian cotton sarnples in arder to stimulate' demand 
by European countries. Thus, while the Instituto Agronômico de 
Campinas developed new types of cotton fibers, the commoclity 
exchange undertook the task of marketing them. 

Before 1933 Brazil exported little cotton and the output of São 
Paulo clid not surpass 10 thousand tons. The increases after 1933 
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can be explained by the bebavior of the relative export prices of 
cotton and coffee. These are more relevant than intemational prices 
since they give a better measure of the relative intemal rrofitability
of the two products. Graph 23 presents a summary o important 
data concerning the cotton sector in Brazil and São Paulo. 

Between 1929 and 1940, the share of Brazil in the total world 
area producing cotton rose from 2 to 8. 7'1,. ln the years 1925-1929, 
coffee accounted for 71. 7'1, and cotton for only 2. u; of the value 
of Brazil's exports. ln the years 1935-1939, the share of coffee fell 
to 47.l'l, and that of cotton rose to 18. 6'1,. 18 The share of cotton 
might have been even greater had it not been for World War II. 
The substantial increase in cotton production proves that São Paulo's 
farmers were sensitive to variations in prices and profits. As will be 
seen, most of the farmers who shifted into cotton production carne 
from the coffee sector. 

The North American cotton-support program was of great help 
to the development of the São Paulo cottoo sector because of its 
impact on intemational cotton prices. Although the domestic market 
was of some importance, most of the demand for Brazilian cotton 
was for exports. 

ln studying the expansion of cotton growing during the thir
ties, it would be of interest to examine an alternative to the usual 
hypothesis, which assumes a net transfer of resources from the coffee 
to the urban sector ( thus explaining the industrialization of these 
years). This alternative - based on the premise of greater rigidity 
in the transfer of real resources from agriculture to industry than 
within agriculture - is an intrasectoral resource shift from coffee 
to cotton. 

This hypothesis can be tested in a number of ways. First, given 
the difficulty of transferring land, labor, transport facilities, entre
preneurial talent, etc., coffee and cotton growing should have 
coincided geographically. To verify this, it would be necessary to 
obtain significantly high correlations between coffee and cotton 
production in the agricultura) regions of São Paulo. Second, if there 
really was a transfer, it is likely to have been commented on by con
temporaries. Third, it is important to estimate investments in cotton 
in arder to obtain the disposable incarne of coffee growers net of 
such investments. The balance for investments in industrial and other 
agricultura] activities would have to be very small. 

With respect to the first test, Peláez found a high rank corre
lation between coffee and cotton production in 10 agricultura) re-

18 Peli\ez, "A Balança Comercial," p. 47. 

159 



Graph 2 3  

COTTON : EXPORT PRICES, OUTPUT OF BRAZIL ANO 
SÃO PAULO, ANO BRAZILIAN EXPORTS, 
1928 / 1932 - 1939. 

-
� 

1 1 
� COTTON EXPORT PRICE 

--
-- .� --

--1i---- -- --- .... , 
'--- COFFEE EXPORT PRICE ----

BRAZIL: COTTON OUTPUT .--

---
-----

-·

i/ 
- --� 

___ ...

... -·-
�_,,.·........-PAULO : COTTON OUTPUT 

,/ 

I: 

/! 

// 
, I

' 
/ BRAZILI AN COTTON EXPORTS 

' 
; 

. I ' 
. ,, 

3 

2 

T 
9 
8 
7 

6 

5 

4 

3 

2 

l 
9 
8 
7 
6 

5 

4 

3 

2 

l 
1928 32 33 34 35 36 37 38 1939 

1-avtrogl --1 

Saurc1: C, M. P1ldu, "Th• Slal<, Ih• Grtol D1pru1ian and Ih• lnduotriai hation oi Brazil' 
( Ph. O. dlmrlallan; Calua,bio UniYlnilJ, 1988), tabl1 3 -m . 

160 



gions in the state of São Paulo ( agricultura} census of 1940). This 
suggests that cotton production expanded in the municípios which 
also produced coffee. 10

There is documentary evidence of disinvestrnent in real resour
ces in the coffee sector during the thirties. There are four ways in 
which resources might have been transferred from coffee to cotton 
growing. ( 1) Cotton may have been planted between rows of coffee 
trees. There is evidence that this did occur, though no precise data 
exist. ( 2) Many coffee plantations were abandoned in the years 
1930-1945, and it is probable that a good part of these ]ands were 
used for growing cotton and other crops. Again, while no precise 
data are available, there is evidence that coffee plantations were 
destroyed in order to use the lands for different crops. Further
rnore, the coffee-producing area became the best and largest cot
ton-producing region; and there was a significant shift in cotton 
growing frorn the worst lands in the state to sorne of the best, 
where coffee had previously been produced. Between 1930 and 
1939, the area in coffee in São Paulo declined by 415 thousand 
hectares, while that in cotton increased by 1.1 rnilJion hectares. 
The direct transfer of lands frorn one crop to another may have 
been as high as one-third. ( 3) Labor, it is Iogical to assume, rnust 
have played an important part in the resource shift because it is 
the easiest factor of production to move. ( 4) Capital, especially 
rnachinery and transport equipment formerly used on coffee planta
tions, could have been transferred to the cotton sector ( though it 
should be noted that cotton-processing equipment was imported). 
Financial resources could also have been transferred, e. g. funds 
for buying and improving seeds or for clearing land. Finally, there 
is evidence that the railroads serving coffee plantations were also 
used by cotton producers. 

A test of the transfer of resources frorn coffee to the urban
industrial sector would be to measure the existence of funds left 
over once coffee planters had made their investments in cotton 
growing. Although he is aware of the tentative nature of bis esti
ma tes, Peláez believes that the funds estimated for investment in 
the cotton sector were understated ( they were historical cost data). 
This leads him to doubt that funds remained for coffee planters 
to invest in indusb·y after having transferred resources to the cotton 
sector and other agricultura} activities . 20 

10 Peláez, "Economic Annlysls," pp. 203-65. 

20 Ibld., pp. 208-71. 
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6. 4 - Foreign trade

Foreign trade was the sector which suffered most during the Great 
Depression because of the structure of Brazil's exports. As already 
mentioned, in 1931 the price of coffee fell to one-third the 1925-1929 
average. During the period, the terms of trade declined by 50%. 
The volume exported remained near constant, but export receipts, 
in pounds sterling, fell two-tbirds. On the other hand, the volume 
imported decreased by more than a third. The resulting surplus 
in the trade balance seems to have contributed to lesseoing the 
negative impact of the fall in export receipts on the national incarne. 
However, since import taxes comprised the main source of federal 
revenue, the decline in import receipts resulted in large budgetary 
deficits, which worsened in 1932 because of the São Paulo revolt 
( this deficit contributed, nonetheless, to the early recovery of the 
cconomy). 

The great decline in imports, especially of capital and consumer 
goods, was in large part due to the exchange-control system insti
tuted in 1931. 21 Already in 1930, as a result of the free market 
cxchaoge rate falling below the stabilization rate, the Caixa de Esta
bilização aod the Banco do Brasil lost their .e 30 million in 
reserves. 22 On 20 October 1930, the government granted the Banco 
do Brasil a monopoly on exchange-rate operations. This monopoly 
lasted uotil November, when the revolution occurred and the Caixa 
de Estabilização was extinguished. 23 

By 1931, Brazil could oot count on the inflow of new capital 
( which had ceased), 24 and it needed foreign exchange not only to 
service the public foreign debt ( which totaled more than .e 20 rnil
lion), but also to cover private profit remittances and interest 
payments on private loans abroad. Consequently, the foreigo
exchange situation worseoed. The outcome was the adoption of a 
system of exchange controls administered by the Banco do Brasil 211 

and of a new foreign-debt-coosolidatioo agreement ( also called the 
third fuoding). 20 Even so, the difficulties continued in  1932. A 
black market developed. Although it was tolerated for a while by 
the Banco do Brasil, io 1933 the latter iostituted an intermediate 

21 See app. C, '"Forcign Trnde and Foreign-Exchange Policy." 
22 Banco do Bra!iJ, Relat6rio, 1930, p. 6.
Z1 lbid., PP. 28-33. 
24 Banco do Brasil, Relat6rio, 1935, p. 14 . 
28 Besides a system of import priorities, quantitative import restrictions were 
established. See app. C. 
20 See app. D, �The Evolution of the Externai Debt." 
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rate to combat it. Only by 1934 were exchange controls partially 
lifted, as a large proportion of transactions were once again allowed 
to go through the free market. 

Although there was a recovery in the volume of both imports 
and exports in the period 1933 to 1937, these were the years when 
foreign trade suffered its most pronounced crisis. The contiuued 
decline in coffee prices 27 led to a worsening of the terms of 
trade, which in 1939 and 1940 reached leveis far below those 
observed in the midst of the Depression. The trade surplus fell to a 
yearly average of just over .E 8 million in 1934-1936, a time at 
which the servicing of the foreign debt alone, according to the
new anangements ( called the Oswaldo Aranha scheme), 28 required 
a yearly sum of J!, 7.5 million. When the trade surplus declined to 
less than .E 2 million in 1937 due to a great increase in imports, 
exchange contrais were reinstated, with the monopoly of exchange 
operations once again going to the Banco do Brasil. ln addition, 
payments on the foreign debt were suspended for two years ( 1938 
and 1939). 

On the one hand, the continued worsening of the terms of trade 
had an adverse effect on the economy. It reduced the income of the 
export sector and the purchasing power of exports, i.e. the capacity 
to import, and led to the need for continued devaluations and 
exchange controls. On the other hand, the measures taken encouraged 
the industrialization process since they constituted a system of 
protection. ln this manner, it was possible to mitigate the effects 
of the decline in the growth of agricultura) production. 

6 . 5 - Industrial production 

The Depression had a considerably less severe impact on industrial 
production than on agricultura) output. Nonetheless, an examination 
of the industrial-production índices ( table 126, Statistical Appendix) 
reveals stagnation in the period 1929-1932. There was even a decline 
if the 21 annual growth rate of the population is taken into account. 

27 From 1935 on, the effects of thc decline of coffee prices on the terms of 
trade were offset, in part, by the growth of cotton as the second most important 
export product. 
28 This was approved by Decree 23 829 of 5 February 1934. ln contrast to 
the previous fundings, the Oswaldo Aranha scheme irnplied a reduction ln the 
real debt-service payments. Thus, in the four years of this scheme, Brazil pald 
only .e. 33. 6 million, when it should have pald R. 90. 7 million. Ministério 
da Fazenda, Secretaria do Conselho T�cnico de Economia e Finanças, Finança, 
cu, Branl, 20 vols. ( Rio de Janeiro: Tipografia do Jornal do Com�rcio, Rodrigues 
& Cia., 1955), vol. 19: Divida Erlema, 1824-1945, by V. F. Bouças. 

163 



Table 38 shows that the industrial sectors most affected by the 
Depression were those producing consumer goods with high income 
elasticities of demand, such as clothing, shoes, beverages and 
tobacco. Food products were affected less because of their lower 
income elasticity. Unlike most other sectors, the textile industry 
expanded substantially during these years. There were two reasons 
for this: ( 1) prior to the Depressioo the indush-y had operated 
below capacity, and ( 2) the import and exchangc controls resulting 
from the country's balance-of-payments crisis diverted demand from 
imported to domestic textiles. It will also be noted that the pro
duction of nonmetallic minerais grew rapidly. This is explained by 
the substih1tion of domestic for imported cement. 

Table 38 

Brazil: Yearly Growth Rates of Industrial Output by Sector, 1929-1932 
(1929 = 100) 

Sector 

Mining 
Manulacluring 

Nonmeta!lic Minerais 
Metallurgy 
Po.per and Cardboard 
Lea.ther Producbl 
Chemica.ls and Pharmacentico.ls 
Perfumes, Soa.p and Candles 
Textiles 
Clothing a.nd Footwear 
Food Products 
Beverages 
Taba.eco 

Toto.1 

Source: Sta.ti.stica.l Appendix, ta.ble 126. 

1929-1932 

- 6.3 
1.3 

13.3

- 3.4 

.7 
2.5 

- 9.8

- 1.5 
8.4 

-12.4
- .2 
- 8.6

- 5.1 

1.1 

(%) 

The special situation of industry is in large part explained 
by the foreigo-trade situation during the Depression. 

The changes introduced in exchange-rate policies from 1932 on 
Ied to continued devaluations. These not only benefited the export 
sector, but also, by raising the price of imported ·goods, acted as 
a protective shield for industry. This protection complemented 
that already existing due to exchange-rate restrictions ( which had 
been established solely to protect the balance of payments). 
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ln sum, the reduced negative impact of the Creat Oepression on 
Brâzilian industry in the years 1930-1932 seems to have been due 
to a combination of factors which maintained the levei of aggre
gate demand. Thus, instead of a violent fali in industrial production, 
as in industrialized countries, Brazil merely experienced a stagnation 
of industrial output. From 1933 on there occurred not only a 
recovery, but an actual industrial surge. The basic causes for these 
developments were: ( 1) the positive effect of trade surpluses on 
the national incarne, 20 and ( 2) the positive effect of the large 
budget deficits ( which, as was shown earlier, were not planned) 
resulting from the decline in import receipts and the rise in 
expenditures associated with the São Paulo revolt and the North
castern drought. These increased expenditures resulted not only in 
a growth of the money supply, but also, from 1933 on, in a ·rise 
of the price levei. 

On the supply side, exchange contrais stimulated an acceleration 
of the process of import substitution. By 1931-1933, the quantum 
of imports had fallen to about 50% of the 1928 levei. 

The pace of industrial development was quite intense from the 
Great Depression on. Thus, of the total of 49.4 thousand industrial 
establishments existing at the time of the industrial census of 1940, 
no fewer than 34.7 thousand had been founded since 1930. Even 
though 56.4% of the establishments listed in the census employed 
less than five persons, the high rate of industrial growth in the 
period 1933-1939 cannot be denied. 

This expansion is corroborated by the rates of growth of 
industrial production presented in table 39. The bench marks of total 
physical production 30 indicate that the share of industry climbed 
from 21% in 1919 to 43% in 1939. 31 The fact that in 1929-1939 
industrial production rase at average annual rates of 8.4%, while 
agricultura! output grew nt only 2.2%, suggests that industrial 
activity substituted in great part for agricultura! activity in these 
years. It is interesting to note that the rate of growth of the índex 
of industrial production averaged only 1.0% per year during the 
Depression, but ll.2Z in the period 1933-1939. 

:!O Peliiez, "A Balança Comercial," pp. 15-47. 
30 See Methodological Appendix. 
81 It is clear that compnrisons in current prices introduce distortions if prices 
in the two sectors did not grow at the some rate. Nevertheless, even gmnting 
a wide margin of errar, a 21 to 43i increase in the share of industry in total 
physical output suggests considerable growth of industrial activity. This is 
confinned by the indices of industrial production, which rose at an average 
nnnual rate of 11. 2i in the period 1933-1939. As explained in the Methodo
logical Appendix, these índices were calculated indepeodent ot tbe beoch marks 
of physical product. 
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1'able 39 

Brazil: Yearly Growth Rates of Industrial Output by Sector, 1933-1939 
(1929 = 100) 

Miniag 
Manufacturing 

Sector 

N oametallic Miaero.ls 

Met.allurgy 
Pnper nnd Cnrdboard 
Lentber Products 
Cbemicals 11.lld Pharmaceuticals 
Perfume,;, Soap aad Caadles 

Textiles 
Clothiog nnd Footwear 
Food Producl.s 

Bevernges 
Tobncco 

Total 

Source: Same as table 38. 

1933-1939 

8.1 

11.3 

19.9 

20.4 

22.0 

2.7 

10.6 
15.7 

11.1 
9.8 
1.9 

8.4 

5.2 

11.2 

.(!li) 

It should be stressed that this industrial growth occurred in 
spite of limitations on the importation of machinery. ª2 From 1931 
to 1937, importation of machinery was permitted only in exceptional 
cases. This prohibition was in response to the pressures of in
dustrialists who complained of overproduction in certain sectors. ªª
What was happening, in fact, was not that given industries were 
overproducing, but that demand was declining due to the Depression. 
lt is absurd that the prohibition was kept until 1937, espe
cially considering that domestic production of machinery was 
still insignificant in relation to the needs of the industrial sector. 
Even so, the industrial surge was not held back by these import 

32 "Super-producçãa Industrial?" Observador Econtimico e Financel,o, Ano 2, 
n.0 14 (Ma.rch 1937)! 91.

aa Ibld., pp. 133-42. 



reshictions. 84 It occurred in a number of sectors through improve
ments in the utilization of machinery and also at the cost of the 
overutilization of installed capacity. 

The textile industry is a case in point. Operating at two and 
three shifts per day, 35 it managed to prpduce 914.5 million meters 
of cotton cloth in 1936. This was a rise of 54i over 1927, and it 
was achieved using the sarne number of looms ·and spindles, 38 and 
the sarne technically outdated and often obsolete equipment. 

( According to the 1940 industrial census, half of the machines 
producing textile threads in São Paulo, which accounted for 51.21 
of the country's output, were more than 10 years old. ln the cotton
weaving industry, only four thousand of a total 130 thousand 
machines were less than 10 years old. ln the field of wool-weaving, 
6 .  1 thousand out of seven thousand were either more than 10 years 
old or of unlcnown age.) 37 Nonetheless, despite the fact that 
the domestic industry produced only a small number of traditional 
semi-automatic looms, 38 the importation of modem automatic Iooms 
was forbidden. 

It is clear that under such conditions the Brazilian textile 
industry was in no position to compete against foreign products 
since its costs and prices were quite high. Only the world shortages 
of textiles during World War II made it possible to continue 
expanding production and even export some high-priced textiles. 39 

Among the traditional industries, textile production experienced 
the highest rate of growth ( ll.2i per year) in the period 1933-1939 
and food products ( whose rate of growth did not exceed demo-

B4 These restrictions were limited to traditional industrial sectors and did not 
apply to heavy industries. The lotter developed with the help of foreign 
capital, which knew how to take ndvantage of various government incentives, 
especially in the cement and metallurgical industries. See Peláez, "The State, 
the Great Depression, and the Industrialization of Brazil" ( Ph. D. dissertation, 
Columbia University, 1968), chaps. 4, 5 and 6. 
815 "Super-producção Industrial," p. 91. 
30 Jornal do Comércio, Retrospecto Comercial, 1929, pp. 85-88, and 1937, 
p. 57; Instituto Brasileiro de Geografia e Estatlstica, Anudno Estat{nico do
Brasil, 1939-1940, p. 1 329. 
37 Secretaria de Agricultura, Indústria e Comércio de São Paulo, Diretoria de 
Estatística, Indústria e Comércio, Estatística Industrial do Estado à.e São 
Paulo, 1939-1940, p .  253; H. Ferreira Lima, "A Indústria Têxtil no Brasil," 
Observador Eco™'mico e Financeiro, Ano 11, n.0 122 ( March 1946): 64. 
88 At times, there were even pressw:es to prohibit the installation of domesti
cally-produced looms because oE the existing overproduction. The latter probebly 
resulted from the e:rcessive number of hours worked in many plants rather 
than from the installation of new factories. See "Super-producçlo Industrial," 
p. 91. 
ae Ferreira Lima, pp. 59-61. 
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graphic growth) the lowest. ln general, the tracÍitional industries 
grew at lower rates thon industry as a whole. 

Table 40 compares the rates of growth of industrial production 
and of imports, thereby giving an idea of the amount of import 
substitution that had taken place. Import substitution was strong
est in the traditional industries that had weighed most heavily in 
total irnports - textiles, clothing and food products. At the sarne 
time, there was a large increase in the importation of capital goods 
for the machinery and transport industries and a more moderate 
incrcase in the irnportation of intennediate goods such as metal and 
paper products. Nonmetallic minerais, mainly cement, experienced 
high domestic growth rates ( which had aheady started in 1925) 
and a decrease in imports. 

Table 40 

Brazil: Yearly Growth Rates of Industrial Output and of 
Quantum of- Industrial Imports, 1933-1939 

Sector 

Mioing 
Msnufncturing 

Nonmetn.Ilic Mineral� 
Metallurgy 
Machinery 
Electrical Equipment 
Tmnsport Equipment 
Paper and Cardbonrd 
Chcmical11 

(%) 

PhannRceuticnls, Perfumes and Plnslics 
Textiles 
Clothing and Footwear 
Food Products 
Bevernge!I 
Printing nnd Publishing 

Others 

Industrial 
Output 

8.1 
11.3 
19.'.l 

20.4 

22.0 

11.1 
9.8 

1.9 

8.4 

Import.s 
(Quantum) 

3.8 

-4.3
3.6

10.5 
3.7 
9.1

4.1

3.1
-1.1

-6.6

-4.9

-4.7 

1.8
-3.8

-7.0 

Sourccs: Industrial output: Statisticnl Appendix, table 131; Quantum of indus
trial impor!B: Fundação Gch11io Vnrgas, Instituto Brasileiro do Econo
mia, Centro de ContBS NacionRi&, ''Estruturn do Comércio Exterior do 
Brasil, 1920-1964" (Rio de Janeiro, 196!)) (Mimeogrnphe<l), vol. 2. 

Codv: . . . =- not available. 
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The increase in the quantum of imports of basic industrial 
products reflccts thc linkages introduccd by the industrialization 
process over the period 1933-1939. Moreovcr, this took place despite 
the prohibition on the imp01tation of machinery destined for certain 
industries in the years 1931-1937. 

It is also important to remember that the industrialization of 
the thirties occurrcd in spite of the adverse foreign-trade conditions, 
especially the low tcrms of trade and the diminished capital inflows, 
which severely limited the capacity to import. Since the Brazilian 
capital-goods industry was in its infant stage, tlie capacity to import 
was crucial to ongoing development. 

During the twenties the leveis of investment in industry had 
been fairly high, as is clear in table 41. At that time the inflow 
of foreign capital pennittcd the creation of a few basic industries 
( e.g. steel and cement) and the expansion of the railroad network 
and of the installed capacity for producing and distributing electric 
energy. The importation of capital goods for industry attained leveis 
which would be surpassed only in the postwar years ( 1947-1952). 
The paralysis of foreign capital inflows from 1931 on and the 
generally adverse foreign-trade conditions resulted in a drastic 
decline in investments during the Depression. Then, in 1933, invest
ment activity began to recover. 

Table 41 

Brazil: Inclicators of Investment in lndustry, 192().1939 

Cement Consumption 
(Annua.l Avernge, 1 000 Tons) 

Steel Consumption 
(Annual Averagc, 1 000 Tons)-

Capit.al-Goods lmport.s for Indll.'!try 
(Average 1929-1939 - 100) 

1920-1929 1030-1932 1933-1939 

361 354 554 

230 150 297 

100 39 75 

Sources: MA/SEP, FGV/IBRE, a.nd Ministério da. Fazenda., Serviço de Est&
tística Econômica e Financeira (MF/SEEF). 

• Excl udes rails, accessories, etc. 

Due to the industrial capacity created by the investments of 
the twenties, it was possible for industrial production to expand 
throughout the thirties. The _average annual leveis of cement and 
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steel consumption in the period 1931-1939 were above those of the 
years 1920-1929. ln 1933-1939 there was also a recovery of capital
goods imports, but these never attained the leveis reached in  the 
previous decade. lt is important to note the large imports of textile 
rnachinery in 1921-1928 (such imports were lirnited by specific 
legislation in the period 1931-1937). 

1n the years 1933-1939, domestic industry produced 99% of the 
pig iron consumed in the country. This led to the production of 
steel ingots amounting to 92.4% of internai consumption. The latter, 
in tum, rnade possible the production of rolled-steel products 
amounting to 19% of domestic consumption. ln the sarne period, 
dornestic cement production carne to account for 851 of national 
consumption. 

ln sum, in spite of import restrictions, the thirties witnessed 
the first real industrialization thrust in Brazil. This was possible 
not only due to the protection extended by the exchange-rate 
policies, but also because a number of the basic industries created 
in the twenties ( e.g. steel and cement) carne to opera te at full 
capacity and/or were expanded in the years 1933-1939. ln add.ition, 
the govemment became increasingly interested in the problerns of 
industry. This led to the establishment of CREAI, -which financed 
( up to 10 years) the expansion of existing firrns or the creation 
of new ones. Such financing, however, becarne important only after 
1941. 40 

Toe industrial census of Septernber 1940 makes it possible to 
evaluate the changes that occurred in the structure of industrial 
production between 1919 and 1939. To do this, the value added of the 
principal industrial groups was compared for these two years. The 
ideal would have been a cornparison with the years right after the 
Depression since, as was shown, industrialization in the strict sense 
began only in 1933-1939. Up to 1930, industry was characterized 
mainly as a transfonner of agricultura! products for the domestic 
market. As such, its linkages were with agriculture, and there existed 
little interrelation between sectors, i.e. industry had very little self
dynarnisrn (see table 128 in the Statistical Appendix). 

By 1939 a nurnber of changes had taken place. The basic 
industries (rnetallurgy, rnachinery, electrical equipment and 
transport equipment), with the exception of cernent ( which is 
included in nonmetallic minerais), practically doubled their share in 
industrial value added. On the other hand, the traditional industries 
( mainly textiles, clothing and footwear, food products, beverages, 
tobacco and funúture), though they still accounted for 60i of 

40 See app. E, ''The Protection of Indus!Jy." 
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va1ue added, haci iost grounci since i919, when their share stood 
at 72%. The growth of the chemical and pharmaceutical industries 
(including perfumes, soap and candles) was extraordinary, since they 
practically tripled their share between 1919 and 1939. 

As far as the size of establishments is concerned, the 1940 
census shows that the industrial sector was still very much atomized, 
though a number of Iarge enterprises already existed. Thus. 
85 industrial establishments, i .  e. .2% of the total, employed 159 . 6 
thousand persons, which amounted to 16.6% of total employment. 
However, a majority of 56.4% of the establishments employed only 
7.9% of the industrial labor force, which comes to an average of 
2.8 persons per establishment. 

Another interesting characteristic shown by the 1940 census is 
the measurement of installed horsepower of electrical equipment. 
Talóng into account only those industrial establishments with 
installed capacity of more tban one thousand borsepower, 192, or 
.8%, accounted for almost half of total installed power capacity. On 
the other hand, 8.7 thousand establishments (32.7%) accounted for 
only 1.8% of the total Almost half of the establishments interviewed 
either did not have or did not declare any installed power capacity. 
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7 
The growth of real income during 
World War II, 1940-1945 

7 . 1 - Introduction 

As might be expected, the growth rate of the Brazilian economy 
fell during World War II in comparison to the levei attained from 
1933 to 1939. Whereas the average annual growth rate of GNP 
had been 51 in the earlier reriod, ít was only 3 .  6i from 1940 to
1945. The principal cause o this deceleration was a slowdown in 
the rate of industrial growth: during the war industrial production 
grew at half the rate observed in the period 1933-1939. This 
aecline, in turn, was a result of the country's inability to import 
certain industrial inputs during the war. 

During the war, the value of exports increased considerably, in 
part due to the exportation of items not previously sold abroad on 
a large scale, such as textiles and strategic minerais. This, together 
,vith the near doubling of coffee prices ovcr the six-year span, 
improved the tenns of trade. However, on the import side, goods 
frequently failed to reach Brazil due to transportation shortages and 
supply difficulties in the industrial nations. Surpluses consequently 
appeared in the balance of trade. Since the government used deficit 
financing to purchase export receipts, these surpluses were among 
the principa,l lactors responsible for generating rapid rapid inflation 
during the war. 

Once more,· as had been the case in 1914-1918, wartime proved 
a propitious period for tax changes. Just as taxes on internai trans
actions had temporarily replaced import duties as a source of income 
during World War I, the incarne tax definitely replaced such duties 
during World War II. This was made possible by the structural 
changes introduced by ongoing import-substitution industrialization. 

Finally, tbough the rate of growth of GDP decelerated duriDg 
the war, the improvement in the terms of trade made it possible 
for national incarne per capita to rise 101. This might indicate better 
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living conditions during these years, contrary to what had happened 
in 1933-1939. ln the earlier period, the deterioration in the terms 
of trade had caused national incarne per capita to stagnate relative 
to the pre-Depression leve], despite the 5 .1% annual growth rate 
of GDP. 

7 . 2 - Monetary and fiscal policies 

The dilemma faced by the government during the war was how to 
finance Brazilian participation in the war, and at sarne time hold 
down inflation. To handte this problem, a war-finance plan presen
ted in 1942 1 recommended that three steps be taken: ( 1) Com
pulsory war bonds were to be issued to those who paid incarne 
taxes, to public employees, and to pensioners. These bonds would 
carry ffl: interest. Taxpayers were to buy bonds in amounts equal to 
their tax liabilities, and public employees were to have 3% deducted 
from their salaries for bond purchases. 2 A total of three rnillion 
contos de réis was to be raisea through these bonds. (2) Treasury 
bills up to one million contos de réis were to be sold to commercial 
banks. These bills would have a maximum term of 180 days and 
could be discounted at the Carteira de Redescontas of the Banco 
do Brasil. 3 The sale of treasury bills was designed to make funds 
available immediately. The bills would later be paid off with re
ceipts from the sale of war bonds. ( 3) Issues of paper money were 
to be tied to the natiooal reserves by limiting total issues to 25% 
of the reserves. 4

The war had highly inflationary effects in Brazil, as in most 
other countries. After 1942, the main element contributing to in
flation was the issuing of pnper money to buy export receipts and 
to finance federal buaget dericits. From 1942 to 1945, the Carteira 
de Redescontas placed more than 11 million contos in circulation. 5 

This explains the 110% increase in the price índex from 1939 to 1945, 
and the 45% increase from 1942 to 1945. 

Tbis situation continued because Brazil lacked a central bank
ing system to contrai banking credit. Toward tbe end of the war, 
the Superintendência da Moeda e do Crédito ( SUMOC) was created 
to contrai the money market and to lay the groundwork for the 

1 This plan was prepared by an economic study and rcsearch commission of 
the Ministério da Fazenda, which was then headed by Octávio Gouvêa de 
Bulhões. 
2 Decree-Law 4 789 of 5 October 1942.

a Ibid. 

• Ibld.

fi Banco do Brasil, Relatório, 1945, p . 88. 
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establishment of a central bank. 0 ln justifying the creation of the 
Superintendência, the minister of the treasury provided the follow
ing brief analysis of the inflationary situation in Brazil: 

The slowness with which war bonds absorbed excess money 
supply led to increases in the means of payment. These re
sources continued to circulate and led to an expansion of bank 
credit. Since funds did not flow to the government fast enough, 
the Banco do Brasil found it did not have sufficient resources 
to purchase all the foreign exchange available, and was forced 
to rediscount its assets at the Carteira de Redescontas. At first, 
the Banco used up its commercial bonds; then it sold its 
treasury bills. The Carteira in tum issued money, and this sti
mulated a further expansion of bank credit as well as speculation 
and new business investment, ali of which diminished the pub
lic interest in subscribing to war bonds. 1

It is worth noting that in January 1944 thc government created 
"equipment certificates", issued by the Banco do Brasil, to deal 
with wartime overntilization of industrial equipment and with ex
cess profits. These certificates carried an annual interest rate of 3i, 
wcre nominative, and were to be redeemable in foreign excbange 
wben suitable equipment became available for purchase by the 
bondholder. 8 Simultaneously, an excess-profits tax was created; as 
an alternative to paying this tax, the firm was allowed to purchase 
"equipment bonds" for double the amount of its tax liability. 9 

Obviously this measw-e served to sterilize some of the inflationary 
impact of trade surpluses, as well as constituting a reserve fund for 
equipment replacement. 

As regards tax structure, it was in this period that the income 
tax replaced import duties, becoming second only to taxes on internai 
transactions as a source of federal revenues. A similar but tempo
rary change had occurred during World War I, when taxes on interna} 
transactions increased in importance relative to import duties. This 
transition was the natural result of a d.rastic reduction in imports and 
a broadening tax base, in the form of the rnoney incomes of a 
burgeoning w-ban population and growing industrial labor force. 
Table 42 illusb·ates the magnitudes involved. 

o lbíd.

1 lbid., pp . 40-41. 
8 Decree-Law 6 225 of 24 January 1944. 

D Decree-Law 6 224 of 24 January 1944. 



Year 

1939 

1940 

1941 

1942 

1943 

1!)44 

1945 

Table 42 

Brazil: Principal Federal Taxes, 1939-1945 
(% of Total Federal Tax Receipts) 

lmport Tn.x on Internai Incarne 
Duties Trnnsactions Tax 

32.4 32.4 9.4 

29.:1 31.6 11.5 

28.0 31.4 13.2 

16.6 30.8 22.8 

11. 6 30.3 27.4 

13.5 29.2 29.0 

12.4 34.3 27.l

Total 

74.2 

72.4 

72.6 

80.2 

69.3 

71. 7

73.8 

Source: Fundação Getúlio Varga.s, Instituto Brasileiro de Economia, Centro d(' 
Estudos Fiscais (FGV/IBRE/CEF). 

Covemment expenditures for fixed capital investment grew rap0 

idly duri.ng World War II, accounting for an average 19% of total 
expenditures, compared to an average of 6% in the 1930s. Part of 
this increase was due to defense measures, such as outlays for 
barracks, railroad branch lines, and highways with military impor
tance. Table 116 in the Statistical Appendix presents a breakdown 
of these expenditures. 

As noted earlier, a special public-works and national-defense 
plan was set in motion in January 1939. On 1 January 1944, this 
plan was re.P.laced by another, which was also to run for five years. 
While the rirst plan had emphasized defense projects, the second 
gave priority to infrastructure and the creation of basic industries. 10 

The government continued to try to offset the inflationary impact 
of expenditures by energetically withdrawing funds from circulation 
and tying the money supply to gold reserves. The goal of minimizing 
budget âeficits was not achieved, however, even though small 
surpluses were projected for 1944 and 1945. While actuaf receipts 
always exceeded estimates, actual expenditures far outran budgeted 
expenditures, as table 43 illustrates. 

10 N. Mello e Souza, "O Planejamento Econamico no Brasil: Considerações e 
Críticas," Revista de Admlnlatração Pública 2 (July-Decembar 1968): 59-115. 
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Oraph 24 

BRAZIL: 
INDICATORS OF MONETARY1 FISCAL ANO EXCHANGE-RATE
POLICIES, OF PRODUCTION ANDOF INCOME, 1939-1945. 
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Year 

1040 
1941 
1942 
1943 
1944 
1945 

Soure1: 

Table 43 

Brazil: Federal Finances, 1940-1945 

(1000 Contos de Réis) 

B11d1oted 

Reooipt.o E,pendilureo 

4 2011 4 422 
4 115 4 881 
4 380 5 028 
4 778 li 270 
ti 430 ti 404 
8 232 8 20:i 

Soma u t■ble 42. 

Surpluo or 
Delioi� 

-213 
-7M 
-837 
-492 

�ti 

27

Aotual 

Receipto E,ponditurca 

4 MO 5 189 
4 1103 5 43S 
4 841 8 343 
5 095 li 1112 
8 311 8 399 
9 845 10 8311 

Surplu11 or 
Delicil 

- 649 
- 835 
-1 502 
- 517 

88 

-1 194 

Graph 24 and table 43 summarize the relationships between 
monetary, fiscal, and exchange policy and the growth of income and 
production. The extremely rapid growth of the money supply was 
due, in large part, to currency issues. These issues redeemed the 
foreign-exchange surpluses vroduced by unplanned trade surpluses. 
The continuous growth of tne money supply led to a 110% increase 
in the price índex between 1940 and 1945. Real per capita incarne, 
which had stagnated in the thirties, rase by around 10% from 1939 
to 1945. This was not a cumulative process, however. Per capita 
income rose until 1941, fell in 1942, and recovered from 1943 on. 
These fluctuations were the result of similar changes in the tenns 
of trade, as the curves in graph 24 make clear. 

7 . 3 Agricultural production 

Tbe trading problems caused by the war reinforced the changes in 
the structure of agricultura} production which had taken place in 
the thirties. Coffee production declined even further ( table 117, 
Statistical Appendix), resulting in a reduction of land planted with 
coffee trees. ln 1943, only 17% of ali cultivated land in Brazil 
was in coffee (table 44). Cotton had become more important than 
coffee, both in value of production and as a percent of total farmland. 

While coffee was declining in importance, its price on the world 
market was rising, going from USS . 075 a pound in 1939 to US$ .134 
in 1945. 11 This inelasticity of long-run supply is indicated by the 

11 Ministt\rio d■ F■zeoda, Serviço de Estatística Econômica e Financeira. 
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Table 44 

Brazil: Area Cultivated by Crop, 1939 and 1943 
(1 of Total) 

Crop 1939 1943 

Cotton 16.4 17.4 
Rice 7.8 8.6 
Cocoa 1.5 1. 7 
Coffee 21.9 17.0 
Sugar Cnne 3.6 4.2 
Beans 7.3 7.7 
Tobacco .7 .7 
Manioc 3.9 4.8 
Corn 31.6 31.5 
Wheat 1.5 2.1 
Other.; 3.8 4.3 

Total 100. O 100.0 

Source: Ba.sic do.ta from the Ministério da Agriculturn, Serviço de Estat�tica da 
Produção. 

data in table 45. Note that although prices for export crops more 
than doubled, production diminished rather than increasing. This 
decline in output was due to govemment policy, which caused a 
reduction in the output of low-grade coffee, and to the droughts 
and freezes of 1940, 1942, :md 1943, which sharply reduced harvests. 
ln addition, the prices of domesticaBy-consumed crops rose even 
faster than the prices of export crops, wnich may e.xplain the average 
8.1% increase in the annual output of the former. 

Coffee stocks burgeoned during the war. The 1940-1941 harvest 
was forecast at approximately 20 . 9 million bags, of which 15. 9 
million could not Ee sold. The Departamento Nacional do Café 
eventually gave in to the coffee growers and wholesalers, who felt 
that production was excessive only because European markets were 
temporarily closed, and that a valorization scheme should be used 
until normality returned. ln response to such criticism of its policies, 
the DNC purchased 10. 9 million bags for market-support purposes. 12 

12 C. M. Peláez, "An Economic Analysis of the Brazilinn Coffee Support 
Program, 1906-1945: Theory, Policy and Measwement," in &saya on Coffee 
and Economlc Development ( Rio de Janeiro: Instituto Brasileiro do Café, 1973 ), 
p. 184. 
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Table 45 

Brazil: Price and Quantity Indices for the Agricultural Sector, 
1939-1945 

(1939 = 100) 

1945 

Price QuantiLy 

Crop! 231.0 104.0 

For Domestic Consumpt-ion 238.0 120.0 
For Export 222.0 79.0 

Ra,v l\foterial.s for lodustry 234.0 126.0 

Livestock 235.0 105.0 

Extractive Activities 199.0 235.0 

Total Agricultura! Sector 229.0 110.0 

Source: Statistico.l Appendix, table 121. 

Once again, the DNC used a tax in kind and acquired different 
lcinds of coffee at different prices. 13 Taken together, the drouJ!;ht 
of 1940 and the freeze of 1942 destroyed the equivalent of 4. 7 
million bags of coffee, lowered average J?roductivity from 48 to. 33 
arrobas per thousand trees, and ]owered the quality of the coffee 
produced. 14 As a result of this freeze, the DNC lowered the "sa
crifice quota" from 35% to 10% in São Paulo and Paraná. 

Then, in 1943, the states of São Paulo and Paraná experienced 
a drought followed by a freeze. The effects on coffee production 
were so severe as to lower production to the point where demand 
threatened to outrun supply. Given the possibility of underproduc
tion, in October 1943 the DNC abolished the tax in kind on n 
retroactive basis, thus allowing producers to recoup part of the 
taxes collected on previous harvests. Shipping regulations for the 
1943-1944 harvest were also simplified. 111 Half of production could be 
shipped directly to the ports, while the other half was to be sold 
to the DNC, wnich woufd grndually release it to the ports. 

13 For details, see Peláez, pp. 184-86. 
H Ibid., p. 188. 

15 Ibld., p. 190. 
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Despite the effects ol naturai disasters on colfee production, 
it is interesting that Brazil still had to destroy almost 13 . 5 million 
bags of coffee from 1939 to 1944 to maintain prices. This amounted 
to 17!1; of all the coffee destroyed ( 78. 2 million bags) from 1931 
to 1944. 10 

7 . 4 - Foreign trade and industrial production 

Brazilian trade with the rest of the world grew during World War 
II. Rising coffee prices and export diversification ( mainly manu
factures, such as textiles and strategic raw materiais) led to an 
improvement in the terms of trade. The value of exports increased,
while the quantities exported remained virtually stable.

On the other hand, difficulties of supply during wartime meant 
that the Brazilian demand for imports could not be fully satisfied. 
The volume of imports, especially consumer goods and fuels, fell 
until 1943. The foreign exchange which was accumulnted as a result 
of these two trends permitted repayment of the foreign debt under 
better conditions. 7 While a free market for foreign exchange was 
maintained throughout the war, under tbe institutional framework 
established in 1939, 18 the exchange rate showed little fluctuation. 

As discussed above, unforeseen surpluses in the "balance of trade 
forced the govemment to make massive issues of new money; this 
led to rapid inflation. Graph 25 illustrates trends in foreign trade 
during the war. 

The development of industry during World \,Var II was intima
tely related to trade conditions. While shortages of foreign exchange 
in the thirties had led to modifications in the exchange policy 
which favored industry, World War II was a period of exchange 
surpluses. Industrial firms made profits and accumulated reserves. 

Decree-Law 1201 of 4 April 1939 govemed exchange 
operations throughout the war. Exchange for 70i of all exports and 
IOOi of imports was sold in a free market. The exchange rate was 
stable, and wartime conditions functioned as a system of controls oq 
goods, limiting the volume of imports. While import shortages helped 
local industries hy creating an unsatisfied demand, they hindered 
industry hy limiting the availability of machines and raw materials 
formeily obtained abroad. Manufacturers were forced to use local 
substitutes and increase utilization of existing plants. 

10 Ibid., p. 195. 
17 See app. D, "The Evolution of thc Externai Debt."
1s See app. C, "Foreign Trade and Foreign-Eltchange Policy."
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Gra pb 25 

BRAZIL: 

FOREIGN TRADE DUR ING WORLD WAR .JI: 1 
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'I'able 46 shows the development o{ industry in the war period. 
The industries which experienced the most rapid growth were the 
basic in�ustries, particularly cement and metallurgy. 

Table 46 

Brazil: Yearly Growth Rates of Industrial Output by Sector, 1989-1945 

(i) 

Sector 

Mining 
Mamúacturing 

Nonmetallic Mineral!! 
Metallurgy 
Tmnsport Equipment 
Paper 
Rubbe1· 
Leatber Products 
Vegetable Oils 
Textiles 
Footwear 
Food Products 
Beverages and Tobacco 
Printing anel Publishing 

Construction 
Elcctricnl Power 

Total 

1939-1945 

S.7 
6.1 

14.] 
9.1 

-11.0 
4.1 

30.0 
- 2.5 

6.7 
15.2 
7.8 

.9 
7.6 
2.3 
1,.8 

7.4 

li.4 

Sonrce: G. F. Loeb, "Nómeros ladices do Desenvolvimento Físico da Produção 
Industrial no Brasil, 1939-1949," Retri81a Brcuileira d� Economia 7 (Mârch 
1953) : 31-66. 

One of the most important decisions for the process of Brazil
ian industrialization was made during the war, namely the decision 
to establish the first integrated steef mill in Latin America - the 
Companhia Siderúrgica Nacional at Volta Redonda. Financing for 
this plant carne from the U. S. Export-lmport Bank ( which providéd 
credit for equipment imports ), from tne national treasury, and 
from sales of stock to 1nsurance fastitutes and private individuais. 19 

The mill ilid not go into operation until after the termination of 
hostilities. 

18 Decree-L11w 3 002 of 30 Jnnuary 1941. Also see Conselho Fedenal de 
Comércio EJCterior, Dez Anos de Atividades, 1934-1944 ( Rio de Janeiro: Im
prensa Nacional, 1944 ) , pp . 50-51. 
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'rhe eUects of the war on ímporls are detailed in table 132 in 
the Statistical Appendix. The quantum index for all imports fel] 
by about 20% from 1940 to 1945, but certain types of imports de
cilned by much more - machinery and electrical and transport 
equipment, for example. Imports of machinery, including most of 
the equipment needed in inclustry, fel] by half from 1939 to 1945, 
though the bulk of the machinery for the national steel company 
was imported in 1943 and 1944. 

It is easy to imagine the effects that such a limitation of formerly 
irnported inputs had on the evolution of industrial production. 
Increases in output were obtained by using plants to capacity. As 
a result, by the end of the war, the equipment in many branches 
of industry was wom out or obsolete. 20

The case of the textile industry is especially worthy of note, 
due to the predominant position it held in Brazilian exports through
out the war. At one point, textile exports accounted for almost 
2oi of the value of ali exports. This export surge ended, however, 
once wartime shortages were alleviated. High costs, owing to obsolete 
equipment, and serious problems in quality control, often due to 
frauoulent practices, prevented Brazilian manufacturers from match
ing the postwar competition of the traditional suppliers. 

While the índex of the terms of trade improved by 42% during 
the war, providing the exchange necessary for industrialization, 
wartime shortages of necessary imports led to deceleration in the 
rate of growth of industrial production. Thus, during the war years, 
industrial output grew at an average of only 5 .4% per year. ln 
the thirties, tlie corresponding rate had been 8. 4%, and from 1933 
to 1939, it was 11 . 2%. 

!IO ln the textile industry, 80i of all equipment was cither wom out or 
obsolete and in need of immediatc replaeement. H. Ferreira Lima, "A Indústria 
Têxtil no Brasil," Observador Econdmico e Financeiro, Ano 11, n.0 122 ( Mareh 
1946): 64. 
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8 

Conclusion 

The preceding chapters attempt to outline the main policies of the 
Brazili!!.n government from 1889 to 1945 and to evaluate the possi
ble repercussions of these policies on the levei of economic activity. 
It is now time to summarize the most important conclusions. ln 
particular, two questions may now be answered: ( 1) Did govern
ment policy promote ar discourage economic growth in various sec
tors? and ( 2) Did real per capita income grow up to 1945? 

8 . 1 - Deflationary characteristics of 
govemment policy 

Any critique on government policies - fiscal, monetary, exchange, 
or trade - should take into account the economic doctrines that 
prevailed at the time. Nevertheless, the effects of these policies 
should be assessed in the light of modem economic theory. Tbere
fore, it must be recognized that the rigid deflationary policies and 
the coffee-support programs did not encourage the growth nnd 
diversification of the Brazilian economy up to 1945. On the contrary, 
these policies probably restricted the long-run growth of the economy. 

Consider, for example, the policy of monetary stability. Although 
it reflected the economic theory of the era, overpreoccupation with 
avoiding an "excess of money' must have been, in part, a residue 
of the experience of the Encilhamento. Adhering to this policy 
depressed the economy in the years 1898-1905 anà 1918-1914 and 
during the Great Depression. However, the greatest hindrance to 
development was the inadequate institutional sl:nlcture of the Bra
zilian monetary system. There was no lender of last resort, nor were 
there institutions designed to finance economic development. Only 
in the thirties did the government increase its participation in the 
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economy anci attempt to provicÍe institutions to carry out some ol 
the functions of a central bank. Under this heaàing come the 
creation of CAMOB within the Banco do Brasil in 1932, and the 
increased power given to the rediscount window of the Banco in 
1935. By the end of 1987, CREAI, the first Brazilian institution 
designed to provide long-term creclit for expanding productive ca• 
pacity, had been established. While a true development bank would 
not be set up until the 1950s, CREAI played an important role 
toward the end of the period under consideration in financing cer
tain sectors of industry. 

However, it was not always possible to achieve monetary sta
bility. Moreover, federal deficits were generally followed by large 
currency issues. 

This leads to a discussion of budget policy. Throughout the 
period 1889-1945, the government. in line with accepted theory, 
strove to balance the budget. To this end, drastic cuts were some
times made in expenditures, often in public-investiment projects. 
This approach was characteristic of the years 1897-1902, 1923-1925, 
1927-1981, and 1984-1938. Significantly large deficits only appeared 
when foreign-trade crises produced sharp reductions in government 
receipts (e. g., 1914-1918 and 1930-1982), or when extraordinary 
outlays had to be made to offset droughts, to cover military cam
paigns, or to finance special public-works projects. 

In tum, the desire to balance the budget detennined tariff 
and foreign-debt policy. ln an effort to avoid naving to issue more 
money, tne government often turned to credit from abroad for tbe 
funds necessary for financing budget deficits and making new 
public investments ( as in 1903-1913). And the heavy dependence of 
the federal government on tariff receipts meant that tarifI policy was 
guided by fiscal rather than protectionist consideration. Although 
tariHs were extremely high at times, protection was indiscriminately 
granted to consumer goods, capital goods, and raw materials. Thus, 
the tariff policy of the period cannot be defined as "protectionist" in 
the strict sense of the term. 

lt may be wrong to add exchange policy to the list of policies 
that impeded Brazilian development Irom 1889 to 1945. Indeed the 
gradual decline in the exchange rate up to the end of the twenties 
and the control of foreign exchange from 1931 on seem to have 
favored industrialization. The goals of exchange policy were firstly 
to maintain the income of the coffee sector, and secondly to provide 
the government with the foreign currency it needed to service the 
foreign debt. But the exchange policy pursued proved beneficial to 
industrial interests as well. Feriods of rapid exchange depreciation 
coincided with periods of rapid growth in industrial output and 
simultaneous declines in the rate of capital fonnation in industry 
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(e. g ., the 1890s, 1914-1918, and the thirties). Conversely, when 
the rate of exchange stabilized ar apprecinted, the rate of industrial 
capital formation rase and output stagnated, due to the attendant 
cheapening of competitive imports. The serious imbalances between 
installed capacity and effective output that periodically arose led 
to complaints from industrialists, who demanded more tariff pro
tection ( as at the close of the twenties) and, paradoxically, a pro
hibition on the importation of new equipment ( ali in the thirties ). 

Throughout the period under consideration, there was never a 
deliberate industrialization policy. The measures adopted at vari
ous times in favor of industry were either promptly discarded ar 
offset by other measures. For instance, exemptions from the tax 
on imported capital goods weakened the tax as a source of revenue. 
While it would be hard to prove, the Jack of an institution spe
cifically designed to finance industrial ventures was probably the 
major obstacle to industrial growth. Perhaps the failure of Mauá 
with investments banks and the chaos of the Encilhamento created 
a psychological aversion in the minds of Brazilian policymakers to 
the idea of financing industry. 

Lastly, tbe coffee valorization and support policies must be 
placed in perspective. A goocl part of the capital and entrepreneurial 
talent invested in industry during this period carne from the coffee 
sector and the extraordinary profits generated there through gov
emment policies. On the other hand, the excess capacity createà in 
the coffee sector by such policies was a waste of productive factors 
and a poor allocation of resourccs. The principal eifect of the coffee 
defense programs was to delay agricultura] diversification. 

8. 2 - Govemment policy and economic
growth 

lt has been shown that the 1·estrictive policies and the coffee-support 
programs followed up to 1945 failed to promete economic develop
ment. ln fact, they impeded development during certain periods, 
being most detrimental in the years 1898-1902, 1925-1926, and in 
the thirties. Some of the results, in terms of growth arl'd diversifica
tion, deserve emphasis. 

ln the first place, the overdependence of the domestic economy 
on foreign trade was prolonged. This was more serious on the ex
port side than on the import side. Although imports still accounted 
for 20% of the total consumption of manufactures in 1945, the import 
struchue had been significantly modified. As the importance of con
sumer goods had declined, that of raw materiais and capital goods 
had risen, reflecting the level of indu�trial diversification attained. 

187 



Most importantly, the share of imporls in total supply had been sub
stantially reduced. 1 ln contrast, the export structure continued practi
cally unchanged. Diversification was sporadic, generally occurring 
during disruptions in foreign trade. What changes did take place in 
export structure usually consisted in the supplanting of one major 
primary product by another. ln other words, there was import sub
stitution, but not export diversification. Throughout the period, fluc
hlations in coffee dictated economic behavior throughout the foreign 
trade sector and the rest of the economy. As long as the coffee
support programs were successful, they enabled Brazil to achieve 
high leveis of imports, capital-formation, and real incarne. But when 
coffee entered a period of prolonged crisis in the thirties, the entire 
economy suffered. 

ln the second place, agricultura] diversification was delayed. 
Due to the coffee monoculture, the expansion of real agricultura) 
output was almost entirely a function of the growth of the produc
tion of export crops. Only in the thirties, when coffee faced an ex
tended crisis, did the structure of agricultura! output undergo signi
ficant modifications. There was a more rapid increase in the produc
tion of crops destined for domestic consumption than in the produc
tion of export crops. Among the export crops, cotton - as the result 
of improved technology - became more important and regained some 
of the foreign exchange lost due to the decline in coffee prices. 

ln the third place, industrial development proceeded in surges 
rather than occuring as a continuous process. These surges depended 
on exchange policy and on the world market, especially for coffee. 
ln periods of rapid depreciation, there were substantial increases 
in industrial output. Examples of this relationship are found in the 
1890s, during World War 1, from 1920 to 1921, and in 1931. But de
preciation was a two-edged sword, encouraging industries that pro
cessed domestic raw materials to raise output while d.iscouraging the 
importation of equipment ( which was made more expensive) and 
thereby slowing the rate of industrial capital formation. On the other 
hand, there was extensive capital formation in industry when the 
exchange rate stabilized or appreciated. Taking capital formation 
as indicative -of industrial surges leads to identification of such pe
riods just before the World War I (to some extent in the 1890s, but 
most noticeably from 1903 to 1913), in the twenties, and in the 
thirties.2 Despite generally accepted opinion to the contrary, the 

1 From around 251 of total supply of agricultural and industrial goods in 
1907 to 14.71 in 1939 (see cha p. 2, table 3). 

2 During the thirtics, both industrial output and investment grew at a rapid 
rate. This was a result of the introduction of more selective exchange policies, 
which established a scale of priorlties for different imports. 
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two wars of the period did not stimulate industrialization. Rather, 
the reduction in investments during wartime served to halt ongoing 
spurts of industrialization. 

Only during the thirties did real industrialization take place, 
in the sense of a modification in economic structure. By 1939, indus
trial production3 accounted for 43i of overall output, compared to 
.:mly 2li in 1907 and 1919. This was the result of the high rate of 
growth of industrial output in the thirties - about ll.2i per year on 
the average. However, it is important to recall that in 1945 there 
was still no national market in Brazil, only an archipelago of preca
riously linked regional economies. 4 Industrial investment was there
fore limited by restricted markets, even in the largest region, com
prised of the states of São Paulo, Guanabara, Rio de Janeiro and 
Minas Gerais. 

ln tbe fourth place, real per capita income stagnated during the 
thirties. Up to the end of the twenties, growth in real national output 
had been basically a result of growth of agricultura! production. 
Successful coffee-valorization schemes had led to favorable terms 
of trade and a considerable capacity to import, and real incarne had 
risen more rapidly than real product. 

However, these trends were reversed when coffee overproduction 
became apparent in 1929 and the Great Depression affected Brazil. 
Agricultura! output stagnated, and the growth of real output carne 
to depend on the expansion of industrial production. ln the thirties, 
therefore, the high growth rates observed in the overall national pro
duct were thanks to the industrial sector overcoming stagnation in 
agriculture. Nonetheless, due to the coffee crisis, a good part of the 
growth in real output was offset by continuai deterioration in tbe 
terms of trade, and throughout the thirties real income grew at a 
rate one-half that of real product. Thus, real per capita income re
mained at a near standstill from 1928-1929 to 1939-1940. This was 
the most serious rcsult of the govemment coffee policy. 

It was the continuation of the crisis in the coffee sector that de
h..yed until the forties the fui] recovery of the Brazilian economy 
from the effects of the Depression. The federal coffee-support pro
gram of thc thirties seems to have had a minimal influence on the 
levei of economic activity, sincc the destruction of excess stocks was 
financed through tnxation of the coffee sector itself. What did ini
tia te recovery from the Depression was the increase in the federal 
budget deficit in 1932. The causes of this budget deficit were redu-

3 See Methodological Appendix. 

4 See app. H, "Transport." 
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ced tax receipts, due to lower levels of economic activity, and un
foreseen e)..-penditures related to the drought in the Northeast and 
the revolt in São Paulo. 

ln the fifth and final place, regional concentration and the na
tional allocation of manpower worsened. Due to the factors of pro
duction and social overhead capital being more readily available in 
the states in which agricultwal production, especially coffee, was 
centered, there was a tendency for new industry to locate in these 
sarne states. São Paulo became the foremost industrial state, just as 
it bad been the most important agricultura} producer. One of tbe 
most important factors ín the replicatíon of regional inequalities was 
the manpower policy of tbe government. Foreign immigration was 
subsidized and clirected to the South. However, no corresponding 
attentíon was clirected to internai migration, which occurred sponta
neously, with migrants flowing to areas where tbe economy was 
booming and away from drought areas. This neglect of internai mi
gration by tbe government probably led to a mere transferral of 
subsistence workers and poor allocatíon of the country's most abun
dant factor of production: manpower. 
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A 

Methodological appendix 

A. 1 - Estimate of physical output

Table 47 

Estimate of Physical Outputª in Selected Years, 19<Jl, 1919 and 1939 

( 1 000 Contos de Réis at Current Prices) 

1907 % 1919 % 1939 % 

Agriculture 1 053 79.0 4 153 79.0 10 188 56.9 

Inclustry 279 21.0 1 105 21.0 7 735 43.1 

Totnl 1 332 100.0 5 25S 100.0 17 913 100.0 

a. Net ve.lue o{ output.

A.1.1 - Agriculture

The estimates cover crops, livestock, and extractive activities. For 
the year 1939, data from the Fundação Getúlio Vargas (FGV) were 
used. Thesc, in turn, were derived from the agricultura! census of 
1940. 

For 1919, the estimates for crop and extractive output are based 
on figures for 1920-1922, i. e., on agricultural exports and their share 
in total farm production in these years. The export data for 1919 
werc used to obtain 1919 total output, based on the assumption 
that in 1919 the export/ output ratio was about the sarne as that 
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observed in 1920-1922. Since the wholesale prices of agricultura} 
products changed only slightly between 1919 and 1920, the method 
seems quite reasonable. 

The output figure so obtained was reduced by 10%, or about half 
the margin allowed for on-farm consumption in 1939 ( as given in 
the 1940 ag1icultural census), since in 1919 agriculture was assumed 
to have been technologically much more backward. 

To this figure was added 510 thousand contos de réis referring 
to the value o1 livestock and livestock products in 1920. Note that 
this value was reduced twice: first by the l. 75% that real output 
was calculated to have risen between 1919 and 1920, and then by 
the 3.6% that prices were estimated to have increased in the sarne 
interval. These adfustments were based on the average annual 
increeses in the growth rate and prices of livestock proauction in 
the period 1920-1929. 

For 1907, primary data are available only on the output of agri
cultura} export products. Even these data are underestimated, mainly 
due to the Jack of information on sugar-cane production. From this 
estimate, 1()2; was deducted in order to account for on-farm con
sumption and thus obtain the value of net product. Eighty-seven 
thousand contos were then added for livestoclc production ( also net 
of the 10% margin for on-farm consumption). This was estimated by 
lowering the ratio livestock production/ total agricultura} production 
from the 15% observed in 1919 to 10% for 1907. This procedure is 
justified by the fact that meat refrigeration was introduced only 
shortly before World War I, and that meat imports were therefore 
still very high at the beginning of the century. 

A.1.2 - Industry

These estimates cover only the manufacturing sector. Mining, con
struction and public utilities were excluded because of the lack of 
data for 1907. 

Net value added for industry in 1919 was estimated by sector. 
using the 1920 industrial census ( which was reclassified according 
to the criteria of the 1960 census). For 1907, the values of industrial 
production presented in the industrial survey of 1907, also reclassified 
by sector in accordance with the 1960 census, were employed. Since 
the HP/worker ratio changed little between 1907 and 1919, the value 
added by each sector in 1907 was calculated by applying the 1919 
value added/value of production ratios to the 1907 values of pro
duction. Finally, for 1939, data from the 1940 industrial census, as 
presented by FGV, were used. 
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A. 2 - Estimates of real output and real
income 

There exists a conceptual difference between real output and real 
income. The latter reílects not only the evolution of domestic pro
duction, but also the evolution of the economy's intemational terms 
of trade. Therefore, the greater the dependence of the economy on 
foreign trade, the more relevant the measurement of real national ín
come. Until 1945, a heavy dependence on foreign trade was one of 
the major characteristics of the Brazilian economy. 

Measured in constant prices, real output may be higher or lower 
than real incarne. This is due to the difference between valuing export 
production at local prices when figuring real output, and at world pri
ces when figuring real incarne. Real incarne therefore indi
cates a greater ( or lesser) availability of goods and services ín re
lation to the base year. 

The purpose of this section is to summarize the methodology 
used in estimating real output and real incarne. lt should be noted 
that the foreign-trade índices ( especially the terms of trade and the 
capacity to import) were obtained ernploying basically the sarne 
rnethodology found in the FGV study "Estrutura do Comércio Ex
terior do Brasil, 1920-1964".1 An atternpt was made, however, to 
adjust the quantum índices for imports and exports to the method 
employecl in calculating the real-output índices. A Laspeyres índex 
with a rnoving base period was adopted, and the resulting price 
índices ( i . e ., implicit indices), also with a moving base period, are 
according to tbe Paasche criterion.2 Tbese índices ( annual percentage 
cbanges) wcrc "cbained", or successively linked from the base year 
on. The quantum and price indices for imports and exports thus ob
tained were used to calculate the otber foreign-trade indices: ( 1) a 
series of import and export values at constant prices; (2) an índex 
for the terms of trade ( index of price of exports/index of price of 
imports); ( 3) an índex of the capacity to import at constant prices 
( that is, exports at constant prices corrected by the terms-of-trade 
índex). lt is clear that this concept of the capacity to import is quite 
simple. ln fact, it represents merely the buying power of exports, 
which is of interest in national-incorne accounting for converting real 
output into real incarne. 

1 Fundação Cetúlio Vru:gns, Instituto Brasileiro de EconomJa, Centro de Contas 
Nacionais ( FGV /IBRE/CCN), "Estrutura do Comércio Exterior do Brasil, 
1920-1964," 2 vols. (Rio de Janeiro, 1969) (Mimeographed). 
2 This is the obvious result of díviding a value índex ( of imports or exports) 
by a Laspeyres q unntum índex ( of lmports or exports) . 
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A. 2. l - Estimate of real output, 1920-1945

The estirnate of the evolution of real output which was used to ob
tain real income is, in fact, an índex of the evolution of physical 
output, since it is restricted to agricultura] and industrial output. This 
procedure implies the nontested, but not unreasonable, hypothesis 
that the growth of the real output of the service sector has a unit 
incarne elasticity relative to the growth of the real output of the agri
cultura] and industrial sectors. Accepting this hypothesis seems less 
risky than attempting to construct an index for the evolution of the 
real output of the Brazilian tertiary sector prior to 1945. 3 The main 
limitation is, without a doubt, the inexistence of primary statistical 
information. 4 

In preparing the agricultura] and industrial series, an attempt 
was made to make them comparable, whenever possible, to the FGV 
post-World-War-11 series. Tbe estimates of real agricultura! product 
are based on a highly representative sample covering crops for ex
port and for the domestic market, extractive activities, and live
stock production. Tbe information for these estimates was provided 
by the Serviço de Estatística da Produção of the Ministério da 
Agricultura. Since annual quantum and average-price data were 
available, a quantity index ( Laspeyres) with a moving base period 
was devcloped. 

For tbe industrial sector, the data used represent 73.31 and 
61.3i of the value added of manufacturing and mining in 1919 and 
1939, respectively.G Tbere is no information, bowever, on the value 
of production ( and thus on average prices), by product, in intercen
sal years. For this reason, use was made of simple quantum índices 

• There are two partia! indices of the real output of the service sector in the 
period IQ20-1945: a commerce índex and a transport inde:11 (see FGV, .. Estru
tura do Comércio Exterior," vol. 2). The commerce índex is based on an
aggregation of the real-output índices for agriculture and industry and the
quantum inde:11 for imports. The transport index is of questionable representa
tivity. For these reasons, thesa índices were excluded from the present estimate 
of real product. 
4 The wealcness of thc Brazilian statistical system in the period was most 
pronounced for production data . There are practically no data for the service 
sector, and for agricultura! output there are substantial differences between
the two official sources: the data provided by the Serviço de Estatística da
Produção of the Ministério da Agricultura, and those presented in the economic 
censuses of the Instituto Brasileiro de Geografia e Estntistica.
B The concept of industrial value added used in the industrial censuses differs 
from lhe one used in the national accounts. The lntter could not be used at 
the product levei because of lhe impossibility of determining from the census 
information the value added by each product. 
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with a fixed base year. ln the base year, each product was weighted 
by its average share in total industrial value added in 1919 (indus
trial census of 1920) and 1939 ( industrial census of 1940). 

The index for total real product ( annual percentage changes 
in physical output) was obtained by summing the real-output indi
ces (annual percentage changes) for agriculture and industry. Weight
ing was according to the following criteria. For the period 1920-
1929, the 1919 weights were mainta.ined (see part 1 of this appendix). 
For the years 1930-1939, a moving weight was used in arder to take 
into account the changes in the structure of production observed 
from the thirties on. This weight was obtained through linear inter
polation of the weights for 1930 (sarne as 1919) and 1939.1 A mov
ing weight was also used for 1940-1945, this time derived via linear 
interpolation of the sectoral weights in the 1939 and 1949 censuses. 

The chain index for real product was obtained by interlinking 
the annual variations. This index should be corrected for changes 
in the international terms of trade.-r ln other words, at this point, 
it is necessary to pass from the concept of real output to that of real 
incarne. 

A. 2 . 2 - From real product to real income

The real-product índex, as constructed, doe& not indicate tbe effects 

of changes in the terms of trade. Fluctuations in previous years are 
reflected in tbe current period in the fonn of higher or lower imports, 
depending on whether the capacity to import increased or dimin
ished. It should be 111oted that the latter is a function of the terms 
of trade, and will influence the rate of growth of domestic production. 
What is most important, however, is the impa,ct of fluctuations in 
the terms of trade on real product in the current period. The metbod 
employed to adjust the real product may be summarized as follows :8 

. For a given year t:

Y1 - real product (GNP in con�tant prices) 

• It is aclcnowledgcd that 1939 was not a "normal" year for agricultural
production. Coffee prices were at their lowest since the beginning of the
crisis at the end of 1929. This lcd to underestimation of the relative weight 
of the agricultura] sector in total value added. However, ouaide the census 
years, value added cannot be estirnated with the sarne degree of confidence. 
7 Another type of correction should also be made, i. e. that referring to the 
part of the output which was destroyed ( coffee) frorn 1931 on.
B An estirnnte of the real incarne for the period 1939-1951 appears in Cornusão 
Mista Brasil-Estados Unidos para o Desenvolvimento, Relatório Geral (Rio de 
Janeiro, 1954), 2: aneros. 
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Xi - exports of goods and services ( constant prices)

T1 - índex of tenns of trade

Ri - real íncome ( adjusted real product)

Only that part of the real product which is exported shuuld be ad
justed for relative foreígn-trade prices. Thus, the change in real
product between the previous and tbe current period should be mul
tiplied by the share of exports in GNP. That is, 

X,which reduces to -- . The correction factor, i.e. the change in
Y,-1 

T, the índex for the tenns of trade, is given by -- and the properT,_, 
correction is given by tbe expressíon: 

or

-
1 [(x, . _!l_) - x,] 

Y,-1 T,_1 

The result, negative or positive, will indícate tbe difference ín the
changes ín real product and real íncome, a difference which is due
to changes in the terms of trade. 

Finally, the expression that will indicate the change in the index
for real incarne in the current period relative to the previous period
is: 

or

Y, • 1 [( T, ) ]R,=--+-- X, ·-- -X
1 

Y,_1 Y,_1 T,_ 1 

R, = -
y

1 [Y, +. (x, • 
T

T, ) - x,]
t-1 t-1 

These results, which represent yearly changes, can be linked to
produce a chained series for the evolution of real income. 
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Obviously, if a series at constant prices is used instead of annual 
changes in aggregate indices, tbe real income for each year is given 
by tbe simple accounting relationship 

R = Y - X+ Xm

where X.,. is the capacity to import ( i .  e. the purchasing power of 
exports) and all aggregates are measured at constant prices. The 
measure of real income obtained in this manner was the most impor
tant aggregate employed in this analysis of tbe growth of tbe Bra
zilian economy in the period 1920-1945. 
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B 

Demographic trends* 

B . 1 - Overall population growth 

While demographic growth and economic factors seem to be closely 
allied in certain pnrts of Brazil, it is difficult to identify cause
and-effect relationships for the country as a whole. 1 During the 
period 1872-1940, in some states the inflow ar outflow of migrants 
was mainly determined by economic variables. But in Brazil as a 
whole, the growth of the population, though rapid and continuous, 
had no clear connection to fluctuations in econorrúc activity. � 

During these years, there were two 30-year interva1s in which 
the national population almost doubled: 1872 to 1900, when it in
creased from 10 .1 to 18. 2 million, and 1890 to 1920, when it rase 
from 14.3 to 27.5 million. a 

In arder to explain regional differences, it is necessary to 
study both natural increase and internai migration. Since rates of 
natural increase seem to have differed only slightly from region 
to region, disparities in gross population growth rates must have 
been due to the movement of population groups toward peles of 
attraction. It should be noted, however, that the lack of suitable 
registries of births and deaths and the scattered infor.rm1tion 
published by IBGE preclude accurate estimation of regional rates 
of natural increase. 

• By Maria .José Santos. 
1 P. Dennc and W. A. Cole discuss this problem for 18th and early 19th 
century Englnnd in British Economic Growth, 1688-1959 ( Cambridge: Cam
bridge University Press, 1987), pp. 98-135. 
2 See J, J,. Camargo, Cruclmento da PopulaçtJo no Estado iu SIio Paulo 
(São Paulo: Universidade de São Paulo, 1952), 1:281-71. 
e The figures for 1900 and 1920 are 11djusted total!. 
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Census data for the years 1872, 1890, 1900, 1920, and 194Ô are 
presented in table 48. � In ali years, the population was distributed 
very unevenly among rcgions. ln 1872, the Center-West had the 
lowest share of total population at 2.2i, while the Northeast had 
the highest share at 46.6%. In 1940, these two regions were still 
the smallest and largest in terms of population, but the corresponding 
percentages wcre 3.0$ and 35.0i. Thus, in 1940 more than a third 
of the national population still lived in the economically depressed, 
densely populated, predominantly rural Northeast. The greatest 
change took place in the state of São Paulo, whose share climbed 
from 8.2i in 1872 to 17.4$ in 1940. Hence, by 1940 the state of 
São Paulo alone accounted for more than one-sixth of the population 
of Brazil. The East and South also experienced significant fluctua
tions, with the percentage share of the East decreasing relative to 
the rest of the country, and that of the South increasing. 

These changes in regional shares were mainly due to migration 
within Brazil and imrnigration frorn abroad. ln certain cases, there 
were clear links between econornic and dernographic variables. For 
instance, as São Paulo achieved econornic ascendancy, migrants were 
attracted. On the other hand, the decline of the economies of the 
North and Center-West and the periodic droughts of the Northeast 
fostered out-migration from these regions. Foreign immigration 
contributed to population growth principally in the South and in 
the state of São Paulo, especially up to 1920. 

lt is necessary to take into account, however, the limitations 
placed on rnigration studies by the defects in the census data 
available With the exception of the 1940 census, ali the censuses 

-t Though based on the general ccasuses (recenseamentos gerais), these totais 
also include the following infonnation provided hy the Instituto Brasileiro de 
Geografia e Estat'5tica ( IBGE) in other publications. ( 1) ln 1872, the popula
tlon of the parishes (par6quias) that were nat surveyed was estimated to havc 
been 181. fl thousond persons. ( 2) For 1900, the figures rccorded for the Distrito 
Federal were talcen not from the geaeral census, but frorn a special census 
conducted in 1906. The total entered for the Distrito was 811 .4 thousand 
inhabitants (according to some sources, tbe invalidated total from 1900 was 
891.5 thousand). (3) ln 1940, 16.6 thous:md persons who were counted in 
the annual totais were omitted from the tables on population charocteristics. 

• 0f thl!Se 7. 4 thousand were surveyed in the stote of Amazonas and 9 .2 thousnnd 
in the st�te of Siio Paulo. 

, . •, ·:• :• � AÍi_ the tables in thls appcndix use these totais as a base. See IBGE, 
. } ,, :, 1 •• ,.,._ A,, Popul�ç°lo do Brasil: Dados Censit4rloa, 1872-1950 (Rio de Janeiro, 1958) .
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for the period under study contain flaws. t Classifications change, 
data obtained in areas more easily surveyed are generalized for 
other areas, details on population characteristics are scanty in the 
earl

}'. censuses, and totais are inaccurate. These flaws pose formidable 
problems for a study of population growth. 

ln a study on population growth in Brazil from 1872 to 1940, 6 

Mortara attempts to identify the errors in past censuses and correct 
the data insofar as possible in arder to obtain a more realistic 
picture of past populations. His most important conclusions are the 
following: 

(a) The 1872 and 1940 censuses are reliable.

( b) While the 1890 census is not flawless, it does present a
reasonable approximation of the population surveyed. 

(e) Serious errors in the censuses of 1900 and 1920 are indi
cated by birth and death rates. 

(d) The census of 1900 errors in undercounting, while that
of 1920 errors in greatly overcounting the population. 

(e) Assuming that the 1890 and 1940 totals are correct and
that the population increased steadily between the censuses, the 

5 Descriptions of the census of 1872 do not specify any omissions. However, 
calculations made to detcnnine rates of survival for different age brackets indi
cate that the data on age distribution contain serious errors. 

ln the census of 1890, the total of 351. 3 thousand foreign residents appears 
untrustworthy, since 383. 3 thousand were counted in 1872, and it scarcely seems 
likely that their number would have declined, especially as these were years 
of intense immigration. From 1884 to 1890, 449. 9 thousand foreigners immi
grated to Brazil. If the net rate of in-migration was 800:, and if the mortality 
estimates for immigrants are accurate, the total for 1890 should be much higher 
than the census figure. 

Many sources point to flaws in the census of 1900. As mentioned in fn. 1 
above, the data for the Distrito Federal were rejected. The most glaring 
errors are probably those in the data on age distribution. Calculations made 
by Mortara indicate that these data were obtained by interpolation from 
incomplete retums. See "O Aumento da População do Brnsil entre 1872 e 
1940," in Contribuições para o Estudo da Demografia do Brasil, Estudos de 
Estatística Teórica e Aplicada (Rio de Janeiro: IBGE, 1961), pp . 9-21. 

The census of 1920 appears to contain some overcounts, as Mortara explains 
. in "Um Enigma Itesolvido : A População do Brasil," in Pesquisas sobre Popula

ções Americanas, Estudos Brasileiros de Demografia, monograph 3 ( Rio de 
Janeiro: Fundação Getúlio Vargas - FGV, 1947), 1:71-78. 

' a Mortara, "O Aumento da População do Brasil." 
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àveragc growth rate Íor the periocl was 2.2i. Calculations using 
this growth rate yield the following adjusted totais: 

Table 49 

Brazil: Total Population, Adjusted Censu.s Data, 1890-1940 

Ycar 
Total Intercensnl Avernge Annunl 

1890 
1900 
1920 
1940 

Population 

14 333 915 
18 200 000 
27 500 000 
41 252 944 

Incresse Incre11.:1e 

3 866 085 386 609 
9 300 000 472 881 

13 752 944 687 647 

Source: G. Mortara, "0 Aumento dn Populnção do Brasil entre 1872 e 1940," 
iu ConLribuiçlJes para o Estudo da Demografia do BrClllil, Estudos de Esta
tlstica Teórica e Aplicada (Rio de Jo.neiru: IBGE, 1061), pp. 9-21. • 

Additional calculations based on the 1872 total of 10.1 million 
inhabitants indicate that the population increased by approximately 
235 thousand persons per year from 1872 to 1890. 

Since Mortara's adjusted data are preferable to the figures in 
the censuses and the statistical yearbooks, it is unfortunate that 
Jack of reliable material and changes due to ertensive interna} 
migration preclude similar adjustments for regional populations. 
Nonetheless, if the regional totais from the 1890 and 1940 censuses 
are accepted as essentially correct, calculations resembling those 
performed for table 49 can be made. These produce the follO'\ving 
estimates: 

Table 50 

Population Growth Rates by Region, 1890-1940 
( 1890 Population = 100) 

Rcgion 

North 
Northenst 
Enst 
Süo P:\ulo 
South 
Cen tor-W os t 

Intercensal Chnnge 

208.6 
140.5 
136.6 
419.2 
300.9 
292.6 

Average Annual 
GrO\vth Rate 
(Compound) 

2.28 
1.77 
1.74 
3.35 
2.82 
2.77 

Sourco: IBGE, Aniutrio Estatf.slico tk Brasil, 1041-1945, p. 24. 
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The marked disparities in regional growth rates were clearly 
due to extensive internai migration and foreign immigration. These 
movements had cumulative effects as migrants settled in destination 
regions and raised new families. 

In table 50, São Paulo stands out, with its high population 
growth rate paralleling its agricultura! and industrial development. 
The Northeast, despite being one of the most densely populated 
regions, was characterized by a relatively low rate of increase 
aod as a source of manpower for other regions - namely, Amazônia 
( North), São Paulo, and, in the last 20 years of the period, the 
South. The East presented the lowest rate of increase. Even so, 
it was an important destination region and a center of intense 
intraregional migration. The major areas of in-migration were the 
Distrito Federal and, to a lesser extent, Espírito Santo; the principal 
areas of out-migration were Minas Gerais and the state of Rio de 
Janeiro. It is likely that some of the out-migrants moved to São 
Paulo. 

B . 2 - Age composition 

Age composition fumishes a meaos of deriving estimates of birth 
and death rates, and sheds light on other population characteristics 
such as distribution by occupation and education. 

In the period under study, children and young persons accounted 
for a high proportion of the population throughout Brazil. This 
is readily noticeable in table 51, 7 which also reveals consistently 
high birth rates, high overall and infant mortality rates, and short 
average life expectancies. For example, compare the figures for 
the 20-39 age group to those for the 40-59 group, and note the 
sharp decline thereafter: 

(i) 

Age Group 1872 1890 1920 1940 

Less than 20 Years 46.2 51.4 57.7 53.3 
20 - 39 Years 32.3 30.2 26.7 29.3 
40 - 59 Years 15.0 13.7 11.6 13.3 
60 Y ears a.nd Over 6.5 4.7 4.8 4.1 

In all census years, there were more than twice as many in the 
0-20 interval as in the '40-59 interval. ln tum, there were roughly

T Data from the 1900 census were excluded from this and subsequent tables 
on age composition for the reuons discuued in fn. 5 above. 
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Table 51 

Age Compositian, 1872-1940 
(Total Population = 100) 

(�) 

Age Group 1872 1890 1920 1940 

LeSl'I than 1 Y ear 3.5 2.6 2. 7 3.3 

1 Year 1.5 2.8 2.5 2.g

2- 4 Years 5.4 !1.5 9.7 9.4

5 - 9 Years 13.9 14.4 14.9 14.0

10 - 14 Years 10.4 11.9 12.8 12.9

15 - 19 Yeal'l!I 10.4 9.8 13.8 10.8

20 - 29 Yen.rs 20.9 17.7 15.1 17.4

30 - 39 Years 11.4 12.6 11.6 11.9

40 - 49 Yenrs 8.3 8.6 7.8 8.3

50 - 59 Yenrs 5.7 5.1 4.7 5.0

60 - 69 Years 3.5 :i.o 2.6 2.6

70 - 79 Yoars 1.8 1.1 1.0 1.0 

80 Years n.nd Over 1. 6 .6 .4 .4 

Not Reported 1.9 .4 .2 . 1 

Source: IBGE, Recenseamentos Gerais do Braail, n.s surnmarized in A Po-pu/�(l.o 
do Braai/: Dados Cen,ildrios, 1871!-1950 (Rio de Janeiro: Conselho Na
cionnl de EstaUstica, 1958).

three times as many in the latter as in the 60-and-over interval. 
These figures clearly indicate the low life expectancy of Brazilians 
during the period 1890-1940. Estimates for the years 1920-1940 
place mean life expectancy at around 36 or 37 years, and estimates 
for the years 1900-1920 are even lower. 8 

Infants ( i.e. 0-9 years of age) accounted for the following 
percentages of total population at the various cerums dates: 

1872 1890 1920 1940 

O - 9 Years 24.2 29. 2 30.0 29.8 

a G. Mortara, "Anlllise Comparativa dos Resultados dos Censos Brasileiros 

de 1900, 1920 e 1940, e Determinação da Mortalidnde no! Períodos Intercen9i
ta\rios," in Puquua.s .sobre Populaçõu AmerlcanM, 1: 101-114.
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Above ali, these data reflect a decline in the death rate which 
benefited the young to a much greater extent than the old ( see 
table 7, which shows a 20% drop in the death rate between 1890 
and 1940). 

Infant mortality was still high in 1940, though regional dif
ferences were pronounced. The lowest mortality rate in the period 
1939-1941 was in the município of São Paulo, and the lúghest in 
the município of Recife. Infant mortality rates for a few large cities 
are presented in table 52. 

Table 52 

lnfant Mortality Rates in Selected Cities, 1939-1941 
( Deaths of Infants Less than One Year of Age per 1000 Live Births) 

City Region l\fortali ty 
Rl\te 

Belém North 159.5 
Fort.aleza Northeast 236.2 
Snlvador Northeast 206.3 
Recife Norlhenst 272.3 
Distrito Fe deral Ea.st 159.3 
Belo Horizonte East 161.0 
São Paulo São Paulo 137.8 
Porto Alegre South 180.2 

Sourccs: G. Mortara, "Ligeiras Considerações sobre a Mortl\lidade Infantil no 
Brasil" and "Cálculos Complementares sobre a Mortnlidade Infantil 
no Brasil," in Conlrilmic"es para o Eatudo da Demoorafia do BrQ./lil, 
Estudos de Estatfstica Teórica e Aplicada (Rio de Janeiro: IBGE, 
l!l61), pp. 113-16 and p. 117. 

Unfortunately, data are not available for cities in the Center
West and for rural areas. However, infant mortality rates were 
probably even higher in rural than in urban areas. With respect to 
the country as a whole, Mortara has suggested that the average 
rate of infant mortality was 218 per thousand in 1940-1950. n Despite 
these rates, the percentage of infants in the total population remained 

s C. Mortara, "Ligeiras Considerações sobre a Mortalidade Infantil no Brasil" 
and "Cãlculos Compleme ntares sobre a Mortalidade Infantil no Brasil," in 
Contribuições para o Estudo da Demografia do Brasil, pp. 113-16 and p. 117; 
idem, "Conjeturas sobre os Níveis da Natalidade e da Mortalidade no Brasil 
no Perlodo 1870-1920," Revista Brasileira de Estatística l ( April-June 1940): 
229-42.
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high due to the birth rate ( 4.35i from 1920 to 1940) ha ving sur
passed the overall mortality rate ( 2.48% from 1920 to 1940). 

The age distribution of the population was scarcely affected 
by immigration, which had a minor influence on birth rates. While 
immigration did lower general mortality rates, 10 the figures do 
not show a substantial increase in the percentage of adults in the 
regions that received most of the foreigners ( the South and São 
Paulo). There was a notcworthy difference between the populations 
of working age in São Paulo and the Northeast ( 55.4i and 52.4% 
respectively), but this was affected by internai migration as well 
as by immigration. 

To determine the influence of internal migration on age com
position, ít would be necessary to make a thorough study of the 
clifferences between the urban and rural populations. Generally 
speaking, there were higher percentages of adults in urban than in 
rural areas. This is partly explained by the fact that birth and 
mortality rates were higher in rural areas, 11 where medical and 
health facilities were less accessible. While in some countries today 
urban mortality rates exceed rural mortality rates, 12 this was not 
the case in Brazil in the period under study. 

However, data for regions as a whole elo not provide quanti
tative evidence on this point, since studies of internal migration 
have not succeeded in distinguishing urban and rural movements. 
Up to 1940, there were no regions that could be considered truly 
urban or rural. Tbis explains why table 53 shows no wide variations. 
Just as the population structure was similar in different regions, 
so were birth rates. Birth control was practically nonexistent at 
the time, and most women bore children at an early age. 13 

In economic terms, a high dependency ratio characterized the 
Brazilian population. In 1940, 46.íN of the total population could 
be classified as dependent (0-14 years, 60 years and over), while 
only 53.4i ( 15-59 years) could be classified as economically active. 
However, most of this dependent population was young and 
therefore potentially employable, and those 60 years of age or 
over accounted for only 4.1% of the total population. On the other 

10 C. Mortnrn, .. Contribuição para o Estudo da Influêncin da Imigração sobre 
a Taxn de Mortalidade," in Pesquisas sobre Populações Americanas, 1:51-68. 
11 E. Alves, "A Composição por Idades dn População do Brasil e de Suas 
Diferentes Partes," Rems!a Brasileira de Estatística 15 (July-Seplember 1954): 
155-64 .
12 G. Stolnitz, "The Changing Profile of Our Urban Human Resources," 
in lssues in Urban Economlcs, ed. H .  S. Perloff and L. Wingo, Jr. ( Baltimore: 
Johns Hopkins Press, 1968), pp. 187-227. 
Ili Mortara, "Conjeturas sobre os Níveis de Natalidade e da Mortalidade." 
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hand, the large numbers of young people comprised an element of 
the population that consumed without producing. Moreover, educa
tional expenditures on the schoo]-age population ( those 5-14 years 
old, ar 26.9i of total population in 1940) were an additional drain 
on national resources. 

Statistics on active and dependent population based on age 
alone represe:it a crude approximation to reality. As is shown below, 
many persons less than 14 ar over 60 were economically active, 
despite the fact that by 1940 there were labor laws restricting the 
employment of such individuais. 

Table 54 

Dependent and Active Population, 1890 and 1940 
(Total Population = 100) 

.(!$) 

1890 1940 
Region 

0 - 14 15-59 60 + 0-14 15 - 59 60 + 

North 40.6 54.6 3.8 42.4 54.2 3.4 

Northee.st 43.6 51.7 4.7 43.3 52.4 4.3 

East 43.2 52.0 4.8 42.1 54.0 3.9 

São Po.ulo 40.6 54.5 4.8 40.5 55.4 4.1 

South 44.8 50.8 4.4 43.8 52.2 4.0 

Conter-W est 40.3 55.4 4.3 44.0 52.!l 3.1 

Brazil 41.3 54.0 4.7 42.6 53.9 4.0 

Sourccs: Do.ta for calculo.tions from IBGE, Anuário Estatfstico do Brasil, 1939-
1940, "Apêndice Retrospectivo" (for 1890), and 1941-1945 (for 1940). 

Note: Pcrsons whose o.ge wns not reported were excluded from thccalculo.tions. 
While there were many such persons in some rcgions, they o.ccounted 
for only .41 % of total populntion in 1890 nnd . 12% in 1940. 

B. 3 - Immigration

Immigration frorn abroad greatly affected the population mix in 
Brazil, but by increasing the economica1ly active population more 
than by raising the overall population growth rate. Despite the 
long period of steady rnigration to Brazil, the foreign contribution 
to population increase was relatively small, cornpared to the impact 
it had in other Latin Arnerican countries and compared to the 
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Table 55 

Braz.il: Total and Foreign-Bom Population, 1872-1940 

Total Population Foreign-Born 

(1 000) Population % 

Ycar (1 000)• 

Census Adjusted Ccnsus Adjusted (C/B) (D/B) 
(A) (B) (C) (D)

1872 10 112 10 112 383 383b 3.79 3.79 
1890 14 334 14 334 351 714 2.45 7.14 
1900 17 438 18 200 1 279• 1 296 7.03 7 .12 
1920 30 636 27 500 1 590 l 651 5.78 6.00 
1940 41 253 41 253 1 414 l 700 3.43 4.36 

Soure•• and mothodolo1y by column: (A) IBGE, Ru,n.,11,,..nla Geral, 1872, 1800, 1000, 1020, 
and IIMO. (B) Morl.ara, "O Aument.o da População do B..,..il." (C) IBGE, Bra.il: Strau B1-
ta1lllic,w Rtlro1puli..,. (Rio de Janriro, 1070), p. 23. (Dl pf olonda for tbc foroigu popul11lion 
in ycar i: 1, for nct foreian immi1rnlion in yenr t; AI, for tbc mortaliLy nf lhe forc:i1n populntion 
io ycar t; m for the mortality rate o( íoreign popula.tion: and Ni for tho no.tura.liaationa in year 
1. Tbw, P1 - Pf- J + r, - M, (ll. AI, - '". l'f-, (2), 11nd ,ub1tilutin� (2) in (1) yioldo 
PJ - (1 - m) P1- J + li - N, (3). U1in1 thc 1872 cem1u11 fia:urc na n bBJ1Í.II, thi111 CCluntion pro
videa flltim.atea o[ t.hn forcian-born population. .Thc 110urcca and methoda uaed to obtnin tbo 1cric11 
to wbicb •quotion (3) "'"" appliod 11ra 1111 follow1: 

(1) N11 Jmmi,imlion (11): (a) Data on lon,Ílln immivation, 1824-18&1: Dirctori11 Geral d• 
Eatatl■ti�, Boldim Comnnoraliro tia Ezpo•ictfo Naáonal tl� l!JOS (Rio de Janeiro: Tir,oçraíia da 
F.1.all■tica, 1008), pp. 82-315: ISIU--1910: IBGE, Anudrio Eata.11,túo do B,aail, 1056, pp. 480-81. 
(bJ Eatimateo oi not rale■ of immisration: 1822-1800, 70%: 1900-1910, 40.2%; 1011-1020, 68.0%: 
1021-1030, 70.2%: 1031-1940, 50.8%. Tb- percent.aK .. 1.ako emi,imtion inlo ftccount in S&o 
Paulo onlY, and aaume a 100% rate oi retenlion in the t(!3t of Bra■il (Soureea: Departamento 
F.o\adual de Eat.all■tica, A11udrio Blllall8'i<o do Eatada d, S�o Paula, 1000, 1015, 1018, 1020, 1940, 
and UM2i A. C. Silva, "FonDAc:lo do Povo Po.uli•ta.no o o Seu Dcaenvolvimcnto Demoar4íico."' 
Boltlim do Dtparlam,nto E1!1Jdwd de E,tatlalita da s,10 Paulo, Soplomber-Oct�bor lil·IO, pp. 33-10; 
S.rvic:o d• lmlaraç!lo • Coloniuçlo de São Paulo, Bal,ti"m, Oclobor lOlO). Mortarn DMdmC8 Ih• 
followiDI rat .. of rotention: 1872-1000, 80%: 1000-1020, 65%: 1020-1040, 75% (p. 367). How
ever, theee e:atimata lead to untenable rmulta. For esamplo, in 1003-1010 1 tbe rale of reten
lion in 8Ao Paulo w .. only about 4. 5%. Sinco tbio 1talo obeorbed 53.2% of ali tb• immiar11ni. 
in the 11eriod

1 the reat of the country wou1d hnve to hn.vo cxperienced a 134% rate oi rctention in 
arder for Mort.ara•• G6% ovenll •timat.e to bold. Mortara juetirica bia catimate• on the •rounda 
lha&. be wanted to err on the hi,1h aide "'ao &11 not t.o uodoreetimatll lha ccntribution mnde by im
miantion lo populalion sn,wth ÍJI Br11zil" (p. 307, fn.). 

(2) Jlorlllllil11 Rat, (m): Up lo 1800, 20/1 000: 1801-1000, 18.4/1000: 1001-1020, 17.5/1000: 
1021-1940, 18.4/1 0()0. Tbo fir;uro for th• p•riod up to 1800 i■ from Lhe Comiao.lo C•nlrol de Ea
tatlaticla 1 Relaldrio A:prumtado a.o Prt1idnd• da Prorrlnda dt Sao Paulo (Sffo Pnulo: Tipogrnfin Kin,1. 
1888), p. 240. Tbo l'lllel for lolor p•riod• were .. timoted on lho bypothc1i1 lhftt m declined from 
the pre-1800 fipre in tbo 11ame proportion u t.hc ovorall mortnlity rntea given by Mortnra., p. 374. 

(3) Naturnl.lit1'io�• (N,): IDGE, A11udrio Elllatf11ito do Bra.,il, 1039-1040, "Ap�ndice Eo
tatf■tico," p. 1310. 

Then!II q little qumtion that table �5 o'l'crr.atimatee the aetual lorei1n-born populntion 1 einca 
it eontaina fir;u,_ lhat ara ■lid,lly bid,er tban two otbero tbllt ore roco1nl■ed to be inllatoo - i.e., 
lhe IIIOO ••n■u1 fl111re. wbiob includ .. lho population in lho Di■lrilo Fedoral in 1006, nnd th• 
1020 ae.naut fisure, wbicb Mortara coDJ1idcn an aTer•tin1ato. 

• Includ• natunl.ised Bruili■n1 and ptta0n1 of u.nknown nationalit>·· 
b Pon:ii,1n .. horn population u ,1iven in tha cenaue. 
• Tbo dai.a on tb• for•i111-born populotion in tho former Di■trito Fodornl (Tbe otnto oi Guanobual 

.,,. from tb• con■u■ tok•n ln tbo Di■trilo on 20 Soplombcr 1006 in n,co1nilion oi lho unreliabi
lity oi lhe lisura frnm 1000. 
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rapid growth of the native-bom popuJation. One reason for this 
was that, despite policies designed to promote immigratioo, periodic 
restrictioos checked population inflow. 14 

Since available estimates of foreign-born population were 
unsatisfactory, new figures were prepared using the methodology 
outlined in the notes to table 55. These figures reveal that the 
percentage of foreign-born population in the overall population 
reached a maximum in 1890-1900 and fell thereafter, though the 
number of foreigners in Brazil continued to increase ( see table 55) . 

Immigration and internai migration are the demographic 
variables most d.irectly linked to economic development. Most of the 
immigrants, of whom the majority were adults clrawn to agricultural 
areas, settled in the Eastern and Southem regions and in São Paulo. 
This is clearly demonstrated in table 56. 

Table 56 

Foreign-Bom Population by Region, 1872-1940 
(National Total = 100) 

Region 1872 lllOO 1!120 

North 2.2 .O 2.7 

Nortbenst· 13.3 5.2 2.1 

East 60.6 34.6 25.3 

Silo Paulo 7.6 41.4 52.4 

South 15.8 17.1 15.7 

Cen ter-\V est .5 1.1 1.8 

(%) 

1940 

1.4 

1.4 

23.1 

57.8 

14.5 

1.8 

Sourccs: IBGE, Anuário Estalf.�lico do Bra,sil, 1!108-1912, 1939-1940, and 1941-
1945. Tbe datn in tbo Anuários are by Htnto and have becn sggregated 
to regional total:1. UnfOl'tunately, it wns impossible to adjust the data 
at the state and regional leveis RS done at the nalional levei in table 55. 

14 A. H. Neiva, "Getulio Vnrgas e o Problema da Imigração e Colonizaçllo, .. 
paper presented to thc Instituto Nacional de Ciência Política, Rio de Janeiro, 
1942. 
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The high concentration of foreigners in the East, as indicated 
by the census figures for 1872, was due not only to the existence 
of rural colonies in the states of Rio de Janeiro and Espírito 
Santo, but also to the pull of the city of Rio de Janeiro. In 1872, 
30.7i of the population of the Distrito Federal ( then called the 
município neutro) was foreign. As the years passed, São Paulo 
replaced the East as the region with the highest percentage of 
foreigners, partly owing to the inducement of state subsidies. 

Table 57 

São Paulo: Subsidized lmmigration, 1888-1915 

Period 

1888-1890 

1891-1900 

1901-1910 

1911-1015 

Total Number of
Immigrants 

158 240 

719 595 

420 447 

356 045 

% of Immigranls 
Subsidized 

63.4 

70.9 

40.1 

36.0 

Sources: Data provided by the Depo.rtamento Est..aduo.l de Esto.tlstico. de Súo 

Paulo and tbe Serviço de Imigração e Colnnizo.çilo de Siio Paulo. 

The South was another region that received large contingents 
of immigrants. They were attracted by the more temperate climate, 
and by the predominance of small holdings. Wherever Iand was 
distributed in small plots, immigrants tended to remain. Exarnples of 
this are the German settlements in Santa Catarina and the prosperous 
German and Swiss colonies in the state of Rio de Janeiro. Up 
to around 1886, the majority of immigrants were Europeans who 
moved to Brazil without government assistence, and they refused to 
work alongside slaves on the estates and in the sugar mills of the 
Northeast. Moreover, the planters of the Northeast did not tolerate 
tbe establishrnent of small, independent fanners in their domain, 
so the region was, on the whole, unattractive to foreigners. 

212 



Covernment-financed colonization efforts had po1itical goa1s 
and favored different areas as the political climate changed. ln 
the South, the federal government sponsored immigrant colonies 
with the aim of populating the nation's frontiers. Toe first such 
colonies were established in the 1820s. Until the 1850s, the Germans 
who settled in Rio Grande do Sul made up the bulk of the colonists. 
ln the East, Swiss colonies were set up in the state of Rio de 
Janeiro. On the other hand, the government took little interest in 
settling Santa . Catarina, and official colonies failed despitc the 
success of private companies. 

Subsidies carne not only from the federal government, but from 
provincial governments and private immigration companies as well. 
Toe irutiative of local governments was especially important when 
the national government suspended subsidies, which first happened 
as early as 1830. 111 Prospective farmer-colonists were offered a 
series of benefits, among which figured free plots of around 77 
hectares ( 160 thousand square braças) and ei:emption from taxes for 
10 years . However, these promises were often broken. Settlers' 
disappointment with conditions in Brazil led to a few temporary 
prohibitions by European govemments on migration to Brazil. 11 

Among the southem states, Paraná attracted relatively few 
immigrants at first, due to its more difficult environment. However, 
once the government established colonies along railroads ( which 
were built after 1900), many Slavic immigrants, as well as Brazilian 
migrants, were drawn to Paraná. Towards the end of the 1920s, 
the Paraná Plantation Company ( today the Companhia de Terras do 
Norte do Paraná) purchased some 13 thousand square lcilometers of 
state forest in Paraná and eventually resold 50i of this land to 
settlers. 17 

From 1870 on, numerous ltalians emigrated to Brazil and 
founded successful colonies in the South and in Espírito Santo. Thus 
began the major population inflow, as immigrants from northem 
ltaly sought work in southem Brazil. Soon after, central and 
southern Italians were favored by the São Paulo coffee growers. 

111 L. Wnibel, "Princlpios da Colonização Européia no Sul do BrasiJ," RIJOVta 
Brasileira de Geografia 11 ( April-June 1949): Ie8. 
11 L. CAmara, "Estrangeiros em Santa Catarina," Revista Bnuilelra els Geo

grafia 10 (April-June Jg48): 211-53. 

17 Waibel, pp. 176-77. 
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'rable 58 

Brazil: Italian Immigration, 1886-1940 
(Total Immigration = 100) 

Period 

1886-1900 

1901-1920 

1921-1940 

Total: 1886-1940 

% 

69.9 

23.8 

10.6 

33.5 

Source: IBGE, Anuário Eatalúilico do Braail, 1966, "Apêndice Retrospectivo." 

When imrnigrants rnoved onto coffee plantations, they exhibited 
a marked preference for new areas in the uplands of São Paulo; 
there they could grow cereals and hope to acquire sorne land of 
their own. As noted above, foreign rnanpower was obtained for work 
on coffee plantations only through subsidies to irnmigrants who 
were employed as wage workers ( the so-called regime de colonato). 
Private colonization schemes had been tried in São Paulo prior to 
the abolition of slavery, but they had failed due to the political 
rnachinations of the big landowners, who feared their slaves would 
�e attracted to such projects. 18 

lt may be noted in passing that the changeover from slave to 
wage labor - and abolition itself - was necessitated by sweeping 
changes which had taken place in labor and economic relations 
prior to 1889. 10 Toe relationship between the emancipation of the 
slaves and the intensification of immigration to Brazíl should be 
understood as reflecting the national and international events of 
the time. 

18 See D. Menezes, "A Imigração e n Tramsformaçlio do Regime de Trabalho 
no Brasil," in Aspectos da Formação e Evolução do Brasil ( Rio de Janeiro: 
Jornal do Comércio, 1Q53) . 
19 "Depreciation in the exchnnge rate, new forms of business organization, the 
credit provided to large landowners, the crealion of the Caixa de Compensação, 
loans at 41 from the national govemment, and lhe contract witb the Banco 
Nacional do Brasil to redeem some of lhe paper money in circulation within 
sill: years were al l events which served to change the economic situation in 
Brazil and make wage labor seem more narural." Menezes, p. 121. 
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The labor system adopted on the plantatiom; made use of large 
numbers of workers, both foreign and national, from underprivi
leged environments. Evidence of this is the fact that the majority 
who went to São Paulo around the tum of the century were southern 
Italians, secondcd by Spaniards and Portuguesc; immigrants from 
richer countries chose to settle in other states. ln other words, 
only these Europeans, and later Japanese, who were used to similar 
living conditions were drawn to the fazendas. Germans and Swiss, 
finding it difficult to adapt to the faze�. did not go in great 
numbers. On the other band, of ali the Italians who migrated to 
Brazil from 1888 to 1920, 73.5% went to São Paulo. For Spaniards, 
the corresponding percentage was 70.6$, and for Portuguese 34.97í 
( this low figure may be attributed to the greater ability of the 
Portuguese to establish themselves anywhere in Brazil since they 
�poke the Janguage and probably had relatives in the country ). For 
ali other nationalities, the percentage was 58.�. 

Table 59 

São Paulo: lmmigration by Nationality, 1888-1920 

Total Number Nationo.lity as % of Total 
Pcriod of Immigro.nts 

Italian Portuguese Spanish Other 

1ss8-1sgo 157 781 76.5 10.5 5.8 7.2 

1891-1900 733 335 06.3 9.9 12.8 11.0 

1901-1920 857 149 32.1 22.3 27.7 17.9 

Sources: Data provided by the Departruncnto Estadual de Estatlstica de São 
Paulo and the Serviço de Imigração e Colonização de São Pa,ilo. 

The colono's contract guaranteed him work for one year and 
ce1tain other benefits. 20 Unfortunately, conditions on the coffee 
plantations were so bad that the Italian govemment, after sending 

20 O. Valverde, "A Velha Imigração Italiana e Sua Influência na Agricultura 
e na Economia do Brasil," Boletim Geográfico 19, n.0 160 (January-Febnuuy 
1961): 145-67. 
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ofl:icials to Brazil to investigate, prohibitecl subsicÍized emigrat1on 
in 1902. 21 

This prohibition cut the flow of ltalians to Brazil dramati
cally. From 1891 to 1900, an average of 48.6 thousand Italians 
emigrated to São Paulo per year. 1n 1901, 56.3 thousand ltalians 
carne. For subsequent years the figures are as follows: 1902, 28.9 
thousand, 1903, 9.4 thousand, and 1904, 9.5 thousand. 

Italian immigration continued at a low levei until 1920, with 
the annual average for the period 1911-1920 being only 9 .  8 thousand. 

Similarly, the poor treatment received by German colonists in 
São Paulo led Prussia to prohibit recruitment of Germans for emi
gration to Brazil in 1859. This prohibition was not rescinded until 
1896, and even then recruitment was permitted only for the three 
states in the Brazilian South. 22

While the restrictions imposed by European states diminisbed 
the flow of colonisbi from Europe, fluctuations in the prosperity of 
coffee growing also exerted a powerful influence on immigration. 
Manpower shortages in the coffee sector became acute after 1888, 
and this affected the type and the nationality of immigrants, as well 
as diverting the main stream away from the coastal cities and the 
South and East to São Paulo. 

Table 60 

Brazil and São Paul.o: Total lmmigration, 1884-1920 

Period 

1884-lSSi 

1888-1890 

1891-1900 

1901-1920 

Brazil 

145 880 

304 054 

1 129 315 

1 409 095 

São Paulo 
São Paulo na 
% oí Total 

53 023 30.3 

157 781 51.9 

733 335 64.9 

857 149 58.3 

Sourccs: Data. obtained from IBGE and tbe Departamento Estadual de Estn
t.latica da São Paulo. 

1n 1888, immigration shot up, with more than 132 thousand per
sons arriving in Brazil. This figure may be compared to the total 
of 122. 3 thousand for the • preceding three-year period ( 1885-1887). 

21 Ibld.; Camargo, 1:117. 

22 Waibel, p. 170. 
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The level remained high throughout the 1890s. At the beginning of 
the decade, the optimism generated during the Encilhamento in
fected foreigners. Immigration was facilitated by subsidies to new 
workers by both state and federal govemments. ln 1895, the state 
of São Paulo spent about 14. 5% of its budget on subsidized immi
gration, and the federal government contributed an even Iarger 
sum_iia 

However, by 1897 the state of the economy was so bad that the 
federal government was forced to virtually eliminate all expendi
tures on immigration. The effect was a sharp reduction in the flow 
of immigrants. From 1898 to 1900, only 106. 5 thousand immigrants 
arrived in Brazil, compared to more than 345 thousand in the period 
1895-1897. The state of São Paulo maintained its incentive program, 
but the Jack of federal funds was sorely felt. Moreover, the exchange 
rate was depreciating, and the impending coffee overproduction was 
foreseen. 

As the BraziJian economy failed to regain the vigor of the 
1890s, immigrants began to leave both the plantations and the 
country itself. Most of those who left Brazil either went to Argentina 
or returned to Italy. By 1903, the departing immigrants outnum
bered the new arrivals ( see table 61). 

Table 61 

São Paulo: Entry and Erit of Immigrants, 1903-1910 

Number of Immigrnnts Who 
Year Net Immigration 

Entcred Exitcd 

1903 16 553 36 410 -10 857 

1904 23 761 32 679 - 8 918

l!l05 45 839 34 819 +11 020 

l!JOG 56 214 41 349 +14 865 

HJ0i-1910 143 972 132 292 +11 680 

Sourccs: Data provided by the Departamento Estadual de Estatf.stica de São 
Paulo and tho Serviço de Imigração e Colonização de São Paulo. 

1!3 Cnmnrgo. 

217 



By 1901 the prosperity of the early years of the Republic had 
yielded to an atmosphere of crisis. Too much coffee was being pro
duced; credit was tight. The flood of immigrants had contributed 
directly to the problems of the coffee sector. ln expectation of 
manpower shortages following abolition, the coffee growers had en
couraged what, in retrospect, was probably excessive immigration 
to the plantations of São Paulo. The slave work force of São Paulo, 
which numbered about 107 thousand in 1888 (before abolition),21 

was swollen by at least part of the 891 thousand immigrants who 
carne to the state from 1888 to 1900. These immigrants were not only 
important numerically; they were also good workers and set about 
opening new lands with a will. When the planting of new areas 
with coffee was temporarily prohibited in an effort to deal with 
overproduction, many of the newly-arrived workers moved to the 
cities, where they became part of the industrial labor force. 

As the colonos moved off the plantations, coffee growers once 
again grew apprehensive about manpower. The government was 
evidently sensitive to their fears, since in 1905 it moved to expand 
official colonization schemes, which had heretofore been of minar 
importance compared to private programs. ln response to renewed 
federal subsidies, immigration mounted, reaching a peak in 1911-
1913 and then declining with the outbreak of World War 1. Where
as there were 116.6 thousand immigrants in 1913, only 10.8 thousand 
were recorded in 1918. 

-Throughout this period and up to 1927, the state of São Paulo
continued to subsidize immigration. 

After 1920 there was a new coffee boom, and im.migrants 
responded by coming in increasing numbers. By 1926 the annual 
total again exceeded 100 thousand. The government programs of 
the decade succeeded in bringing large numbers of Japanese and 
Polish 2ª and smaller numbers of Portuguese and Spaniards to work 
the farm areas of Brazil. While Japanese immigrants were stiJl out
numbered by Portuguese immigrants in 1928,28 they comprised the 
largest group entering the agricultura} sector. By 1933, the Japanese 
outnumbered all other nationalitie� combined, ac�ounting for 24. 5 
thousand of the 46. 1 thousand immigrants who arrived in this year. 

M Ibld., p. 225. 
211 According to Câmara, p. 230, Polish immigrants were usually poorly edu
ca te d and employed primitive agricultura] mcthods. 
28 H. Hauser claims that around 300, of the Portuguese who carne to Brazil 
in 1928 became fanners, while the corresponding percentages for other nationa
lities were: Japanese, 99i:; Polish, 751; Spanish, ��; Italians, 12 ;3i .. Tot!'1 
immigration in this year was 78.1 thousand. See Japonese Imm1grat1on m 
Brazil," reprinted from the New Me:tico Quarferl11 Íl.eview, February 1942. 
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Table é� 

Brazil: Japanese lmmigration, 1908-1934 

Pcriod Totnl 

Hl08-Hl12 4 746 

1913-1917 14 !126 

1918-1922 11 099 

1923-1927 27 389 

1928-1932 59 203 

1933-1934 46 424 

Sourcl': IBGE, Anuário Eataltatico do Branl, 1956, "Apêndice Retrospectivo," 
p. 480.

Unlike the Japanese, who generally engaged in farming activi
ties, other immigrants increasingly chose to settle in urban areas 
as industrialization accelerated. Colonos also began to leave the 
coffee plantations for the cities, where factories and stores required 
Iarge numbers of disciplined workers. Factory jobs were attractive 
because they paid more, were comparatively regular, and provided 
more guarantees and better working conditions. ln adclition, restric
tions on crops grown between coffee trees, introduced in an effort 
to preserve the fertility of the soils, reduced the income of the 
colonos. Previously, many of them had derived extra revenues from 
such interplanting, often using the money to buy smalJ farms of 
their own. 

A general idea of this movement to the cities is given by the 
data on the occupational structure of the foreign manpower in 
Brazil ( table 63). 

The world crisis that began in 1929 brought about an abrupt 
decline in immigration to Brozil. This contraction was further ac
centuated by the quota restrictions imposed in 1934. By 1941-1945, 
the annual inflow was nearly insignificant (see table 64). 

The above mentioned restrictions consisted of a quota system 21 

which limited the annual number of immigrants from a given country 
to 2% of the total who had come to Brazil from that country over 
the preceding 50 years (i.e., 1 January 1881 to 31 December 1933). 
This system was similar to the one adopted in the United States in 
an attempt to restrict the entry of so-called undesirable aliens from 
countries with very low or markedly different standards of living. 

27 Hauser, p, 8. 
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Table 63 

Foreign Manpower in Brazil, 1872, 1900 and 1920 
(Total = 100) 

1872 1900 

(%) 

1920 

Total Employed 209 455 762 669 867 067 

Percentage of Foreign-Born 

Labor Force Engaged in: 
Agricultura 55.2 43.9 44.9 
lndustry 10.1 8.0 24.2 
Services 34.7 48 .1 30.9 

Labor Force Participation 
Rate of Foreign-Born PopuJation 14 
Y eara of Age and Over 53.9 59.6 54.5 

Source: C&lculatcd from IBGE, Ruerueamenlo Geral do Brasil, 1920. The do.ta 
for 1872 e.nd 1900 are surnmarized in tbe introduction, pp. viü-xiii. 

Period 

1888-1890 
1891-1900 
1901-1910 
1911-1920 
1921-1930 
1931-1935 
1936-1940 
1941-1945 

Table 64 

Brazil: Immigration, 1888-1945 

Total 

304 054 
1 129 315 

671 351 
797 744 
840 215 
180 652 
107 955 
18 432 

Annuo.l Avernge 

101 351 
112 932 
67 135 
79 774 
84 022 
18 065 
10 795 
1 843 

Source: IBGE, Anudrio E1talfatico do Brcuil, 1956, "Apêndice Retrospectivo," 
pp. 480-81. 

ln Brazil, only the Japanese were affected. The Portuguese were 
exempted from the decree, and those of other nationalities were not 
seeking entrance to Brazil in numbers that exceeded the 21 quota. 

As a matter of fact, the Japanese, like the Germans, refused 
to abandon their former way of Jife and their feeling of allegiance 
to their land of birth. lt was their way of life, rather than the size 
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of the population flow they represented, that was felt to be causing 
problems. For example, they continued to rely heavily on assistance 
from J apanese agricultura} concerns . 28 

Adding to the natural tendencies of the Japanese was the 
myopic Brazilian naturalization code. An endless list of barriers and 
payrnents, including a 10-year residence requirement, confronted the 
foreigner who might seek to become a Brazilian citizen. This help, 
explain why relatively few persons were naturalized in this period 
( see table 65). 

Table 65 

Brazil: Naturalizations, 1889-1949 

Period Number of Naturaliza.tions 

1889-1899 1 619 

1900-1909 2 882 

1910-1919 1 754 

1920-1929 6 604 

1930-1939 11 411 

1940-1949 20 863 

Source: Sarne as t&ble 64. 

ln 1938 a new decree 28 was issued, allowing the unused quota 
for any nationality to be used to supplement the quotas for na
tionalities that had exhausted their prescribed �- The stated goal 
of this decree was "to attract agricultura] laborers to the country". 
ln 1941, the immigration laws were further relaxed by a decree 80 

which guaranteed certain benefits to indusbial workers and to 
"capitalists who brought with them specified amounts of capital". 
ln 1945, an additional law removed quotas on subsidized and di
rected immigration . 31 This was only a partia! easing of restrictions, 
however, since the government controlled the number of immigrants 
subsidized in a given year. 

2s H. W. Spiegel, The Brazilian Ec()flomy: Chronic lnflation and Sporadlc 
Indu.nriallzation (Philaclelphia: The Blaldston Company, 1949), chap. 5. 
29 Decree-Law 406 of 4 May 1938. 
ao Decree 3 175 of 1941. See Conselho de Imigraçio e Colonizaçio, Modem 
Braz.il (Rio de Janeiro, 1949). 
11 Spiegel. 
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Foreigners helped create many of the industries which appeared 
in the South of Brazil during this period. ln Santa Catarina, ap
proximately 502; of the factories are presently located in municípios 
settled by Gerrnan colonists. Originally, these industries were not 
concentrated in the largest cities, but were widely dispersed in 
srnall, rural towns. Many Gennans established cottage industries 
to process agricultura! goods and thereby add to their Iarrn income. 
Frorn such srnall undertakings carne rnany large factories. Italians 
also laid the foundations for industry through the small plants they 
set up in the countryside. "The industries the Italians established 
had a different character about thern. By the 1870s, Northem ltaly 
had received the impact of the Industrial Revolution. This was not 
true of Gerrnany in the 1830s, whence carne the German stock of 
modem São Leopoldo and Novo Hamburgo." 32

Beginning in tbe 1920s, some entrepreneurs appeared among 
those who carne to Brazil ar who moved from the country to the 
city. Italy furnished the largest proportion of the irnmigrant entre
preneurs.:i:i ln 1920, foreign-bom individuals held 64. � of the sole
ownership industrial establishments in São Paulo; for the country 
as a whole, the corresponding figure was 42i. Of such firms held by 
foreigners in São Paulo, 75. 9,; were owned by ltalians. 34 

ln conclusion, throughout this period imrnigration benefited 
Brazil by enabling the labor supply to fluctuate in harrnony with 
the needs of the coffee sector, by leading to the establishment of 
many srnall farrns and the settlement of new lands, and by providing 
industry with skilled manpower and entrepreneurs. Nonetheless, the 
number of foreigners wlio carne to Brazil was partly limited by 
government restrictions on irnrnigration and by failure to encourage 
the foreign-born to adapt to Brazilian conditions. 

B . 4 - Internai migration 

Internai migration, like foreign immigration, was closely related to 
socio-econornic changes in Brazil. ln fact, in every intercensal 
period, events occurred which influenced the direction and/or magni
tude of intra- and interregional migration. At this point, it is 
necessary to describe rnigration on the state rather than the regional 
levei, since there was extensive intraregional migration and pattems 
frequently differed among states in the sarne rl:lgion. 

12 Valverde, p. 149. 

83 Camargo, 1 :258-60. 

84 Ibid .• 1:260. 
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Exact quantification of internai migratory movements is pre
cluded by errors and omissions in the census data. The task is made 
easier, however, by the availability of an interesting study carried 
out by specialists from the economic research institute ( Instituto de 
Pesquisas Econômicas - IPE) of the U niversity of São Paulo. 85 

Their approach was to use the Forward Census Survival Rate 
( FCSR) to calcula te survival rates for different age bradcets. The 
FCSR method permits internai migratory flows to be estimated 
indirectly as differences between actual and predicted populations. 
lt assumes: ( 1) insignificant out-migration ( i. e., a "closed" popu
lation), ( 2) the sarne mortality rate in any given age bracket for 
all states, and ( 3) homoscedasticity of errors over all states in any 
given census. 

Nonetheless, given various qualifications, the estimates so 
obtained must be considered mere approximations to reality. For 
example, the assumption that mortality rates were homogeneous 
seems shaky in view of the significant interregional differences in 
infant mortality rates detailed in section B. 2 ( ranging from 137. 8 
per thousand live births in the município of São Paulo to 272. 3 in 
Recife). 

Furthermore, the FCSR method is of limited usefulness for the 
first two censuses, which do not include data by age group and 
appear to contain gross errors in declarations of age. Accordingly, 
the IPE experts made additional estimates, using gross survival rates 
( see tables 66 and 67). Even so, these estimates are considered in
ferior to those obtained using the FCSR method for ]ater censuses 
( tables 68 and 69) .38 

The major shortcoming of the FCSR method is that it excludes 
those born in the intercensal periods ( i. e., the 0-9 age bracket in 
the period 1890-1900 37 and the 0-19 bracket in 1872-1890,38 1900-
1920, and 1920-1940). Since this young segment of the population 
made up a large fraction of the econc:imically active population, 
disregarding it limits the confidence that can be placed in the IPE 
estimates. 

85 D. H. Graham and S. B. Hollnnda Filho, Migration, Regional 12nd Urban 
Growth and Development in Bra:il: A Selective Anal11sú o/ the Historical 
Record, 1872-1970 ( São Paulo: Universidade de São Paulo, Instituto de Pesquisas 
Econômicas, 1973) . 
ao Hereinafter, ali references to the tobles will be to tables 66 and 67 for 
1872-1890 and 1890-1900, and to tobles 68 and 69 for )ater periods. 
37 And in lhe periods 1940-1950 and 1950-1960. 
na 0-17 in 1872-1890. 
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Finally, variations in the lengths of the intercensal periods 
create difficulties in comparing migration over time, since estimation 
errors are greater for the Ionger periods . 30

Prior to 1920, internai migration was most intense in 1872-1890. 
Two factors accounted for the large population movements, espe
cially in the Northeast and the North, during this period. First, 
severe droughts occurred in the Northeast in 1878-1880 an 1888-
1889. More than 350 thousand persons 10 years of age or older 
emigrated from thc Northeast between 1872 and 1890 40 ( table 66).
While out-migration fell off thereafter, intraregional migration 
probably continued. 

Second, the North received large numbers of migrants, mainly 
Northeasterners, as a result of the rubber boom and the demand 
for labor it created . 41 ln the decade 1890-1900, over 110 thousand 
migrants 10 years of age or older - equal to 40.0% of the resident 
population in this age bracket in Amazonas and 17.41 in Pará in 
1900 - moved to the North. For Amazonas, the high percentage of 
in-migrants given in table 66 reflects the low population of the 
state in 1872 ( only 57. 6 thousand inhabitants). 42 After 1912 and 
the end of the rubber boom, the migratory inflow diminished. The 
region still registered a net population gain in 1900-1920, but after 
1920 the trend reversed. Of the three states in the North, Pará seems 
to have lost the most popuJation in abso]ute tero\S, while Acre, 
due to its small number of inhabitants, appears to have lost the 
most percentagewise (see tab]e 68). 

lt should be mentioned that census errors distort the estimates 
for the Northern region. Moreover, poor health conditions probably 

ao This is because a lnrger segment of the population is omitted from the 
calculations. 
40 This calculation is based on estimates made using gross slllVÍval rates. 
Errors in the census probably bias this estimate downwards. 
•U The Amazon region was the maio source of the world supply of natural
rubber until 1910, when the rubber plantations of the Far East supplanted
Brazilian production. The rubber output of the Amnzon reached record heights
in 1909 and 1912 ( about 42 thousand tons per year ), but production and 
prices clropped steadily thereafter. Rubbcr production absorbed almost ali the 
availablc manpower in the region. The resulting shortnges of basic food products,
coupled with the poverty in which most of the rubber workers lived, appear 
to have raised mortality rates considerably. See, among othen, "Situação Eco
nílmica," in Relat6rio do Interventor do Estado do Pard ao Pruidente da 
República ( Rio de Janeiro, 1944); Centro Industrial do Brasil, O Bra.nl: Swu
Rique%lls Naturais, Suas Indústrias, vol . 1 (Rio de Janeiro, 1907).
4:? ln table 67, Pnró is shown to hnve experienced net out-migration. This 
is not very plausible, since it was also a nibber state and received migrants 
from the Northcnst. The statc govemments of both Pnró and Amazonas had 
extensive programs designed to attract workers, 
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resulted in much higher rates of mortality than those used in draw
ing up the estimates presented in the tables; consequently, out
migration may be .overstated. 

ln the Northeast and the North, the ultimate outcome of mi
gration was a population Ioss which can be explained in terms of 
tbe economic decline of these regions. Nonetheless, many migrants 
returned to their state of birth, and from 1920 on, certain states 
in the Northeast experienced net in-migration - even Ceará, which 
in ali previous periods had lost population. Maranhão had received 
Iarge numbers of migrants from other states in the region since 
1900. Its humid climate and fertile soil would make it the goal of 
many migrants in 1958, when drought again struck the Northeast. 
On the other hand, the states of Piauí, Pernambuco, Alagoas, Sergipe 
and Bahia continued to lose population in the period 1920-1940. 
Throughout the years 1872-1940, not only the Northeast and the 
North, but also the states of Minas Gerais and Rio de Janeiro, 
were areas of net out-migration. While most of the migrants who 
left the East moved to the Distrito Federal, it is likely that some 
headed for the coffee plantatións of São Paulo. Estimates indicate 
that, in the decade 1890-1900, approximately 95 thousand persons 
10 years of age or over emigrated from each of these states - equal 
to about 2. 98j of the population in this age group in Minas Gerais 
and 11 . 35i in Rio de Janeiro in 1890 ( table 66). 

By 1900-1920, another trend had begun, as migration from Mi
nas Gerais and Bahia to the still sparsely populated Center-West 
accelerated. Migration to the Center-West further increased after 
1920. According to table 68, the rate of in-migration for Mato Grosso 
was surpassed only by that for the Distrito Federal. 

Beginning in 1888, international immigration outweighed na
tional migration. Internai migration continued, but up to 1920 the 
number of such migrants was small compared to the total of foreign
ers entering and/or leaving the country. Immigrants concentrated 
in São Paulo and, to a lesser extent, in the South and East, while 
internai migrants played a more important role in the North and 
Northeast and, to a certain degree, in the East. When slavery was 
abolished, many of the newly emancipated used their freedom to 
move about. 

Initially, immigrants from abroad comprised a more important 
source of manpower in São Paulo and the South than did national 
migrants. Among the reasons for this may be noted the conditions 
in Europe, propitious to emigration, and the colonization schemes 
of the Brazilian government. Furthermore, the near absence of high
ways connecting regions made internai migration a difficult process. 
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ln this respect, railroad construction in the South from 1900 to 1920 
stimulated national migration to the three states in this region. 
During this 20-year period, São Paulo continued to receive foreign 
immigrants, but apparently experienced a net outflow of Brazilians.49 

After 1920 some interesting modifications took place in the 
pattem of internai migration. ln the thirties, the migration of na
tionals to the state of São Paulo and to the South began to assume 
its present-day proportions. The problems of the coffee sector, to
gether with the world crisis of 1929 and subsequent legislation 
designed to reduce unemployment among Brazilians, served to 
diminish immigration from abroad. 

The migrants who arrived in São Paulo at this time carne from 
neighboring states such as Rio de Janeiro and Minas Gerais, as 
well as from more distant areas like the Northeast. The surge of 
industrial growth from 1933 to 1939 described in chapter 6 created 
jobs and attracted workers. According to the figures for 1940, 27.4% 
of all the emigrants from Pernambuco, Alagoas, Sergipe and Bahia 
( ali states in the Northeast) were living in São Paulo in the census 
year . 44 

During this period, the South also received· Jarge numbers of 
interna] migrants, both in absolute terrns and as a .percentage of 
the locally-bom population. 

However, the state which received the greatest number of mi
grants during these years, exi;iressed as a percentage of the 1920 
population, was Guanabara ( tnen the Distrito Federal). While the 
city of Rio de Janeiro had always been an important destination 
center (see table 68), it is significant tbat it managed to attract 
so many during this period as well, when São Paulo was drawing 
such large numbers. This demonstrates that a large part of this 
population movement was rural-urban in nature. 

The process of urbanization intensified after 1940, depending 
to a considerable extent on migratory movements. Migrants moveâ 
from small towns to larger towns, as well as directly from the coun
tryside to the cities, and ali such movements helped sweJI the size 
of the urban relative to the rural population. Nonetheless, consider
able rural-rural migration was still taking place as groups shifted 
lo the Center-West and the Soutb, especially to the state of Paraná. 
ln the Northeast, there was a significant rural-rural component in 
the migration to Maranhão. ln fact, throughout the period under 

o This is open to daubt, for the data in table 08 nre of questionable relia-
bility.
H IBCE, Recerueamento Geral do Braail, 1940, Serie Nacion11l, 2:8-11.
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study, intrastate migration was often from one rural zone to an
other. This was sometimes the result of national catastrophes. An 
early example is provided by the movements of population from 
drought areas to cocoa-producing zones within the state of Bahia 
prior to 1890. 

Tables 68 and 69 supply interesting data on the acceleration 
of migration after 1940, but unfortunately they do not quantify its 
impact on urban growth. The factors that accounted for this step
ped-up migration include the economic devclopment of the Center
South, which acted as a growth pole, and the gradual improvement 
of transportation systems ( especially roads) wbicb accompanied this 
development. 

B. 5 - Urbanization

The formation and growth of cities was a relatively slow-moving, 
fragile process during the period 1870-1940. Looked at in longer 
perspective, the great leap in urbanization took place from 1940 
to 1960, not prior to 1940. 

Due to inexact criteria in the classification schemes employed 
in the censuses, the available data on urban population are ambi
guous. What population should be considered "urban"? IBGE clas
sifies all seats of municípios and distritos as "cities", and at times 
distinguishes "urban" and "suburban" areas within them. This cri
terion seems too broad. Even today, a large number of seats of 
municípios in the interior of Brazil are mere rural places without 
the minimum of services or infrastructure associated with urban 
patterns of living. On the other hand, some towns that are not 
seats of municípios are large in both physical and human dimen
sions . •16 ln any event, using this criterion, IBGE gives the urban 
population of Brazil in 1940 as 10.9 million persons, or 26.41 of 
the total population. 

A further objection to the criterion employed by !BCE is that 
a município should not be classified as "urban" solely on the basis 
of total population. Many municípios that have large populations 
have small town populations. If agglomerations of 5 thousand per
sons or more are considered urban, then in 1940 the total urban 
population represented only 50.51 of the total population of the 
corresponding municípios. If 20 thousand is t.'\ken as the cut-off 

�� Such towns are found ln the município of Nova Iguaçu ln the stale of 
Rio de Janeiro, for e.,cample. 
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point, the urban populations comprised only 48. 0% and 46. ó% of 
the total populations in the corresponcling municípios in 1920 and 
1940, respectively. 

To give a more accurate idea of the distribution of population 
between urban and rural areas, the following two definitions have 
been used in this analysis. 

(a) "Urban population" is defined as persons residing in
places with five thousand inhabitants or more. This criterion, pro
posed by Mortara,40 is applied to data from the 1940 census only. 
Calculations based on this criterion place the total urban population 
in 1940 at 8. 8 million persons, or 21. 5% of tbe total population. 

Table 70 provides a regional breakdown for 1940. It is readily 
seen that most of the urban population was concentrated in a few 
cities in two regions. ln fact, the former Distrito Federal and the 
state of São Paulo accounted for 47. 6% of tbe overall urban popu
lation. 

Region 

Nor.th 

Northeast 

East 

Silo Paulo 

South 

Center-Wesr 

Brazil 

Table 70 

Urban Papulation, 194QD 

Nu.mber of 
lnh.a.bitants 

253 177 

1 812 454 

3 054 688 

2 560 216 

1 060 734 

107 933 

8 849 202 

As % of Regional 
Population 

17.2 

12.6 

27.4 

35.6 

18.5 

8.6 

21.5 

Source: G. Mortara, "Observações sobre a Discriminaçllo da População Urbana 
no Ceneo de 1940," Rcviata Bra!ileira dos Municípios, Ano 3, n.• 9 (Ja
nuary-March 1950): 20-55. 

• Urban population defined as thoso living in placcs with 5 000 or more
inh.a.bit.anb!. 

40 G. Mortara, "Observações sobre a Discriminaçlio da Populaçlio Urbana no 
Censo de 1940," Revista Brasileira dos Munlcíplo.r, Ano 3, n.0 9 (January
March 1950) : 20-55. 
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Table 71 i11ustrates the importance of state capitals, in terms 
of percentage of regional urban /opu]ation. ln 1940, over half of
the urban popu1ation was locate in state capitais. Further calcu
lations, not dctailed here, reveal that 51. 4% of the total urban 
population lived in cities of 50 thousand or more inhabitants. 

North 
Northe:ist 
Enst 
Silo Paulo 
South 
Center-West 

Brnzil 

Table 71 

Population of State Capitals, 1940 

Region 
% of Rcgionn! Urbnn• Populntion 

Living in State Cnpitals 

07.0 

60.7 

61.0 

49.2 

36.2 

31.3 

52.2 

Source: Data from IBGE, llecenstamenú> Geral do Brasil, 1940. 
• Urbnn populatioa defined as those living in pinces with 5 000 or more 

iaho.bitants.

( b) "Cities" proper are defined as places with 20 thousand
inbabitants or more. Ooviously, no single population figure ( or other 
measure, for that matter) can serve to determine what is or what 
is not a city. Even so, where there are concentrations of 20 thousand 
people or more, certain activities are conducted and certain services 
are available that are generally associated with urban life. Further
more, this is the levei normally adopted by international organiza
tions for distinguishing urban from rural populations. 47 

One might ask: 'Why not use population density as a criterion; 
surely by 'city' we mean a pince where population is concentrated, 
or 'dense'." Density, however, is not a relinble index, since there 
are fundamental differences between overall population density o.nd 
population density in urban places. 41 

47 United Nntions, Populatlon CenstU MttthOIU, Population Shldies, n.0 4 
(New York, 1949). 
48 For II more detniled discusslon, see M. M. F. Silva, "Tentativa de Classifi
cação dns Cidndes Brnsileires," Revúta Brcuileira de Geografia B (July-Septem
bcr 1946): 283-Sl6. 
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Thus, in arder to study the evolution of the urban population, 
the method adopted in this study was to list the places with 20 
thousand or more inhabitants in 1960, and then treat the populations 
of these places as "urban" when working with the 1920 and 1940 
censuses. Problems alise in computing the urban population under 
this criterion in 1920, since in many cases census figures are avail
able only for the populations of the corresponding municípios or 
distritos. ln such cases, the usual expedient was to consider the 
population of tbe distrito that was tbe seat of the município ( as 
a rule, these distritos have the sarne names as the municípios). 
Occasionally, an attempt was made to estimate the percentage of 
the distrito population that lived in town. Many places having more 
than 20 thousand inhabitants in 1960 were mere points on the map 
or farmland in 1920. ln the 1920 census, no attempt was made to 
disaggregate urban population into "urban" and usuburban", as in 
}ater censuses. 

Table 72 provides estimates of urban population in Brazil in 
1920 and 1940, as calculated under the second criterion ( i. e. , pop· 
ulation concentrated in places having 20 thousand or more inhabit
ants in 1960, with no distinction being made between "urban" and 
usuburban" population). 

Table 72 

Population of Cities with 20 000 or More Inhabitants, 1920 and 1940 

Year 

1920 
1940 

Numbcr 
of 

CitiC9 

74 
55 

Total 
Populo.tion 
in Citill!I 

(A) 

4 552 069 
6 208 699 

(A) n.s % of
Total

National 
Populo.tion 

16.6 
15.1 

I ncreo.se in 
% of (A) in 

1920 

36.6 

Sources: Data from IBGE, Recmseamenlo Geral do Brasil, 1920, 4: part 1, "Po
pulation"; idem, Anuário Ealalútico do Brasil, 1941-1945, 1947, lllld 
1961. 

A striking feature in table 72 is that the number of cities with 
20 thousand or more inhabitants dedined from 1920 to 1940. •• 
However, not too much confidence should be placed in the 1920 
census figures, which may overstate the actual populations of many 

-tll At least one other study suggests that many citics lost population Erom 
1920 to 1940. See Silva, cite d iD fo. 48 above. 
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cities. On the other hand, the total number living in cities with 
20 thousand or more inhabitants increased considerably over the 
sarne period (by 36.62i). 

Table 73 compares the IBGE estimate of urban population in 
1940 with the two estimates made in this study. Note the appreci
able discrepancies among the estimates: the population resiaing in 
cities with 20 thousand or more inhabitants amounted to only 57i 
of the urban population figure given by IBGE. 

Table 73 

Brazil: Urban Population in 1940 as Given by 
Three Different Methods 

Method 

IBGE 

Population of Citics with 5 000 ar 
More Inhabit.Bnts 

Population oí Citics with 20 000 or 
Moro lnhabit.nnta 

Urban Population 
(Numbcr of 
lnhnbit.o.nta) 

10 890 898 

8 849 202 

6 208 699 

Urban Popul11tion 
as % aí Totnl 

Population 

26.4 

21.5 

15.1 

Sourccs: Dato from IBGE, Recenseamento Geral do Brasil, 1920 nnd 1940. 

Table 74 provides a breakdown of urban population growth 
by region. While such growth was most rapid in the East, it was 
marked in São Paulo as well. To a certain extent, this indicates the 
impact of interregional migration. 

Table 75 permits comparison, at the regional levei, of the rate 
of growth of urban population ( defined as populntion living in cities 
of 20 thousand or more), and the rate of growth of overall popu1a
tion. It appears that no region ( with tlie possible exception of 
the East) urbanized rapidly over this period, in the sense that 
there were no large increases in the percentage of regional pop
ulation living in cities. Nonetheless, in judging the validity of 
these índices, it is well to bear in mind the probable errors in the 
1920 census. 

ln commenting on the figures in table 75, it should be re
membered that extensive migration took place during the period 
1920-1940, not only from the countryside to small cities, but also 
from small to large cities. As revealed in section B. 6, employment 
was not being created very rapidly in the activities and service,ç 
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Table 74 

Growth of Cities with 20 000 or More Inhabitants 
by Region, 1920-1940 

Nu.mber of Cities 
Region 

1920 1940 

North 3 2 
Northeost 20 15 
EllSt 18 11 
São Paulo 20 16 
South 12 10 
Center--West 1 1 

Popule.tion 
(Number of Inhobitants) 

1920 1940 

223 775 231 527 
1 138 105 1 268 019 
1 313 624 2 127 430 
1 339 587 1 915 876 

515 618 642 793 
21 360 23 054 

Rate of 
Growth 

(%) 

3.5 
11.4 
62.0 
43.0 
24.7 
7.9 

Sources: Data from IBGE, Ruimseamento Geral do Braail, 1920 ond 1940. 

Table 75 

Percentage of Populat-ion Living in Cities with 20 000 or 
More Inhabitants by Region, 1920 and 1940 

Region 

North 
NortheDSt 
East 
São Paulo 
South 
Center-West 

Source: SMI1e as table 74. 

1920 

15.6 
10.1 
14.5 
29.2 
14.6 
2.8 

1940 

15.8 
8.9 

19.1 
26.7 
11.2 

1.8 

that could be carried out in small cities. If jobs were being created 
in Jarge cities only, this may expain the paradoxical decline in the 
percentages of urban population in the Northeast, South and Center
West, at a time that cities in the East were growing rapidly. This 
explanation seems even more plausible in the light of tlie findings 
on interna] migration during this period ( see section B .4). 
. . 'I11e data in table 76 substantiate the hypothesis that popula

tion was concentrated in a few large cities. By 1940, there were 
two cities in Brazil - the former Distrito Federal a11d São Paulo 
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- which had populations of over one million. These two cities
alone accounted for 44 . 7% of the total population living in cities
of 20 thousand or more inhabitants. ln contrast, the number of 
cities with between 20 thousand and 50 thousand in habitants de
clined by ahnost 50% from 1920 to 1940, while the number with pop
ulation of more than 50 thousand increased, as did the number 
with more than 100 thousand. 

Table 76 

Distribution of Urban Population by City Size, 1920 and 1940 

Number o! Citi .. 

Siae C1,wi 
in Siza Clnu 

(1 ooo Inhabitanu) 

1920 IOJO 

1 000 and over 2 
500 - 1 000 2 
200 - 1100 2 3 
100 - 200 3 li 

110- 100 7 12 
20 - 150 110 33 

Total (A) 74 õõ 

Sourcea: &me e■ tnble 74. 

Populalian in Si•• Cla.aa 

1920 

Number oi A■% 
Inhnbitanta oi (AJ 

1 369 860 30.l
622 286 11.15
428 6H 0,4 
414 8159 9.0 

1 818 15415 40.0 

4 6�2 060 100 

]940 

Numbor ai 
lnhabitanta 

2 777 402 

an �80 
782 979 
802 733 
092 629 

6 208 1199 

Ao% 
oi (AJ 

44.7 

14.1 
12.3 
12.9 
16.0 

100 

Note: Tba 11eneral .,nn,a ai 1020 11ivea tbo urban papulnlian ai lhe farmor Di.otrita P,den,J 
A! 790 823 nnd lhe total populatian o■ l 167 873. Sinca lho Dielrito Fodoral wa• lhe 
prftlent city of Dio de Janeiro, and 1ince tbare wer111 ,•f!ry íew emr,1oyrd in rural adiY• 
itie:a, the tatnl may ba tn.kcn 11.11 lha urban pcpulation figura. ln tbia eue, .Rio de Ja.ncl
ra would bo onlered nbove "" n ai&y with mora lhAD ona millian inhAbilaDLI in 1920. 

Large cities may be defined as those with more than 500 thou
sand inliabitants, medium-size cities as thosé with between 100 
thousand and 500 thousand, and small cities as those· with between 
20 thousand and 100 thousand. According to these definitions, the 
North and Northeast had large cities in neither 1920 nor 1940. 
However, the North had one medium-size city (Belém) in both 
census years, and by 1940 the Northeast had three ( Recife, Salvador 
and Fortaleza, with populations of around 300 thousand, 200 thou
sand and 100 thousana, respectively). The Center-West had only 
small cities in both years. ln the South, there was only one medium
size city in 1940 (Porto Alegre, with 750 thousand innabitants). 
ac,.. 

By 1940, the state of São Paulo had more cities with at least

20 thousand inhabitants than any other region in the country. The 
population of the city of São Paulo alone was 1.2 million, and even 
more lived in the nearby communities of Santo André, São Bernardo 
do Campo, and São Caetano. Santos had a population of over 150 
thousand. 
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Another point worthy of mention is that state capita1s were 
invariably the largest cities. ln 1940, residents of state capitais ac
counted for 78. 7'1, of the total population of cities with 20 thousnnd 
ar more inhabitants. Even so, there were two state capitais, those 
of Goiás and Mato Grosso, which had less than 20 thousand inha
bitants in 1940. It should be noted that throughout this study the 
population figures given for cities refer to cities proper, and not to 
the municípios in which they are located. The importance of this 
lies in the fact that in sorne cases there are considerable differences 
between the population of the city and that of the corresponding 
município. 

ln order to place the process of urbanization in better per
spective, population data referring to 1960 were analyzed accord
ing to the sarne procedure. As tal:ile 77 indicates, most of the cities 
with 20 thousand or more inhabitants in 1960 were founded or grew 
rapidly only after 1940. The number of cities of thi,; size or over 
rase from 55 in 1940 to 196 in 1960. 

I 
II 

Ili 

IV 
V 

Table 77 

Number of Cities with 20 000 or More Inhabitants 
by City Size, 1920, 1940 and 1960 

Size Class 
Numbcr of Citics in Size Clns.s 

(1 000 Inbabitnnta) 
1920 1940 1960 

1 000 nnd over 2 2 
500 1 000 2 4 

200 500 2 3 7 
100 200 3 5 21 
50 100 7 12 45 

VI 20 000 - 50 000 60 33 117 

Total 74 55 196 

Sourcea: Data from IBGE, Recmaeamento Geral do Brcuil, 1920, 1940, n.nd 1960. 

Between 1940 and 1960, four new cities appeared in size class 
II, four in size class III, 16 in size class IV, 33 in size class V, 
and 84 in size class VI, for a total of 141 cities with 20 thousand or 
more inhabitants. Over this period, the number of persons living in 
cities of this magnitude increased nearly 239. 4%, to reach a total of 
21.1 million in 1960. lf urban population is defined as ali those 
living in cities of 20 thousand or more inhabitants, then 15. li of 
the population was urban in 1940 and 29. 8% was urban in 1960. 



Of the 196 cities that had 20 thousand or more inhabitants in 
1960, 141 fell below this limit in 1940. However, in 1960, these 
141 cities accounted for only 17. Si of the population residing in 
cities of this magnitude. Furthermore, the population living in the 
places that were to hold 20 thousand or more inhabitants in 1960 
totaled only 5. 5 million in 1920 and 7. 5 million in 1940. 00 What 
these figures indicate is that rural-urban migration increased quite 
rapidly Iram 1940 to 1960, and that the bullc of the migrants went 
to large rather than to small cities. 

Table 78 shows the distribution of the urban population by 
region in the three census years. In the period 1920-1960, the urban 
population of the North and Northeast did not grow at the sarne 
pace as that in the rest of the country. From 1920 to 1940, the East 
experienced the most rapid urbanization; and after 1940, the rise in 
the share of the Center-West was due to the founding of Brasília. 

Table 78 

Distribution of Urban Populo.tionª by Region, 1920, 1940 and 1960 
(Regional Total Expressed as i of National Total) 

Rogion 1920 1940 1960 

North 4.9 3.7 3.1 

Northoast 25.0 20.4 18.4 

East 28.9 34.3 34.2 

São Paulo 29.4 30.9 29.6 

South 11.3 10.3 12.7 

Conter-Wcst .5 .4 2.0 

Sources: Sarno 11.!1 tnble 77.

• Urban population dofined os thoso living in cities with 20 000 nr more 
inha.bitants. 

The maio conclusion to be drawn from this analysis is that in 
1940 urban population still represented a smaJl fraction of total pop
ulation, regardlcss of the critcrion used to define "urhan". While tlie 
absolute number of people in cities rase in the period under study, 
urban population growth rates were not significantly higher than 
overall population growth rates. And although the proportions of 

no Data from IBGE, Anu4rlo &tat'-nlco do Bralil, 1947. and 1961. 



urban population varied from region to region, as of 1940 there was 
no region in which the urban population comprised a rnajority of 
the regional population. Only after 1940 did urbanization accele
rate. From 1940 to 1960, urban population grew faster than overall 
population, with urban growth being most pronounced in Iarge cities. 

B . 6 - Occupational structure 

The task of analyzing the occupational structure of the economically 
active population during the period under study must contend with 
limitations in the available statistics. Before 1920, the criteria used 
to define occupations were imprecise. Although this creatés problems 
in aggregating population by sector, such detail as is available can 
be used if certain facts conceming the Ievel of development of the 
various sectors over time are recognized. For example, since industry 
was still quite primitive up to 1900, in the early censuses most of 
those listed as industrial workers were actually employed in arts and 
crafts or in small shops or cottage industries (e . g .  cabinetmakers, 
smiths and mechanics ). 

The usefulness of the early ccnsuses is further limited by other 
enors and omissions. The census of 1890, for example, contains no 
data on occupational composition. The weaknesses of the census of 
1900 ha_ve already been d.iscussed. 

While the census of 1920 also presents many problems for the 
demographer, it does provide usable data on occupations. By this 
time, truly industrial employment represented a significant per• 
cent of total émployment. 1t foilows that comparisons between the 
1920 and 1940 data are much more reliable than comparisons invol
ving information for earlier periods. 

Data for all census years were aggregated by sector in accord
ance with the following definitions: 

a) The primary sector, denominated "agriculture" for conven
ience, includes those engaged in crop and livestock production, 
extractive activities (oilseeds, fibers, resins, rubber, forestry), and 
hunting and fishing. 

b) The secondary sector, or "industry", includes manufactur
ing, mining, construction, and power generation. 

c) The tertiary sector, or "services", includes commerce, trans·
portation, the liberal rrofessions, business administration, public
administration, nationa defense, domestic services, religions, and 
social activities ( only wage workers are counted) . 
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The national totais obtained using this aggregation scbeme are 
given in table 79. Gl Outstanding are the discrepancies between the 
figures for 1900 and those for the other years. These discrep:mcics 
nre probably due to errors in the 1900 census. The relative share 
of agriculture in total employment is hardly likely to have faIIcn 

Table 79 

Sectoral Composition of Economically Active 
Population, 1872, 1900 and 1920 

1872 1900 1020 

Sector Numbcr As% Numbcr As% Numbcr As% 
Employed of Employed of Employcd of 

(1 000) Total (I 000) Total (1 000) Total 

Agriculture 3 671 64.1 5 071 53.4 6 377 69.7 
Industry 282 4.9 321 3.4 1 261 13.8 
Services 1 773 31.0 4 111 43 .2 1 509 16.5 

Total 5 726 100.0 9 503 100.0 9 150 100.0 

Sourccs: DntD. from IBGE, Recnnseamenlo Geral do Brasil, 1872, 1900 o.nd 1920. 

to 53. 4% in 1900 only to have risen to 69. 9% in 1920, a figure 
which, for the reasons noted above, seems much more reliable than 
that for 1900. The figures for services are wholly untenable - in 
both absolute and percentage terms - even if it is taken into account 
that most of those employed in this sector were household servants, 
and that their numbers were probably overstated. The explanation 
for these differences lies in the data collected in the more accessible 
urban arcas having been used to estimate occupational composition in 
other areas in 1900. This tended to overstate national employment in 
the service sector. The figure for industry is based on data from the 
special census taken in 1906 in the Distrito Federal ( where most 
industrial employment was concentrated). 82 

The decline in the total employed in the tertiary sector was large
ly due to the reducüon in the number of household servants 

81 The dnta used in t:iblc 79 and in the ensuing an:ilysis ar!!! hem the following 
sources: IBGE, Recenseamento Geral do Brasil, 1872, moo, 1920 (Populaçdo: 
Censo Agrlcola e Industrial), nnd 1940 ( nnlional and regional series for ali 
states in thc Fcderation; Censo Agrícola e Industrial); Diretoria Gemi de Esta
tlstica, Recenseamento do Distrito Federal, moa.

� See fm. 1 and 2 nbove, 
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following abolition. 1.5 million slaves were counted in the 1872 
census. e.a Paid househo]d servants represented the following per
centages of total employment in the tertiary sector: 

Table 80 

Number of Household Servants, 1872, 1900 and 1920 

Year 

1872 
1900 

l!l20 

Bourcee: Same as t.:ible 70.

Number 

1 046 
2 507 "'1..,.364 

As % of Employment 
in Tcrtiary Sector 

50.0 
61.0 

24.1 

The employment structure revealed by the censuses of 1872 and 
1900 can be summarized in a few words. Agriculture provided the 
most employment, probably even more than the census figures sug
gest. The industrial sector was unimportant as a source of jobs; the 
survey made by the Centro Industrial do Brasil in 1907, though 
only partia!, indicated that 151. 8 thousand workers, ar 47 .4% of tne 
hital of 321 thousand recorded in 1900, were employed in manufac
turing. Finally, the tertiary sector was a major provider of employ
ment, though the jobs were often marginal and fow-paid, a fact that 
may seem incongruous given the preifominantly rural character of 
the population at the time. 

These high proportions of alleged ernployment in services help 
explain an otherwise puzzling statistic, namely, the ratio of em
pfoyment to population of working age. For the years 1872, 1900 
and 1920, this ratio was g5. 5%, 105. 5% and 56. 3% respectively. It 
appears that in 1900 more people were working than were of age 
to work. Once again, the explanation is that the 1900 census dat� 
are quite inaccurate, and the best thing to do is sirnply ornit them. 
This having been dane, it should be taken into account that many 
young people went to work before thc age of 16. If the population 
of working age is defined as all those over 10, the ratio of em
ployment to population of working age becomes 74. 71, for 1872 and 
42.6!1. for 1920. 

1'he decrease in the above ratio is impressively large. Over the 
period 1872-1920, employment appears to have grown more slowly 

na Morto.rn, "Um Enfgmn Resolvido," pp. 72-73. 
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than population. The number employed rose from 5. 7 million in 
187 2 tu 9. 2 million in 1920, for an increase of 59. 81. ln contrast, 
the nurnber in the economically active age bracket climbed from 6 
million in 1872 to 16. 3 million in 1920, for an increase of 1711. 

By 1920, employment in the tertiary sector as a wbole was low
er for t wo reasons: the number of household servants had fallen 
considerably, and urban growth had not yet led to the creation of 
large numbers of low-proauctivity jobs. 

For the period 1920-1940, it is possible to studt the effects of 
growing urbanization on employment in more detaü, and to make 
interregic,nal comparisons. To this end, the data from the 1940 census 
were handled in the following manner. IH ln conformity with the 
practice adopted in most international studies, housewives were not 
counted a:; economically active. ª� This may be objected to by some, 
since it is misleading not to include many rural housewives in the 
work force. Another convention ( also somewhat controversial) that 
was adoptcd was to exclude full-time students from the economically 
active population . Classification according to these criteria produces 
the results shown in table 81. 

In Brazil as a whole, the proportion engaged in agriculture 
declined frorn 1920 to 1940, but only by 4. 8%. While the table sug
gests that the proportion employed in industry also declined, this 
aoes not seem credible. Changes in the classification criteria make 
comparisons difficult. For example, self-employed dressmakers were 
counted as industrial employees in 1920, but as service employees 
in 1940. 150 

Employment in industry grew in absolute numbers, however, 
and employment in manufacturing, as reported in the economic 
censuses, increased from 275. 5 thousand in 1920 to 781 thousand in 
1940. These leveis represent 21. 81 and 51. 51 of total industrial 
employment, as given by the demograpbic censuses of the sarne 
years. 

The demographic and economic censuses have different totals 
due to different coverage and means of collecting data. Whereas the 
demographic censuses are based on household surveys, the economic 
censuses use information gathered from firms. Furthermore, not ali 

114 The summnry tnb]es in the Anuários Estatísticos clnssify unpaíd domestlc 
workers and students as economically aclive. Employment in extrnctive Industries 
and mining is nggregnted. 
al5 United NnUons, Populatlon Censu.r Metl,otb. 
na See T. P. A .  Borges and G .  Loeb, "Desenvolvimento Econ�mico e Distri
buição dn População Ativa," in Contribuições d Análise do D&snvolvinumo 
Econômico, prepnred under the auspices of the Fundação Getúlio Vargns ( Rio 
de Janeiro: Livraria Agir Editora, 1957), p. 38. 
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industries are covered by the economic ccnsuses. G7 Thus, the 20. li 
rise in industrial employment from 1920 to 1940 shown in table 82 
is probably too high. But even if employment in industry did grow 
this fast, the labor force grew foster, and more people had to 
take low-productivity jobs. 

The service sector provided employment for many of those who 
were unable to find jobs in industry. Tbe numbers employed in 
tbe tertiary sector increased by 41. 2% over this 20-year span, an 
increase similar in magnitude to tbe growth in wban population ( the 
population living in cities of 20 thousand or more inhabitants in
creased 36. 6% oetween 1920 and 1940). The service sector may 
be disaggregated as follows: 

Table 82 

Employment in the Tertiary Sector, 1920 and 1940 

Subsector 1920 1940 

Transporta tion IG.8 13.9 
Commerce 33.0 23.5 
Libornl Profcssions 11. 1 3.5 
Administration Q.l 9.1 
Others 30.0 50.0 

Totnl 100.0 100.0 

Sources: Dota írom IDGE, Receruieamenla Geral do Brasil, 1920 ond 1940. 

The higher-productivity service subsectors grew less rapidly 
tban the miscellaneous "other" activities, a hodepodge tbat includes 
many strictly marginal jobs that appeared as thc cities swelled. 
During this period, many people moved to urban areas. The main 
urban destination center was the Distrito Federal, where jobs became 
increasingly hnrd to find as the unskilled labor force mounted. Lack 
of training may also explain tbe considerable niral-rural migration 

81 ln 1Q20, the industrial census countcd workers in powcr gencrntion nnd 
sugar mills, but cxcluded those engnged in the following nctivities: ( 1) mode
to-order clothing; (2) small-scnle construction; (3) retn11 outlets such as 
bnkeries, fumiture stores, drugslores, clock shops, etc.; ( 4) workshops in 
schools ond other institutions; ( 5) distillerles, refineries and mills on fanns; 
( 6) houschold octivitics; ( 7) general industrial octivilies in which the employee:i
ln question were pnid by the government; ( 8) retnil printiog, includlog
new5t>npers; ( 9) lndependent repoir shops. See IBGE, Recerueamento Geral do 
Brllftl, 1Q20, 5: p11rt l, "Indústria," lxix-luil.
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that took place at this time, for many people may have chosen to 
go to other rural areas rather than take unfamiliar jobs in the cities. 

For 1920-1940, as for the earlier period, the ratios of employment 
to population of working age were compared using two sets of 
estimates for the latter ( i. e., alternatively defining the working-age 
population as those between 15 and 59, and as those over 10 üB ) • 

Table 83 

Economically Active Population, 1920 and 1940 
(As i of Population of Working Age) 

1920- 1940 
Rcgion 

A B A 

North 61.7 48.4 66.8 

Northeast 55.4 41.6 67.6 
Enst 66.6 42.9 64.0 
São Paulo 55.8 42.6 69.5 
South 56.9 50.Q 66.3 
Center-Wcst 56.2 49.9 03 .6 

Brazil 56.3 42.6 66.6 

B 

51.0 

50.7 

48.7 

53.2 

50.0 

48.9 

50.5 

Sourccs: Datn. from IDGE, Re=eamenlu Geral do Brasil, 1Q20 nnd 1910; idem, 
Anudrio Estallatico, 1939-19,10 and l9·11-1Q45. 

Note: A = Population of working age defincd llS ali those 15-59 years of ago. 

B - Population of working age definecl as ali those ovor 10 years of age. 
• Tho figures for 1920 are cstimatcs. 

Table 83 revenls that a large percentage of the Brazilian pop
ulation was economically inactive in both 1920 and 1940. This rneans 
there was also a fair amount of unemployment, though the percent 
of unemployment is not, of course, equal to the percent of inactive 
population. While more detailed breakdowns of the 1940 census 
inaicate that a large percentage of the population was in school 
( 6. 8$ of the working-a�e population, defined as all those over 10 
years of age), it is Iíkely that many students held part-time jobs. 
Another large proportion was engaged in performing unpaid house
hould chores. Thus, the figures for 1940 propably understate labor 
force participation rates. 

118 The estimates for 1Q20 are weakened by the Jack of data on economlcally 
active persons less than 15 yean of age. 
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The census figures on employment of children are probably un
derestimated as well. For the industrial sector, the 1920 figures on 
employment of youths ]ess than 14 years of age, expressed as a 
percent of total industrial employment, are a follows: Brazil, 8 .4%; 
Northeast, 9. 5%; East, 9. 4%; São Paulo, 7. 7%; South, 7 .4%. ªº By 1940, 
laws had been passed prohibiting the employment of youths under 
14, and regulating the employment of those 14 to 18. As a result, the 
census only provides figures on employment of those less th::m 18 
years of age. ln 1940, this age group accounted for 13.6% of the 
total industrial work force ( excluaing mining). The share of youths 
was considerably higher in the agricultura! sector. The 1940 agricul
tura} census indicates that persons under 15 years of age made up 
25.9% of the national farm labor force, with regional figures being 
26. 7'1i for the Northeast, 25. 8'1, for São Paulo, and 28. 8 %  for the 
Center-West. ºº

To recapitulate, the finclings on the economically active popu
lation are as follows. Errors and other aspects of tne censuses of 
1872, 18 90 and 190 0 obviate drawing any firm conclusions about 
occupational structure. The most that can be said is that the agri
cultura! sector employed the greater part of the economically ac
tive population, and that the growth of the tertiary sector was mainly 
dependent on an increase in the number of paid household servants. 
The occupational structure revealed by the 1920 census differs from 
that depicted in earlier censuses in tlmt the overall labor force par• 
ticipation rate was much lower, and that the secondary sector 
appeared as an important source of employment ( though agriculture 
stiil accóunted for more than hvo-thirds of total employment). The 
1940 census showed agriculture accounting for a smaller share of 
total emplorment than in 1920, reasonable growth in employment 
in the secondary sector, and a large increase in the share of the service 
sector, due no doubt to rural-uróan migration. As the service sector 
cxpanded, the number of low-productivity ar marginal jobs increased. 

In both 1920 and 1940, the dependency burden was heavy, with 
just over half of the working-age population (ali those over 10 years 
of age) being counted among the economically active. 

Regional differences were apparcnt in both 1920 and 1940. In
dustry accounted for a relatively larger share of employment in São 
Paulo than in other regions, while agriculture was most important 
in the Northeast and services most important in the East. 

aD IBGE, Recenseamento Geral do Brasil, 1920, 5: part 1, "Indústria." 
GO IBGE, Recenseamento Geral do Brasil, 1940, vol. S: Cl!lfllM Econ6mlcaa. 
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e 

F oreign trade and foreign-exchange 
policy 

C . 1 - Introduction 

Although direct control of exchange operations did not begin until 
1931, the foreign trade of the country was always influenced by ex
change-policy measures adopted with the most diverse objectives. 
Behind these measures was a fundamental concern with alleviating 
the chronic disequilibrium in the balance of payments. The country 
had traditionally experienced a surplus in its trade balance; even so, 
financial obligations, principally interest and amortization of the 
externai debt and remittances of foreign capital, frequently led to 
balance-of-payments deficits. Such deficits would appear whenever 
the inflow of new capital ( official loans or private investments) was 
insufficient, or when cyclical movements adversely affected the ba
lance of trade. Most foreign-exchange-policy measures (e . g. the 
establishment at the tum of the century of a "gold-quota" for 
the payment of customs duties, and the govemment monopoly of 
exchange operations exercised through the Banco do Brasil) were 
aimed at preventing balance-of-payment deficits by reducing the 
irnpact of the govemment's own purchases in the exchange market. 
Such purchases were customary in arder to attend to the payment 
of the external debt. 

But there were also other goals underlying foreign-exchange po
licy. These included the following: 

(a) to combat exchange speculation, principally in the pre-
1917 period before the advent of state-regulated banking and ex
change operations. Speculation was facilitated by complete exchange 
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freedom. As a result, both the official bank ( the Banco do Brasil) and 
private banks participated in the market. Speculative operations were 
especially intense between coffee harvests, when export licenses be
came scarce, and prior to the expected dates of government purchases. 

( b) to maintain the incarnes in Brazilian currency of exporters,
and particularly of coffee-growers, by devaluing the exchange rate to 
thc extent that export prices deteriorated. Falling prices had an espe
cially strong impact on coffee exports in 1889-1899, 1912-1917, and 
1920-1923 - tbat is, in the periods preceding the coffee price-support 
plans adopted in 1906, 1917-1918, and 1922-1923. 

( c) to protect domestic industry in two ways: indirectly, by 
making imported goods more expensive than similar domestic pro
ducts by means of exchange devaluation; directly, beginning in the 
1930s, by making it difficult to obtain foreign exchange for nonprio
rity imports.1 

. . ln the evolution of Brazilian exchange policy between 1889 and 
1946, a number of historical periods can be distinguished. The first, 
which dates until October 1917, was one of complete freedom of 
exchange-rate operations. The second, from 1917 to 1926, marked 
the beginning of exchange contra} of financial operations. Such con
tra} was primarily meant to reduce financial remittances abroad in 
view of the war situation. Another objective was to eliminate exchange 
speculation on the part of private banks. The third period, from 
1927 to 1930, ·was distinguisbed by the exchange-stabilization plan 
stemming from the monetary reform of 1926. The reform act created 
thé Caixa de Estabilização and brought about the remova} of the 
gold standard for Brazilian currency. Direct control of the exchange 
market carne in a fourth phase, from 1931 to 1938. Except for a three
year period, the Banco do Brasil administered a monopoly of ex-· 
change operations. During this fourth phase, priorities werc estab
lished for the purchase of foreign exchange. Fina1ly, the fifth phase, 
hom 1939 to 1946, saw a return to exchange freedom. At the same 
time, thê exchange rate was held constant, though it could have been 
appreciated since excellent trade conditions had perrnitted an accumu
lation of reserves. These different stages and their impact on foreigc 
trade are analyzed in the following pages. 

1 Protection would only be effcclivc, it is wcll to remember, insofar as 
domestic mw materiais could be used, o.s was the case in the textile, clothing, 
food, beverage, and tobacco industries. 
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C . 2 - The different phases of Brazilian 
exchange pollcy, 1889-1946 

C.2.1 - Exchange freedom, 1889 to October 1917

The Brazilian exclrnnge market: operated under conditions of com
plete freedom until October 1917. Although certain govemmental 
mensures cou]d be interpreted as indirect attempts to control the 
excbange market, in point of fact they did not impose any resbictions 
on exchange operations. The mensures refen-ed to include charging 
customs duties in gold in 1890-1891, the regulatory actions of the 
Banco da República (]ater known as the Banco do Brasil) from 1899 
on, and the creation of the Caixa de Conversão in order to stabilize 
exchange. Throughout this period, private banks, many of which were 
foreign-owned, competed with the Banco da República in the buying 
and selling of exchange. Under such circumstances, short-tenn oscilla
tions in the exchange rate were frequent. The overall long-run trend 
was one of depreciation of the national currency. While the secular 
depreciation may be attributed to structural problems, the short-nm 
fluctuations were caused by the functioning of the exchange market 
itself. Specifically: 

(a) By accumulating speculative funds, private banks forced 
currency devaluation in times of foreign-exchange shortage. AJthough 
the Banco do Brasil had performed a regulatory role since 1895, and 
had repeatedly sought to avoid fluctuations by selling exchange re
serves in times of shortage and by purchasing when the market was 
flooded, it was only with the control of exchange operations decreed 
in 1918 that speculation was slowly eliminated. 

( b) The dependence of export earnings upon coffee sales
meant that exchange was in excess supply at harvest time, and in 
short supply between harvests. 

(e) With a great need for foreign exchange for service and
amortization of the foreign debt, in addition to other necessary ex
penses involving foreign exchange, authorities from ali levels of gov
emment made huge purchases of exchange at foreseeable intervals. 
As a consequence, the government became the largest buyer, and it 
was alleged that government purchnses were the source of exchange 
variations.2

2 Jornal do Comércio (JC), Retrospflcto Conur'Cial, 1897, p. 36.
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(d) Finally, importers saw in the great fluctuations in the ex
change rate an opportunity for speculative gains in the importation 
of goods, though imports were eventually discouraged by exchange 
devaluation. 

As previously mentioned, the long-run depreciation of the Bra
zilian currency was rooted in structural problems. At times, the ex
ternai debt demanded e�-penditures equal to ar larger than the h·ade
balance surplus, which fluctuated considerably with variations in 
coffee prices. Thus, in the absence of sizeable capital inHows in pe
riods of low coffee prices, deficits occurred in the balance of pay
ments. Exchange-rate devaluation therefore had two policy objectives. 
First, it was hoped that devaluation would lead to larger trade
balance surpluses, since it discouraged imports and encouraged ex
ports. Second, it was intended to maintain the incarne of the ex
porter, principally of the coffee exporter, who was faced with a situa
tion of continually declining prices for bis product to 1899 ( except 
for a rise in 1893) and in 1914-1918. 

The situation described above was characteristic of the early 
years of the Republic. The average annual surplus in the trade ba
lance hovered around � 2.9 million until 1898. But merely the foreign 
exchange required to service the externa} debt necessitated an annual 
average outflow of � 3 million. The constant drain led to growing 
difficulties in the exchange market. As a result, important mensures 
were taken in 1898 to reverse the trend toward depreciation of the 
exchange rate.3 The first of these measures was the reinstatement of 
the obligation to pay customs duties in gold. Initially set at 10%, the 
"gold-quota" was to be increased in subsequent years until exchange 
stabilization was attained. Thus, the government was to have the 
resources necessary to meet its commitments without directly enter
ing the excbange marke�. Its purchases would thereby cease to be the 
principal cause of exchange-rate fluctuations. The second measure was 
the consolidation of the externai debt by means of the funding loan 
of 1898. Under the terms of the Joan, amortization and interest pay
ments on the consolidated debt were be suspended for 13 years and 
the country was to receive more than � 8 million. 4 At the sarne time, 
annual debt-servicing expenses during the years 1899-1902 were to 
be cut in half. Other factors helped to improve the country's balance-

a_ These mensures were part of n "financial-normalizntion" policy ploced in 
practice by Minister Joaquim Murtlnho. There is no intent to discuss this 
policy here, however, except with respect to its effects on the foreign-cxchange 
market ( see chap. 3) , 

4 Ministério dn Fazenda (MF), Finanças do Brasil, 20 vais. (Rio de Janeiro: 

Tipografia do Jornal do Comércio, Rodrigues &: Cin., 1955), vol. 19: Dfofrla 

Ertema, 1824-1925, by V. F. Bouças, p. 197. 
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of-payments situation. One of these was the counterspeculation 
canied out by the Banco do Brasil using the foreign exchange and 
gold certificates obtained through duties. Another intervening factor 
was the large trade-balance surplus in 1900. The surplus could be 
atbibuted on the one hand to the strong improvement in the price 
of coffee, and on the other to the reduction in imports as a result of 
the gold-quota and the new tariff of 1900. Finally, the govemment 
negotiated a Joan of about .f!. 16 million for the purchase of severa! 
railroads, on which it had previously guaranteed interest payments.� 
Ali of these factors combined to relieve the exchange market. As a 
result, the rate of exchange was rising by the end oi: 1906. 

The appreciation of the exchange rate, however, was hannful to 
the interests of domestic exporters and producers. 0 Thus, the govern
ment, much as it had combated speculation and exchange-rate de
preciation by off ering foreign exchange through the Banco do Brasil 
at the end of the Iast century, sought to brake the tendency toward 
exchange-rate appreciation by purchasing large amounts of foreign 
exchange which had already cntered the country for the purpose of 
improving the port of Rio de Janeiro and the Sorocabana railroad, or 
in the form of substantia] payments for the coffee and rubber sold 
abroad thanks to excellent harvests.7 

Even so, a series of events combined to flood the market with 
foreign exchange in 1905-1906. First, the government negotiated 
foreign loans for the improvcment of the port of Rio and the sale 
of the Sorocabana railroad. Second, loans arranged by states led to . 
heavy foreign capital inflows. The most important of these Ioans 
resulted from the coffee-price-support plan of the states participating 
in the Taubaté agreement. Foreign loans totaling f!., 12 million were 
arranged as part of the agreement. Third, the atmosphere of exchange 
stability at the beginning of the century had stimulated private ca: 
pital inflows and Iarge surpluses in the balance of trade. ln response 

11 V. F. Bouças, História da Dívida E�erna, 2d ed. ( Rio de Janeiro: 
Edições Financeiras, S. A., 1950), pp. 188-93. 
0 "Concerned with the rise in the exchnnge rate, and making of it his progrom 
of govemment, the finance minister was responsible for this lnmentable economic 
situntion. ln the three years of his ndministrotion, the rale of c."tchange rose 
4 d. per mil-réis, the average rale last year being 115-lHl, which is approxi
motcly the prescnl rote. This smoll ndvantage wns nchieved, on lhe one hand, 
nt thc cost of funding fnvors, nnd, on the other, ai lhe sncrilice of the 
working classes, who todny lnck comfort ond are submitted to ali lhe privations. 
The present rote of exchange is, therefore, the erchange rate of misery." L. R, 
Vieira Souto, O último Relat6rlo da FazendLJ (Rio de Janeiro: L. Molafaia 
Júnior, 1902), p. 252. 
T Report of Dr. Custódio Coelho, director of the cxch11nge department of the 
Bonco da Repúblico, presented on 20 Jonuary 1906 and trnnscribed in JC, 
Retro,tJJecto Comercial, pp. 85-B9. 
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to these mounting pressures against the. exchange rate, the Caixa de 
Conversão was established joi.ntly with the signing of the Taubaté 
agreement. By stabilizing the rate of exchange above free-market 
leveis, the Caixa served the interests of domestic exporters and pro
ducers.8 

ln the following years, the stability of the exchange rate 
was maintained by tbe Caixa de Conversão and the quasi
monopoly of the Banco do. Brasil in the exchange market. 
The bank sold no less than 75% of all foreign exchange and 
about 80% of the gold certificates received in payment of 
custorns duties. It even guaranteed the existence of the gold deposits 
of the Caixa de Conversão. It furnished foreign exchange to private 
business at a rate slightly higher than that of the Caixa and always 
1/32 to 1/ 16d, higher than those of the foreign banks. 0 At the sarne 
time, the great inflow of foreign capital in the form of official loans 
and private investments,10 plus an average annual trade-balance sur
plus of � 12 mUlion, permitted the exchange market to bear the dou
b]e burden of the externai debt ( on which payment was entirely 
resumed) and rernittances of private capital. Even while such pay
mcnts were being made, upward pressures on the rate of exchange 
were still manifest. 

ln May 1910, when the legal limi.t on deposits in the Caixa de 
Conversão was reached - resulting in the closing of the Caixa on 
the 21st of the month11 - the exchange rate was valued upwards . 

. Protests arose against this measure, both from exporters who saw in 
the appreciation of the rate a decreasc in domestic currency prices of 
exported products, and from industrialists who were unhappy over 
the fact that foreign products would become cheaper in comparison 
to domestic goods. They were also alarmed by the fact that the gold
tariff (payable in domestic currency) would be cheaper in real terrns. 

8 The Cain de Conversão was created by law 1 575 of 6 December 1906. 
By maintaining a rate of exchange higher than that of the free market, it 
attracted foreign exchange which was purchased through stabilization notes, 
the printing of which was to be unlimited so as to allow the Caixa to maintein 
the stabilization rate of exchange. The differcncc between the stabilization 
and the free rates was still small enough to prevent internalionnl nrhitrage 
operations. ln point of foct, however, the Cai."<a was limited to issuing the 
equivalent of 320 thousand conto, de rrfü in slabilization notes. Once this 
limit was reached, the Caixa wns no longer able to operale effcctively. 
e JC, Retrospecto Comercial, 1907, pp. 71 and 115. 
to "Between 1906 and 1912 ... new capitel raised in foreign financial markets 
for Brazil rase to a total of R, 143 480 190 ( S!. 104 276 561 in official loans 
and R. 39 207 629 of privale capital)." F. T. Sou:za Reis, O Padrdo de Cdmblo 
Ouro como Soluçdo do Problema Monetário Brasileiro ( Siío Paulo: Oficina Grá
fica Monteiro Lobato h Cin., 1923), pp. 77-87. 
11 Banco do Brasil, Relat6rio, 1910, ·p. 15. 

254 



Law 2 357 of 31 December 1910, established in an obvious attempt to. 
protect the interests of domestic proclucers, provided for the reopen! 
ing of the Caixa de Conversão with a higher limit on deposits and the 
pegging of the exchange rate at a slightly higher level.12 The new 
rate of exchange was maintained during the next few years. Even 
in 1913, when a foreign-trade crisis resulting from a fali in the in
tcrnational prices of principal export products led to a trade-balance 
deficit, the exchange rate remained unchanged. Huge capital inflows, 
both official ( around J?, 20 million) and priva te, in that year explain 
the stability. These inflows, by putting upward pressure on the free• 
market rate of exchange while the Caixa rate was fixed, paved the 
way for arbitrage operations that brought even more capital into the 
country.13 \-Vith the effective market rate sufficicntly below the con
version rate, arbitragc allowed for the importation of convertible 
currencies in exchange for conversion bills, and the subsequent pur
chase of foreign exchange at a profit more than sufficient to cover 
transport costs. u 

The persistent crisis in the foreign sector and the outbreak of 
war in July 1914 combined to halt capital inflows.16 Even a trade-ba
lance surplus, largely due to the decrease in imports, was not suffi
cient to generate the foreign exchange needed to pay for the reduced 
levei of imports and to maintain servicing of the externai debt and 
cover other remittances. Debt repayments consumed about S!, 15 
million in 1913 alone. Then, in August 1914, the· free-market exchange 
rate rose above that of the Caixa de Conversão and the entire 
exchange collapsed. The resulting run on the Caixa's deposits Ied to 
its closure.10

Although the situation was somewhat alleviated by the new 
debt-rescheduling agreement, the exchange rate was devalued at 
the end of 1917. 11 With the "stabilizing" apparatus of the excbange

u Ibid.

13 JC, Retrospecto Comercial, 1913, p. 27. 
14 Suppose that the exchange rate of the Caixa de Conversão was fixed at 15
mil-réis per pound sterling and that thc effective market rate was situated 
at around 14 mil-réis. Under such circumstances, each R.. 1 000 imported 
would bring 15 contos de réis in Caixa bills, which could then be used to 
purchase .f!. l 071. 
15 ln fact, "European credit w:is constricted in such a way as to cause fore
closures in our country, resulting in frequent and sizeable remittances obroad 
and a consequent demand for foreign exchange in ali the exporting centers". 
Banco do Brasil, Relatório, 1914, pp ._20-23. 
10 Ibid.
11 Accordlng to the funding-Joan agreement signed on 19 October 1914, by 
wh!ch the country received 2, 14. 5 million and a 13-year suspension of 
payments for services and amortiz."ltion of the consolidated debt. MF, Finança, 
do Brasil, p . 255. 
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rate dismantled, it became difficult for the Banco do Brasil, as the 
only remaining regulator of the exchange rate, to provide the reserves 
necêssary for transactions such as imports and remittances of 
private capital, and for payments on the nonconsolidated externa} 
debt. Moreover, exchange speculation was again becoming a cause 
of concem for the bank.18 At the sarne time, the worsening of the 
exchange dif ficulties and the advent of war led the govemment to 
decree contrai of exchange operations and temporary restriction of 
private remittances abroad. 

C. 2. 2 - Contrai of exchange operational and
normalization of the marke� October 1917 
to Novemher 1926 

Without restricting foreign trade, the contrai of exchange operations 
in this period was aimed at two objectives: to combat speculation 
and to prohibit the remittance of capital abroad during the war. At 
the outset, with a state of war declared, the govemment decreed a 
posteriori contrai of exchange operations, "to be carried out through 
the daily scrutiny of exchange operations handled by ali banks on 
the preceding day".10 This procedure revealed the existence of ex
tensive movement of speculative capital. 

Then, on 19 July 1918, by means of Decree 13 110, prior examina
tion of capital remittances was established in arder to prohibit 
exportation of negotiable bonds or money abroad for any reasons 
except the following: (a) payment of debts contracted by individuals, 
corporations, and federal, state, or local governments; (b) payment 
for nonrestricted imports; (e) support of Brazilians ar nonenemy 
foreigners who owned property in Brazil but resided abroad. 20 Ali 
financial remittances made via withdrawals, stock certificates, checlcs, 
etc. were to be submitted for prior authorization by tbe finance 
minister or by designated representatives. 

As a further measure of exchange control, the Banco do Brasil 
began to demand a contract for all exchange operations that had 
passed govemment formalities.21 The bank also impeded forward 

18 Banco do Brasil, Relatório, 1917, pp. 56-70. 
10 From the message of lhe prcsident of the Republic, transcribed in JC, 
Retrospecto Comercial, 1919, p. 73. 
20 Banco do Brasil, Relatório, 1918, pp. 12-13; JC, Retrospecto Comercial, 
1918, p. 65. 
21 Banco do Bruil, Relatório, 1918, PP. 12-21. 
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speculation in the exchange market, 22 prohibited the forward sale 
of foreign exchange to other banks, put together a list of brokerage 
agents and exporters, and instituted other measures. Thus, as a result 
of Decree 13 110, which contained these provisions, "speculation dis
appeared almost entirely" !!S and the tendency toward depreciation 
ot the exchange rate was reversed so that the rate went up in 1917-
1918. 

The year 1919 was marked by favorable developments in trade. 
The great increases in coffee prices and in the volume of coffee ex
ports provided a trade-balance surplus of 2, 45 million, almost three 
times the average surplus of previous years. The accumulated reserves, 
far in excess of requirements for foreign payments, Jed to appre
ciation of the exchange rate. The rate had already been strengthened 
by the depreciation of the currencies, principally the pound ster
ling, and by the elimination of short-term fluctuations in the exchange 
rate due to government contrai. 24 This appreciation of the rate 
however, contributed to later d.iHiculties with the balance of pay
mcnts and to the exchange crisis of 1920-1923. 

The difficulties encountered in the ensuing years were due to 
a combination of circumstances. First, the volume of imports great]y 
increased as wartime restrictions on the purchase of both consumer 
goods and capital goods were eased and demand was stimu]ated by 
the cheapened foreign exchange. Second, the re]ative depreciation of 
foreign currency caused capital outflows, both on the part of the 
government for payments on the nonconsolidated externai debt and 
on the part of private individuals who had not been able to make 
financial remittances since the war.2ll These outflows, along with the 
diminished export earnings resulting from a fal] in both the price and 
volume of coffee exported in 1920-1922, led to a trade deficit in 

22 .. Open trading in foreign exchange is cnrried out in different ways. Trading 
in future contracts is charncterislic of such dealings. The July decree, by 
making forward operations more difficult and forbidding those between banJcs, 
dealt speculntion a serious blow :ind, in fact, destroyed it." JC, Retrospecto 
Comercial, 1919, p. 75. 
23 Banco do Brasil, Relatório, 1918, p. 13. 
24 JC, Retrospecto Comercial, 1919, p. 73. 
211 ". • • trade surpluses were claimed by federal, state, and local gcvemments,
as well :is private firms, since ali needed lo send money abrond in arder lo 
honor outstanding commitments." JC, Retrospecto Comercial, 1920, pp. 23-25. 



1920-1921.2° The result was a serious deficit in the balance of pay
ments. Tbe deficit situation Ied to an inevitable depreciation of the 
exchange rate . The devaluation was made even more drastic by the 
Jack of a regulatory authority in the exchange market. The Banco do 
Brasil did not assume such a role until March 1921. 27 As a solution, 
albeit a partia} one, new externai loans totaling almost S?, 38 million 
were taken in 1921-1922. As a consequence, the externai debt of the 
country rase by 15i. 

Excbange difficulties persisted into 1923, despite an increased 
trade-balance surplus. Liquidation of the deficits of previous years 
and the need for reserves to make payments on the externai debt 
induced the federal govemment "to proceed to eliminate the coffee 
stock which had been acquired by the government as a guarantee 
for the Joan of S!. 9 million destined to prop up the price of coffee".28 

A total of 3.4 million bags of coffee were then sold abroad. According 
to one report, "the sale of this coffee must have produced approxi
mately 2- 12 million. The trade-balance surplus reached S?, 22 571 
million ... but, unfortunately, the gold notes genernted by the sale 
of the govemment coffee stock had no direct effect on the economy. 
Instead, the notes passed, according to the terms of the Joan contract, 
from the hands of the coffee-price-support committee in London di
rectly into the hands of the bankers who had arranged the loan" .29 

Thus, the trade-balance surplus in 1923 was actually much Iess, 
dropping after adjustment from 2, 22 571 million to S?, 10 571 million. 
ªln 1923 the foreign debt alone demanded an expendih.1re of 2- 14 
million, while private remittances claimed another J?. 12 million."30 

The figures convey an idea of the enormous deficit in the balance 
of payments in 1923. ln excess of J?. 15 million, the deficit brought 
in its wake a large depreciation of the exchange rate. With recourse 

�s ªGiven the need for rernitlances abroad, the country dernanded II trade 
surplus on the arder of R. 25 to 29 rnillion in the three-year period 1920-
1922 .... Our expor! eamings did not evcn provide enough to cover our 
imports. . . . The trade balance provided us with nothing, not even for the 
payment of our dcbts in gold (which arnounted to R, 14 rnillion per yenr) ar 
for private payments for arnortization nnd interest on industrial capital invested 
in Brazil. . . . Thus, the deficit for lhe threc-year period rnust be close to .2. 90 
million, a figure whlch wo.s reduced only R. 22 rnillion by loans. . . . To make 
matters worse, there was a capitol ouflow of !!, 10 million as a result of 
the movement of the Gerrn:m mark." Banco do Brasil, Relat6rio, 1923, pp. 5-6. 
21 Dccree 14 728 o( 16 March 1921 rcgulated the contrai of banks and banking 
houses, and once again placed the exchange department of tbe Banco do 
BrllSil over the exchange market. 
!8 Banco do Brasil, Re1':it6rio, 1923, p. 10.
!!D Ibid., p. 10. 
ao Ibid., p. 11. 
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to foreign credit becoming more difficult, 31 important measures were 
adopted in 1923 with the objective of avoiding the oscillations and 
depreciations of the rate of exchange. Recognizing that the unpre
dictable flow of exchange - given the uncertainty about export eam
ings and government purchases of foreign excbange - was an impor
tant cause of exchange·rate fluctuations, the government resolved 
to promote: 

(a) A smooth flow of funds by feeding in coffee-export earn
ings over an extended period of time. "About � 60 million will 
cnter the exchange markets at regular intervals througbout the 
vear. This amount of money will no longer be tbrust upon the 
market in just a few montbs' time, since this practice has caused 
forcign-exchange shortages during most of the rest of the year." 

(b) The setting aside of funds by the ·Banco do Brasil for the
purpose of stabilizing the market. These funds were to be held on 
deposit in Europe and the United States and were to be large 
enough to supply the needs of the market in export intervals 
( except in the case of coffee exports). 

( c) The spreading out of exchange purcbases by the govem
ment, through the Banco do Brasil, in arder to avoid speculative 
manipulations of the exchange rate in expectation of the govem
ment s entrance into the market. ln adclition, state and local 
governments were instructed not to wait until the eve of due dates 
to purchase foreign exchange for the repayment of foreign debts. 32 

With these measures, and with the improvement in export eam
ings due to the new and artificial increase in tbe intemational 
price of coffee resulting from the third price-support plan (put 
into eHect in 1921), the exchange rate again displayed an upward 
txend. This tendency was more marked in 1925-1926 than in 1924, 
since in tbis Iatter year interna! revolutions disturbcd economic 
activity in various states, principally in São Paulo. Tbe 1924 
disturbances reduced the volume of exports and provoked an 
exchange shortage. 33 Once such dif ficulties had been surmounced, 

Dl "ln 11 mnrket in such formidoble disequilibrium, it is not possible to 
m11int11in s tobility in thc exchonge rote without the existence of gold notei. 
Thcse notes might be provided through foreign crcdit, but, in the caso of 
Brazil, politicol instobility nnd the growing budget deficit hove generated a 
lock of confidence in financi:il markets." Banco do Brasil, Rl!lat6rlo, 1928, 
pp. B-9. 
12 Ibld., pp. 15-18. 
13 Banco do BrasiJ, Relat6rlo, 19.24, p. 6. 
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the exchange department of the Banco do Brasil sought to counter
act the upward trend of the exchange rate. u ln fact, the appreciation 
of the exchange rate was not looked upon favorably by the 
economically powerful, in particular by the industrialists. 3:; The 
Banco do Brasil assumed the task of moderating the fali in the 
price of foreign exchange. The pegging of the exchange rate at a 
levei above that determined by market conditions at the end of 
1926 was proof of the government's intention to protect domestic 
production. 

C . 2 . 3 - Exchange stabilization and the crisis of 
1929-1930 

With foreign exchange now cheaper, the crisis in domestic produc
tion toward the end of 1926 led the govemment to place in effect, 
by means of law 5108 of 18 December 1926, a program of "monetary 
stabilization". The mensure decreed the departure of Brazilian 
currency from the gold standard and the pegging of the exchange 
rate through the creation of the Caixa de Estabilização. 30 Despite 
the fact that exchange transactions continued to take place freely, the 
policy of pegging the exchange rate attempted to normalize the 
currency which, while undergoing violent fluctuations, demonstrated 
a persistent trend toward devaluation. 37 ln fact, fixing the exchange
rate at a levei considerably above that which would have been 
established in a free market was responsible for keeping the rate 
stable for almost three years. 

The secondary purpose in fixing the rate was to create condi
i:ions favorable to the growth of domestic production. Exporters 
began to receive more in domestic currency per pound sterling of 
exports, so tbat the following years were ones of great expansion of 
domestic production geared for export. This was especially true 
of coHee exports, which, in addition to benefiting from exchange 
stabilization, commanded greatly increased prices as a result of 
the price-support policy established for that product in the world 

u JC, Retrospecto Comercial, 1925, p. 15. 
a� "Thc economic and financial situation of the country, which improved 
notably in 1925, wa.s again disturbed in 1928 by the continuai appreciation 
of the cxchange rate. This led to the almost complete cess::ition of industrial 
activity and the devaluation of manufactures." Banco do Brasil, Relatório, 
1928, p. 5. 
so The operating procedure o( the Caixa de Estabilização was identical to 
that of the Caixa de Conversão, which had been eliminatcd in 1919. 
37 H. R. Levy, Prática Cambial no Brasil (São Paulo: Editora Max Limonad, 
1956), p. 35. 
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market. ln the sarne way, domestic industrial production benefited 
from the higher prices of imported goods. Further, the stabilization 
exchange rate succeeded in attracting foreign capital for investment 
in private ventures. 38

With the exchange market regulated by the measures adopted 
in 1923 and with the renewed inflow of both official and private 
capital ( S!. 81 million in official loans alone entered the country 
during the periocl, raising the foreign debt by almost a third ), 
the exchange market was strengthened. With surpluses in the trade 
balance as well, the forcign-exchange situation improved enough to 
permit payments on the foreign debt on a basis never before 
altained ( almost S!. 70 million was repaid between 1926 and 1929). 
Finally, the exchange rate remained practically stable between 1927 
and 1929. 

With the beginning of the World Depression at the end of 1929, 
however, the Brazilian exchange market entered into a phase of 
growing difficulties. Although the trade-balance surplus remained 
at the sarne levei in 1929 and even increased in 1930, with the 
disappenrance of capital inflows it became the only surplus entry 
in the balance-of-payments accounts. Despite this development, 
hcavy payments on the foreign debt were maintained. Since there 
were practically no restrictions on financial remittances, it became 
more and more difficult for the Banco do Brasil to hold the 
exchange rates near desired market leveis according to the stabi
lization guidelines. 39 Despite the obstacles the ba'nk sought to 
create for buyers of foreign exchange, 40 the exchange reserves of 
the country, which had reached I?. 30 million between the Caixa de . 
Estabilização and the Banco do Brasil by the beginning of 1930, 
were rapidly exhausted. 41 Attempting to confront the diffi
culties, the government declared - on 20 October 1930 and as an 
emergency measure - a monopoly on exchange operations to be 
carried out through the Banco do Brasil 42 With the November 

:is "Foreign capitnl hns recently demnnded n stronger role in private ventures."
(Banco do Brasil, Relatório, 1927, p. 7). "From nbrond come credit remittnnces 
ond currency for invcstment in privnte firms, lnnd purchases, Jeans .... " (Bnnco 
do Brasil, Relatório, 1928, p. 5). 
no Levy, p. 36.
40 "It became vcry frequent in those dnys ( 19S0) for the bnnker who hod 
given the foreign-exchnnge order to be cnlled to the Banco do Bras il before 
obtnining !tis arder. In the fnce of this proccdure, he would nt times hold 
bnck for onc ar two doys. With harsh stntements, nn nttempt would be made 
to creale nn embarrnssing situntion for thos e who went lo seelc their e:rchange 
covers." Levy, p. 36. 
41 Bnnco do Bras il, Relatório, 19S0, p. 16. 
42 Ibld., p. 28. 
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tevolutiun, however, this measure was rescinded. The new govern
ment, seeking to re-establish excbange and trade freedom, did away 
with the Caixa de Estabilização by means of Decree 19 423 of 22 
November 1930. The sarne decree provided for the trnnsfer of the 
Caixa's gold reserves to London for payment of the externa] debt 
and assigned the functions of the Caixa to the Banco do Brasil. 43 

However, the continuation of the difficulties in the exch:mge 
market in 1931 led to the adoption of more severe exchange contrai 
measures, in addition to the negotiation of a third agreement for 
consolidating the externai debt. 

C . 2 . 4 - The introduction of exchange control, 
1931-1938 

Toe rapid deterioration of the terms of trade, together with the 
cessation of capital inflows, combined to reduce drastically the 
exchange eamings of the country in the Depression years. Conti
nued payments on the externa] debt, profits and interest or foreign 
private capital, remittances of immigrants, and, above ali, remit
tances for essential imports, caused a serious exchange crisis in 
1931. The rneasures adopted to confront the situation were primarily 
aimed at limiting the demand for reserves, and only secondarily 
at increasing their supply. 

As a first matter of business, the govemment began, in Sep
tember 1931, negotiations leading to a new agreement for the 
consolidation of the externa] debt. Payments on the debt had been 

• partially suspended since August due to the exchange difficul
ties. 44 Toe govemment sought to relieve the exchange market of 
its onerous burden and, to this end, nrranged a new Joan of .:2. 18 
million. Simultaneously, it suspended all payments on the extemal
debt, except those relating to the funding loans of 1898 and 1914
and to the interest payments on the new agreement itself. 411 Despite
these measures, continued payment of the extemal debt foretold
the continuation of exchange difficulties since foreign trade
conditions showed no signs of improvement. The govemment was
then forced to choose betwecn two extreme measures: "either the
government remove itself completely from the exchange market,
or it would adopt an excbange monopoly giving preference to its

o Ibld., p. 33.
44 F. T. de Souza Reis, A Depregsâa Comercial e o Funding-Loan de 1931 

(Rio de Janeiro: Tipogro.fia do Jornal do Comércio, 1934), p. 33. 

,s Ibld., pp. 44-45. 
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own remittances and consequently placing restrictions on the 
foreign-exchange market." 46 Preferring not to compromise the 
cxtemal credit of the country, the government opted for the second 
alterna tive. 

The government intervened in the foreign-exchange market in 
September 1931. 417 The Banco do Brasil was given a monopoly on the 
purchase and sale of foreign exchange, a function it would exer
cise for the next three years. According to the system that was 
introduced, exports wou]d be permitted only when exchange 
earnings, were sold aheacl of time to the bank. Once in possession of 
these exchange eamings, the bank would proceed to attend to the 
needs of the market at the official rate of exchange and according 
to the following order of priorities: ( 1) government purchases and 
the foreign debt; ( 2) essential imports; ( 3) other exchange needs, 
including remittances abroad of private capital eamings. 

These measures were mainly designed to restore equilibrium in 
the balance of payments. But by discournging lcss essential 
imports, the new exchange policy indirectly benefited domestic 
industry, which was already enjoying a measure of protection in the 
continuai currency devaluation. At the sarne time, the pegging of 
the official rate of exchange above the free-market rate lessened 
the effects of the fall in coffee prices on the incarne of the export 
sector. 418 

Despite these policies, the exchange situation did not improve 
until the beginning of 1934. The continua} deterioration of the 
tcrms of trade served to dirninish exchange earnings and, to an 

46 Ibid., pp. 41-42. 
47 Banco d� Brasil, Rclat6rio, 1931, p. 5; U. S. Tnriff Commission, Economlc 
Controls and Commercial Policu in Brazil (Wnshington, D. C., 1945), pp. 
18-17. 
48 The rate of exchnngc in relntion to the dollnr was the following: 

Yenr 

1928 
1929 
1930 
1931 

1932 
1933 

Freo Mnrkot 

S.360 

8.470 
9.230 

13.660 

Mil-Rt:i11/U.S.S 

Sourco: Banco d o  Bmsil, Relal6rio, 1937, Appendix. 

Officinl Mnrket 

16.020 
14.140 
12.690 
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even greater ciegree, the trade-balance surplus in 1932-1933. tJnder 
the tenns of the new agreement, payrnents on the externai debt 
absorbed more than half the trade surplus in these sarne years. 
Black-market operations inevitably appeared, offeríng rates of 
cxchange considerably above • those of the official market. 411 The 
exchange crisis worsened again in early 1933 with the "development 
of new exchange shortages resulting not only from imports, but also 
from the unsatisfied demand for remíttances of profits, interest, 
dividends, royalties, etc. The cxport base grew weaker; coffee 
was in crisis. It thus became necessary to do something about 
exports in arder to alleviate the precarious exchange situation". Go 

The Banco do Brasil thcn passed a resolution creating a semi
official market which functioned from January to April 1933. The 
new market was to be provided with between 7 and 11% of total 
exchange earnings. Since the exchange rate used was higher than the 
official rate, though lower than the black-market rate, it carne to 
be known as the "gray rate" ( taxa cinzenta). r.;i 

Once the semi-official market had served its purpose, the bank 
abolished the system. Thus, by the latter part of April 1933, only 
the official rate was in force, with the bank holding the monopoly 
on all exchange operatíons. 

The exchange difficulties, however, were not completely sur
mounted. Agreements had to be reached ín June 1933 and May 1934 
regarding the repayment of overdue trade debts. G2 Yet the diffi
culties persisted for a variety of reasons. First, a considerable 

( .e 1000) 

Year 

1931 
1932 
1933 

Trnde 

Bnlance1
(A) 

20 788 
14 886 
7 658 

43 332 

New Loam1 
(B) 

18 359 

Externai Debt2 

Pnymcnls Bnlnnce 
(C) (D)

20 590 - 2 231 
16 663 -16 663
5 134 - 5 134 

24 028 

(I) IBGE, Anuário Eatatfslico do Brasil, 1939-1940, pp. 1 358-59.
(2) MF, Finança, do Brasil, 10: 580, tnble 3.

no Levy, p. 40. 
til lbid., p. 42. 
G2 Bnnco do Brasil, Relatório, 1934, p. l l. 
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fraction of Brazil' s total exports was destined for countries that 
irnpounded net foreign assets during the Depression. Second, pay
ments on the externa! debt were still a heavy drain on available 
cxchange. lia Third, the attempt to cover outstanding trade debts 
itself consumed exchange resources. As a result, the country once 
again fell behind in meeting its trade-payment obligations. Thus, 
n�w agreements to cover outstanding debts were necessary in 1935. 
Repayments were scheduled to last until 1939. 04 

Despite the unfavorable train of events, the trcnd toward 
greater liberalization of the market became more pronounced in 
1934. lnitially, banks were authorized to operate in the free market 
with exchange receipts generated from nonexport sources. u Behind 
the liberalization was the intent to channel toward this type of 
operation the exchange resources that up to then had flowed to 
the black market. Throughout, the Banco do Brasil maintained its 
monopoly on the purcbase of export receipts and entirely supplied 
the exchange necessary for essential imports. 

Later, the earnings of nontraditional exports ( except scrap 
iron) were channeled into the free market. Soon thereafter, by a 
resolution approved by the federal foreign trade council on 10 
September 1934, exchange freedom was established for ali exports 
except coffee. 00 The Banco do Brasil established an official ex
change rate of 155 francs per bag of coffee exported. This figure 
corresponded to about 83% of the value per bag. Exporters were 
then able to negotiate the remaining 17%, ar approximately 31 
francs per bag, at the more ndvantageous free-market rates. ln 
regard to imports, the Banco do Brasil assumed the obligation to 
provide the foreign exchange necessary for 60i of total imports. 

ln February 1935, the exchange policy was modified by the 
creation of a free markct with a volume of operations greater than 
that of the official market. A resolution of the foreign-trade 
council, on February 11, henceforth required the sale, at the 
official rate of exchange, of 35% of export eamings to the Banco 
do Brasi1. This exchange quota was earmarked exclusively for ser
vicing the externa! debt and paying overdue trade debts. All other 
exchange operntions, including those related to imports, were 

118 After Februnry 1934, the pnyment of tho e.�temnl debt was reorgnnized. By 
Decree 23 829 of Febtuary 5, known as the Oswnldo Aranha Plnn, the pnyments 
were substnntinlly reduced, though from 1934 to 1936 they still demnnded 
nvernge nnnunl runounts nlrnost equal to the trade surplus. 
ª' Banco do Brasil, Relat6rlo, 1935, pp. 14-15. 
ª
11 U. S. Tnriff Commisslon, Economic Controls, p. 17.

H Bnnco da Brasil, Relat6rlo, 1934, p. 13. 

265 



transferrecl to the free market, which was supplied by the remain
ing 65% of export exchange earnings. i;; This arrangement lasted 
until the end of 1937, with some initial flexibility in regard to 
the 35i quota made necessary by the exchange situation of certain 
export products. 69 Exporters of these favored products were per
mitted to take fuller advantage of the higher rates of the frec 
market. 

However, pressure continued to be placed on the exchangc 
market by sustained paymcnt on the externa} debt, when it would 
bave been more sensible to have suspended such payment, and by 
repayment of overdue trade debts. In 1936, government exchange 
purchases amounted to about J?., 15 million ( two times greater 
than the trade-balance surplus). Such purchases were distributed 
as follows: 60 

5:, % 

Service on the Extemnl Debt 7 915 324 52.9 

Payment o! Tro.de Debl.s 6 581 050 44.0 

Federal Expenditures 273 960 1.8 

Import.:ition of Newsprint (50%) 102 233 1.3 

14 ll65 567 100.0 

When the trade-blance surplus was reduced to less than J?., 2 
million in 1937, due to an almost 20% increase in imports the gov
emment was once again forced to decree a monopoly on ali exchange 
operations. Exporters were again obliged to sell all export earn
ings to the Banco do Brasil at the official rate, and requests for 
forcign exchange were acted upon according to the following arder 
of priorities: ( 1) govemment needs; ( 2) importation of merchan
dise and transportation of export products; ( 3) expenses abroad of 
public-service firms; ( 4) remittances of dividends and profits in 
general; ( 5) other remittances. 

ln addition, payments on the externa] debt were suspended for 
two years (1938-1939) and a 3i tax was levied on all exchange 

n Banco do Brasil, Ralat6rio, 1935, p. 15. 

111 Ibld. 

811 Banco do Brasil, Rslatdrio, 1936, pp. 25-26 . 
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transactions. This system lasted until April 1939, when improved 
conditions in the exchange market permitted the completion of pay
ments of accumulated trade debts. The way was then cleared for a 
return to exchange-market freedom. 

C . 2 . 5 - Return to a free exchange market, 1939-1946 

The exchange monopoly lasted until 8 April 1939, when, by Decree 
1 201, freedom in exchange opcrations was almost entirely re
cstablished. 00 Three exchange rates carne into existence: the 
free, official, and special free rates. 01 The first rate, determined 
by market forces, was mainly sustained by exports. Exporters sold 
ali export-exchange earnings to commercial banks, which were 
then obliged to transfer 30lb of such receipts to the Banco do 
Brasil at the official rate. Remaining foreign-exchange earnings 
were set aside to attend to imports, which would also be handled 
at the free rate, albeit after authorization was obtained from the 
Banco do Brasil. Similar authorization was required for all other 
remittances abroad. 

TI1e official rate was administered exclusively by the Banco do 
Brasil. Foreign exchange negotiated in the official market was 
primarily destined for government needs. The special free rate was 
principally designed for nontrade operations, such as tourism and 
travei abroad. 

ln 1939, the 3% tax on exchange transactions created in 1937 
( subsequently raised to 6% for nonimport transactions) was changed 
to 5% for ali types of exchange operations, including those relating 
to govemment needs. 

Except for a short period in 1939-1949, when the fall in the 
price of coffee together with the wartime Joss of some of the 
principal European markets combined to reduce Brazilian export 
earnings, Inrge srnpluses in the trade balance were uchieved 
throughout the war. This made it possible to partially resume pay
ment of the externai debt. 

ln fact, the accumulation of reserves that took place due to 
the restrictions on externai supply could have justified not only 
exchange stabilization, but appreciation of the exchange rate as 

60 Banco do Brasil, Relatórlo, 1989, p. 16.
11 U. S. Tllliff ColllJJlÍssion, Economic Control.r, p. 19.
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weU. Such a move, however, was judged politically and economically 
inopportune during the war. 02

· This -system lasted until the beginning of 1947. Although the
return to exchange freedorn had come about during the war, the war 
itself exerted contrais. Necessary restrictions repressed the demand 
for imports and remittances. But witlún a few months after the 
war, imports and remittances had consumed all the reserves ac
cumulated over severa! years. The resurgent demand led to the 
reinstatement of exchange contrais and quantitative restrictions on 
i?1ports. oa 

02 uApprecfalion of the cruzeiro, which could have relleved thc internai 
inflàtionary pressure, was considcred neither pro.ctical nor advantageous for 
a number of reasons, such ns the desire to coopernte with the Allied war 
cffort by stabilizing the prices of strategic goods and items important to the 
cost of living. Othcr foctors for resisting the move included the convenience 
of pennitting exporters lo earn reasonable profits to offset thc losses of the 
depression years, and the dangcr that an appreciation would have to be 
followed by a more drastic devalualion in the postwar period, when accumulated 
excess demand would be satisficd by imporls." Comissão Mista Brasil-Estados 
Unidos, RelDt6rio Geral (Rio de Janeiro, 1954), 1: ll6. 
03 The study of postwar exchange policy is beyond the scope of this work. 
The topic is treated extensivcly by M. H. Simonsen. Os Controles de PreçoJ 
na Economia Brasileira (Rio de Joneiro: CONSULTEC, 1961), ond D. L. 
Huddle, "Balanço de Pagamentos e Controle de Câmbio no Brasil: Diretrizes 
Pollticas e Histórfa, 1948-1954," Revista • Bra8llelra de Economia 18 ( March
1964): 5-40. 
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D 

The evolution of the externai deht 

D. 1 - Introduction

Recourse to foreign loans has a long history in Brazil. All leveis 
of governrnent, as well as private firms, frequently used foreign 
capital for public-works projects, such as the construction of ports 
and railrnads. Liberal borrowing abroad undermined any ratiónal 
policy to use external credit for purposes of economic development. 
It was previously the practice of the federal government to cover 
budget deficits by means of foreign loans. Although it may be argued 
that such revenues were useful in the construction of railroads, th� 
railroads were largely inefficient since the government guaral'.lteed 
a rate of return on the capital used. With a guaranteed annual 
incarne, füms becarne unconcerned with choosing economical lin�s 
in operational terms, and were content to build tines that involved 
the lowest construction costs. 

Beyond this, service on the externai debt was almost never 
paid out of the country's foreign-exchange earnings. Indeed, since 
interest payrnents ao the debt frequently exceeded the curtent ba�
lance-of-trade surplus, new Iaans had to be obtained ta meet pay
ments. Mature issues were paid with the proceeds af new band 
brues. 

Agreements for consolidating the externai debt are notable 
examples of this palicy of growing indebtedness. Such agreements, 
signed in 1898, 1914, and 1931 and always preceded by grave crises 
in the exchange market, actually served to constantly increase the 
externai debt through repayrnent of old Joans nnd accumulated in
terest via new loans generally involving higher rates of ÍJ:Jterest. 
It was only after completing the third agreement ( in early 1984) 
that the country began to realize the errors committed up ,until 
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then, thereafter changing its policy in relation to the externai debt. 
From 1934 on, the country began to repay its externai debt without 
recourse to new loans, though payments were limited by the sur
pluses recorded in the trade balance. Thus, repayments were 
suspended at the time of the exchange crisis of the late 1930s and 
were taken up again during the war, when huge surpluses appeared 
in the trade balance. 

This lack of a rational policy in the use of foreign credit up 
to 1934 resulted in the debt service becoming a heavy burden on 
the balance of payments. During the Empire, from 1822 to the end 
of 1889, foreign-debt service consumed almost one-and-a-half times 
the entire balance-of-trade surplus recorded over the period . 1 ln 
the years of the Republic, from 1890 to 1933, almost 75% of the trade 
surpluses were used in repayment of the external debt. Between 1934 
and 1945, this percentage was reduced to 40%. ln relation to public 
spending, on the other hand, the burden of the externai debt reached 
21i in 1923 and 30% in 1931 (see Statistical Appendix, table 115). 

But the most damaging aspect of the policy of exaggerated and 
onerous loans is evident in the following data: between 182.� and 
1899, the country received J!, 69 million in the form of new loans. 
During the sarne time, it paid amortization, interest, and commissions 
in the amount of J!, 72 . 7 million and it still owed another J!, 31.1 
million at the end of the period. The situation worsened during the 
first Republican period: between 1890 and 1931 the country re
ceived new loans in the amount of I!, 343 mil1ion. Although � 
365 .4 million was pai d back, total debt still increased by I!, 245 . 9 
million. This snowballing externai indebtedness was only halted in 
tbe 1930s: between 1932 and 1945 no externai loans were arranged. 
At the sarne time, � 97 . 4 million was paid back and the debt was 
reduced by J!, 100. 6 million . 2 

1 The data relative to the externa) dcbt are from the Ministério da Fazenda 
(MF), Finança., do B,a,ll, 20 vais. (Rio de Janeiro: Tipografia do Jornal do 
Comércio, Rodrigues & Cia., 1955), vol. 19: Dtvlda Ertcrna, 1824-1945, by 
V. F. Bouças. Those on the balance of trade are from the Instituto Brasileiro 
de Geografia e Estatística ( IBGE), Anuário Estatístico do Brasil, 1939-1940, 
pp. 1 358-59 , 
2 Tbe fact that the debt was reduced by an amount greater than that paid 
in amorti7.ation and interest is explained by the fact that after 1944 th11 
externai debt wu pald according to the guidelines proposed in Decree-Law 
8 OIQ of 23 November IQ43. Thls piece of legislation offered creditors two 
alternatlves: by the flrst, lnterest was reduced while the nominal principal 
was maintained; by the second, the government proposed to reduce the nominal 
principal by a dlscounted advance payment nnd agreed to pay a slightly higher 
rate of interest than under the first altematlve. The second altemative WII! 

accepted by the e:11temal debt creditors. MF, Dívida Ertema do Bralll: O 
Plano Souza Cada ( Rio de Janeiro: Imprensa Nacional, IQ43) . 
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It was during the first Republican period, therefore, that the 
greatest indebtedness was incurred; it is this period which wil now be 
analyzed. 

D. 2 - Externai indebteclness, 1890-1933

Growing indebtedness abroad was characteristic of the period 1890-
1933. Externai Ionns were contracted in excessive number under 
onerous conditions and almost always without consideration of the 
objective of economic clevelopment. Debts were frequently paid by 
means of new loans contrncted for the purpose. Three rescheduling 
agreements were necessary during the years of Republican rule. Each 
agreement resulted in the floating of a new bond issue in arder to 
pay amortization anel overdue interest. By 1933, both the volume 
of outstanding debt and the Ievel of interest payments were almost 
10 times higlier than they had been in 1890. Growing national in
solvency made a radical change in debt policy necessary from 
1934 on. 

Upon accession to office in 1890, the Republican government in
herited debt obligations that annually consumed almost the entire 
trade-balance surplus (see table 84). As bad as the situation was, 
it was to become even worse over the course of tbe next seven years. 
Post-1890 financial policy ( a cause of !ater inflation) and constant 
federal budget deficits 3 counted heavily upon foreign credits. By 
1897, externai debt had risen by about 30%. Se�ce and amortízation 
on the debt then absorbed almost 80% of the annual balance-of-trade 
surplus. 

Such a situation was tenable as long as the supply of foreign 
exchange, provided princi_P.ally by trade surpluses nnd new loans, 
was rnaintained at a sufficiently high levei. However, when the 
trade surplus decreased in 1896-1897, largely as a result of the fali 
in coffee prices, an exchange crisis was created that made continued 
payments on the externai debt impossible. It was then, for the first 
time, that a debt-consolidntion agreement was considered. Through 
debt consolidation, or reschedulinl!, present creditors were to be 
repaid by rneans of a new Ioan thnt was to increase the volume 
of outstanding debt and the flow of annual service payments for 
years to come. 

Contracted on 15 June 1898, the first funding Joan determ1ned 
that the interest on all externai debts of the federal government, 
as well as the guaranteed rate of return that the governmeut had 
granted to the railroads, would be pnid between July 1898 and June 

a See chap. S. 
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1901, not in cash, but in new debt titles. • Amortizatioru were 
suspended, until 1 July 1911, not only on the funding itself, but also 
on ali loans included in the consolidation. 6 However, in cxchange 
for agrecing to the conditions of the loan, foreign bankers practicaJ
ly demanded contrai over the economy of the country. 1n addition 
to demanding a lien on the revenues from all the customs houses in 
the country and prohibiting all new externai and interna} loans, or 
even the guaranteeing of new Joans, until June 1901, the foreign 
creditors required the federal government to withdraw from the 
money stock paper notes in the amount of the Joan titles at an 
exchange rate of 18 pence per mil-réis. To this end, the govem
ment, beginning in 1899, agreed to make deposits in three specified 
foreign banks during a three-year period. The deposits collected 
were to be burned, ar, if the rate of exchange became "favorable", 
to be used in London to purchase bonds in favor of the financial 
agents of the creditors. The bonds would then be "transferred to 
the credit of a fund earmarked for the future payment, in gold, of 
the accumulated interest on the loans and warrants of the rail
roads". 0 

While the domestic economy must have been rocked by the 
deflationary effects of the decrease in the money stock, the funding 
Joan and subsequent events proved a healthy tonic for the balance 
of payments. 7 Other helpful policy measures adopted at the sarne 
time included a new duty, the "gold-quota" applied to existing 
duties, and, despite the demand imposed by the foreign bankers in 
the 1898 agreement, the negotiation of a new loan with guaranteed 
interest for the purpose of expropriating several railroads. 8 

With the balance-of-trade surplus steadily increasing until 1912 
( see graph 26 and table 84), the govemmental authorities were no 
longer overly concerned about payments on the externai debt. With 
thc breathing spell provided by the favorable externai develop
ments, activity intensified on a series of public-works projects which 
were largely financed from abroad. Thus, numerous foreign loans 

� V. F. Bouças, Histdrla da Dívida Externa, 2d. (Ria de Janeiro: Edições 
Financeiras, S.A., 1950), pp. 160-64. 
B The amortization was later accomplished ahead of time. MF, Finança., dn 
Brasil, 19: 197 . 

e Law 581 of 20 July 1899. 
T T11is is not the place to analyze the economic comequences of the deflation 
po�cy (see chap. 3). 
1 It was argued at the time that such exproprlatlons were hannful to the 
economy of the country, lnsofar as the annual burden represented by the 
interest on the guarantee was less than the interest on the debt conb:acted to 
finance the expropriations. L. R. Vieira Souto, O Ollimo Relal6rio da Fazenda 
(Rio de Janeiro: L. Maldma Júnior, 1902), pp. 86-88. 
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were contracted between 1901 and 1912 for the purpose of building 
!ailroads, improving ports in Rio de Janeiro, Recife, Paranaguá, etc.
To an extent, these projects coincided with the first coffee-price
support plan (adopted in 1906), which obliged the coffee-producing 
states to contract huge foreign loans. As a result, even while the 
agreements related to the first debt-consolidation plan were being 
carried out, the outstanding externai debt tripled between 1898 and 
1910. And the internai economic benefits were not always sufficient 
to justify the rapidly increasing inclebtedness. 

Not only did the government policy of guaranteeing a rate of 
retum damage the efficiency of the railroads, but the rail lines 
themselves were not always economically viable. Spurs were fre
quently constructed in isolated regions with little traffic in terms 
of freight or passengers. 0 With regard to port improvents, since the 
work was financed by a specific tax ( the gold-tax) on imports, 
the ports undergoing improvements became less competitive and 
suffered a decline in irnportance. For example, a large part of the 
irnports originally destined for the port of Rio de Janeiro were 
rerouted to Santos in the state of São Paulo. 

When the moratorium associated with the first rescheduling 
agreement expired in 1911, full-scale payment of the external debt 
was resumed. Total debt had, however, grown enormously as a re
sult of thc loans contracted in 1910. The situation became calamitous 
in 1913-1914 with the drop in the international prices of Brazilian 
export products and the European crisis that was to degenerate 
into World War I. Trade-balance surpluses were drastically reduced 
with a resulting defict in 1913. The outbreak of war in July 1914 
spelled an end to capital inflows, and further debt rernittances became 
impossible. The solution adopted was one characteristic of the period: 
the negotiation of a new agreement for the consolidation of the 
debt. 

By the terms of the second funding Joan, signed on 9 October 
1914, the country received J?, 14. 5 million to be issued in bonds 
for thc payment of interest on forcign loans that were due or set 
to fall due between 1 August 1914 and 31 July 1917. Exceptions 
were the loans connected with the first rescheduling and those con
tracted in 1903 for the improvement of the port of Rio de Janeiro . 10 

Service on these loans would continue to be paid in gold. Amortiza-

o Since the railroad was pmctically the only means of transportation to the 
interior of the couo!Iy at the time, coostruction of rail lines in sparsely settled 
regions was justified from the standpoint of integration of the natinnal terrltory, 
but ít came at a high social cost. 
10 MF, Flnançaa do BraalZ. 19: 246. 
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tion of ali loans, with the exception of the consolidation Joan, was 
suspended for a period of 13 years. 

Throughout the period of the new agreement, annual debt-re
lated expenses were reduced and the annual average of new loans 
was cut in bali ( table 84). Moreover, excellent trade conditions, due 
to the two coffee-price-support plans of 1917 and 1922, provided 
a sufficiently large average trade-balance surplus to permit the pay
ment of services related to the debt during the period as a whole. 

ln the six years subsequent to the signing of the agreement, 
no new inflow of loans was recorded. Moreover, the war-relatcd 
expansion of exports (with an especially high increase in 1919) 
permitted uninterrupted payment of the debt until at least 1920 by 
means of foreign-exchange earnings. Graph 26 shows how the 
volume of externai debt fell steadily from 1916 to 1918. 

The great demand for imports, which had been repressed during 
the war, wiped out these favorable trends and causeà a balance-of
trade deficit again in 1920-1921. Despite the large surplus of 1919, 
it was once again necessary to look for externa] loans . 11 ln 1921, a 
large Joan was arranged to finance public works in the Northeast 
and to back up obligations of the treasury . 1

!! To this Ioan werc 
added the loans of 1922 for the coffee-price subsidies and the 
construction of railroads, so that the new loans totaled alrnost J?, 
38 million and increased the externa] debt and debt-service obli
gations by 25%. From 1922 to 1926, no new loans were recorded. 
With the exchange market stabilized by specific measures 13 and witb 
the trade balance once again in surplus, the volume of the out
standing debt was reduced. albeit only slightly (see graph 26). 

Expenses related to the uprisings of 1924 had burdened the 
federal budget, and the deficit worsened considerably in 1926. ln 
an effort to alleviate the budgetary strain of the internai debt, the 
government arranged a $ 60 million loan in tbe United States. At 
the end of 1926, a monetary reform was decreed. The effectiveness 
of the reform rel:ied heavily upon new and burdensome externai 
loans. 

Thus, by the end of the execution period of the second con
solidation agreement, the externa] debt had increased by slightly 
more than 302i. After 1927 the situation grew progressively more 
complicated. Debt-service paymcnts were resumed, but they were 

11 The surplus was in lo.rge part uscd to cover overdue obligations on private 
foreign capital. Jornal do Com1hcio, Retro1pecto Comercial, 1920, pp. 2.3-25. 
12 MF, Flnonça.t do Brasil, 19: 272.
ia See app. C, "Foreign Trade and Forelirn Exchange Policy." 
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more burdensome because of the monetary-reform loans. The coming 
of the Great Depression foretold a decline in the average balance
of-trade swplus and the virtual cessation of private capital inflows 
after 19 29. It therefore became more and more difficult for tbe 
government to fulfill its obligations abroad. Whcn in 1930 the ex
change rate passed beyond the stabilization limits, approximately 
I?. 30 million in gold deposited in the Caixa de Estabilização and 
in the Banco do Brasil 1'8pidly disappeared . 14 The exchangc and 
monetary crisis that resulted in 1931 prevented the government from 
continuing payrnents and made a new consolidation agreement ne
cessary. 

Thus, the three years of monetary reform witnessed new loans 
in the amount of 2, 74. 8 million and debt repayments of J!, 75.5 
million, but, more significantly, an increase in the volume of out
standing debt of more than .E 55. 7 million. By mid-1981, the 
government was finding it difficult to make payments on the ex
ternai debt due to the shortage of exchange . 16 ln August, amortiza
tion payments on some loans were suspended,16 and in September 
negotiations began for a third rescheduiing agreement. 17 After sur
mounting initial difficulties resulting from creditar demands, the 
consolidation was authorized by Decree 21 113 of 2 March 198 2. 
By the agreement, the country issued bonds in tl1e amount of J!, 
18. 4 million and use d the revenues to pay "'the interest on federal
loans already due or falling due between October 1931 and October
1934, the interest on loans in French francs due before October
1931 and not yet paid, and some of the principal of these overdue
loans" . 18 

The third consolidation agreement was carried out in the midst 
of the worldwide Depression . 10 During these difficult years, Brazil 
received capital inflows of I?, 18 .4 million while paying out J!, 
42. 4 million, thereby financing a net capital outflow of .i!. 24 mil
lion with its own resources. Nonetheless, it was unable to reduce
the volume of outstanding externai debt (see table 84).

This was the last agreement by which overdue interest was 
paid by means of new ínterest-bearing issues . Beginning in 1934, 

14 Banco do Brasil, Relatdrlo, 1930, p. 16. 
ia MF, Finança, do Brasil, 19: 298. 
10 F. T. de Souza Reis, A Deprem'lo Comercial e o Funding-Loan ds 1931 
(Rio de Janeiro: Tipografia do Jornal do Comércio, 1934), p. 32. 
11 lbld., p. 83. 
li MF, Finança, do Brasil, 19: 302. 
1D Starting in February 1934. pnyment would be made on a new bnsis in 
accord witli the Oswaldo Aranha Plan, wh.lch will be discussed shortly. 
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payment on the externai debt was finally limited in accord with the 
economic conditions dictated by the balance of payments. . ' 

D. 3 - Externai debt policy, 1934-1945

It was only after 1934 that real progress was made in paying the 
.externai debt. Payment plans carried out during this period man
aged to reduce not only the annual payments burden, but the volume 
of outstanding debt as well by avoidini?; recourse t o  new lo:ms. 
Although it rnay seem paradoxical, this change in the external-debt 
policy was beneficial to the counh·y. It is evident that externa] loans 
comprise a va1id and useful means of fostering economic develop
ment in any country; in fact, externa! finance has played that role 
in many of the countries that are today developed. However, the 
history of the use of foreign credits in Brazil has not been a happy 
one. Hard Ioans and absurd guarantees demanded by creditors have 
constantly increased the debt burden while providing little stimulus 
to economic growth. 

Adopted in 1934, the new strategy for paying the externa] debt 
was dictated by the prior budgetary difficulties of the federal 
government. A severe drought in the Northeast and a revolutionary 
movement in São Paulo in July 1932 had required heavy federal 
outlays. The new policy - the result of studies into the foreign-pay
ments problem - was written into Decree-Law 23 829 of 5 February 
1934 and known as the "Oswaldo Aranha Plan". The plan of Min
ister Aranha set down the guidelines upon which debt-service pay
ments would be carried out from 1 April 1934 to 31 March 1938. 20 

ln the decree, the government revealed its determination to 
avoid recourse to the suicida} policy of funding loans for the pur
pose of debt consolidation. This plan led to "a virtual reduction of 
capital outflows through the reduction, in real terms, of interest 
paid". 21 The consequent savings in foreign exchange was significant. 
1n addition, ali amortization on overdue state and municipal obli
gations was delayed until the paper fell due ( i .  e ., delayed for 
a period of 20 to 25 years) without payment of accumulated in
terest. 

Throughout the period the Oswaldo Aranha Plan was in effect, 
the entire balance-of-trade surplus was used in payment of the ex
terna} debt. The average annual surplus was sufficient to cover these 
payments from 1934 to 1936. However, when the trade surplus 

20 Bouças, p. 351. 
::!1 Jbid., pp. 351-56. 
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was reduced to less than � 2 million at the end of 1937, the govern
mcnt was unable to continue remittances for the payment of the 
externai debt. Rcmittances were accordingly suspended after 20 
November 1937. 22 

Payments on the externai debt were resumed only in March 
1940, but Brazil had been involved in negotiations regarding the pay
ments since July 1939. Despite the small deficit in the trade balance 
in 1940, moderate private capital inflO\,vs 23 permitted the resump
tion of payments, which were carried out in accordance with De
cree-Law 2 085 of 8 March 1940. By the decree, the basic 
provisions of the Oswaldo Aranha Plan were reactivatcd for four 
years, though the payments envisioned in tlle earner plan were 
generally reduced by about 50$. 

Repayment of the externai debt on the basis of Decree-Law 
2 085 was to have continued until 31 March 1944, but favorable 
trade conditions and a consequent accumulation of foreign exchnnge 
stimulated debate about a shorter period of repayment in the na
tional interest. 24 Studies culminated in Decree-Law 6 019 of 23 
November 1943, J...-nown as the Souza Costa Plan. 

The principal characteristic of tbis plan was its declaration of 
a permanent reduction in interest payments. Two altematives were 
offered to bondholders. 25 The first, called alternative A, maintained 
the original value of the bond, but reduced the effective interest 
rate to an average of 2.49%. Under alternative B, the outstanding 
capital would become the responsibility of the federal government, 
and its nominal value would be immediately reduced by about 37i. 
The reduction would take place through the early payment of an 
amount equivalent to 11% of the original face value. However, the 
effective interest rate, having been standardized at 3 .  751, was a 
little higher than that of alternative A. 

Under the Souza Costa Plan, the volume of outstanding externa] 
debt was reduced substantially in 1944-1945, and continued high 
average annual balance-of-trade surpluses ( about � 38 million) 
made it relatively easy to maintain payments of about � 15 million 
per year (see table 85). 

Hence, the new policies of Aranha and Souza Costa managed 
to reduce the net foreign indebtedness by � 91.1 million ( about 
one-third of the outstanding debt in 1934) through outlays of only 
I!., 75. 5 million without recourse to additional foreign financing. 

22 MF, Flnança8 do Brasil, 19: SIS. 
!!3 Banco do Brasil, Relat6rio, 1Q40, p. 27. 
24 A. Souza Costa, Quul688 Flnancelr<U (Rlo de Janeiro: Tipografia do 
Jornal do Comárcio, 1945), p. 9. 
:!li MF, Dívida E2:tema do Brtull, pp. 24-25. 

279 



l'
er

iod
 

T
a
b

le
 

8
5

 

B
ra

zi
l:
 

T
ra

de
 

B
al

ance
 

a
nd

 
E

x
te

m
al

 
D

eb
t,
 

19
34-

19
45

 

(V
al

u
es

 
in

 
I!.,

 
M

il
li

on
) 

T
ra

d
G-

B
nl

an
 ce

 
S

urp
lus

 

E
xt

ern
ai

 D
cb

t 
(2

) 

(1
) 

N
ow

 Lo
n.n

s 
P

ay
m

en
ts

 
O

u
t.s

ts
n

d
in

g
 B

nl
nn

ce
• 

19
34

-1
93

7 

19
40

-1
04

3 

19
44

-1
04

5
 

T
otn

l 
A

nn
uoJ

 A
v

er
ng

a 

T
ota

l 
A

n
nu

nl
 A

v
era

go
 

T
otn.

l 
An

nu
nl

 A
vc

m
ge

 

26
.3

 
( 

6
.6

) 

81
.6

 
(2

0.
 4

) 

76
.5

 
(3

8
.2

) 

31
.1

 
( 

7 
. 8

) 

15
.0

 
( 

3.
 7

) 

2
9.

5
 

(1
4.

 8)
 

2'
13

. 7
 

22
7.

3 

17
6

.4
 

P
er

io
d

 o
f 

th
e 

O
sw

al
d

o 
A

ra
nh

a 
P

ln
n 

P
er

io
d

 
of

 
th

e 
S

ou
zn

. 
C

os
ta

 P
la

n
 

So
ur

ces
: 

(1
) 

P
ri

m
ary

 d
nt

a 
ír

om
 M

F
/S

E
E

F
, 

pr
es

cn
te

d
 i

n
 m

il
-r

éi
.1 

an
d 

co
n

v
cr

te
d

 i
n

to
 p

ol
m

d
s 

st
er

lin
g 

at
 t

h
o 

an
n

u
al

 a
ve

ra
g

e 
e."t

ch
ao

ge
 ra

te
 o

f 
th

o 
R

io
 d

e 
Jn

nc
ir

o 
S

to
ck

 E
xc

ha
ng

e 
(C

im..o.
rn

 S
in

d
ica

l 
do

s 
C

or
ro

to
res

 9
11. 

B
ol

sa
 d

e 
V

al
or

es
 d

o 
R

io
 

d
e 

J
an

ei
ro

), 
as

 g
iv

cn
 i

n 
IB

G
E

, 
N

úm
er

os
 l

nd
i�

s 
dn

s 
P

re
ço

s 
li! 

Q
oo

nl
idades

 d
o

 C
om

l
rcit,

 E
:rt

ll!ri
or

 e
 d

e
 C

abo
ta

ge
m

, 
Es


tu

d
os

 d
e 

Es
tn

ili
ti

ca
 T

eó
ri

ca
 e

 A
p

lic
ad

a 
(R

io
 d

e 
J

nn
ei

ro
, 

19
51

).
 

(2
)

MF
, 

D
lu

ida
 E

zú
rna

, 
18

24
-1

94
6

, 
p

. 
5

80
, 

ch
ar

t 
3.

 
•

A
t 

th
e 

en
d

 o
f 

th
e 

las
t 

y
ea

r 
in

 ea
ch

 p
er

io
d

. 



E 

The protection of industry 

E.l - Introduction 

From the early days of the Republic, the government employed 
various instruments to protect Brazilian industry. It should be point
ed out, however, that protection was provided in a nonsystematic 
fashion and frequently without any idea of its effects. At other 
times, policies adopted for other reasons had protective effects. 
Such was the case, for example, with the frequent exchange-rates 
depreciations which sought to increase the balance-of-trade surplus 
in arder to facilitate debt servicing, but at the sarne time main
tained the incarne of the export sector provided some protection 
to domestic manufacturers by increasing the price of imported 
manufactures. A similar case is that of the policy of exchange 
restrictions carried out in the 1930s. As already seen this policy 
had a great protectionist impact on Brazilian industry, though its 
basic objectives were to protect the balance of payments against. 
the fali in the prices of export products and to permit externai debt 
servicing. Custorn's duties themselves, despite their protectionist 
effect, were by de�ign an instrument of tax policy. 

ln addition to the forms of protection mentioned above, the ones 
tbat were most used were bank loans, exemptions from customs and 
sales taxes, preferential shipping rates, etc. 

Until the mid-1930s, tbese diverse forms of protection were 
applied in an uncoordenated way through various institutions. Then, 
with the creation of the Conselho Federal do Comércio Exterior 
( federal foreign-trade council) in 1934, the government began -to 
assist the industrial sector in n more effective manner, and began 
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to take into account the relationship between aiding domestic in
dustry and resolving trade problems. 1 

The foundation of the agricultura! and industrial credit depart
ment (CREAI) of the Banco do Brasil in 1937 permitted the govem
ment to fund the formation of new basic industries such as pulp and 
paper, alurninium, steel ( using coai), etc. ln general, CREAI began 
to carry out the functions of an industrial development bank. It 
made loans for the purchase of machinery and equipment, initially 
for five-year periods (later increased to 10 years ), and at low rates 
of interest. 

E. 2 - Customs duties

The first Republican government was concemed with using 
tariffs to protect existing industries, in part because of the protec
tionist ideas then prevalent in the United States and Germany, and 
in part because of the desire to create a new class that would oppose 
the return of the monarchy. It should be remembered, however, that 
as a rule the tariffs were not essentially protectionist,2 despite their 
being high and at times even exorbitant. Their primary purpose, 
rather was the collection of import duties, which were always the 
principal source of federal revenue. Furthermore, the Brazilian 
tariffs were specific, and thus required frequent revision. 

The first tariff of the Republic, due to Ruy Barbosa, reflected 
the concern to expand revenues from duties, while at the sarne time 
granting moderate protection to existing indutries. 3 It was after 
1900, with the so-called Murtinho Tariff that tariffs began to re
present an important protective barrier. This was due not to any 
change in the tariff rates,4 but to the increase in the gold-quota 
�om 15% to 25% of import duties. The gold-quota had been re-

1 Conselho Federal de Comércio Exterior, Dez Anos de Atividada, 1934-
1944 (Rio de Janeiro: Imprensa Nacional, 1944). 
2 A protectionist tariff is understood to bc one that favors finished products 
manufactured in the country by means of higher tariffs on similar imports. 
At the sarne time, such a tariff charges lower rates on raw materinls thnt 
must be imported and hlgher rates on those that the country produces. ln 
the first sta11:e of development, protection Is given to consumer goods, witb 
only low tariffs being applled to capital goods and raw materiais not produced 
fn tbe country. ln the second stage, capital goods are tued more, B.9 are 
raw materiais of whlch local production is desired. 
a N. V. Luz, A Luta pela 1ndU8trlallzaçíJo do B,asll (São Paulo: Difusão 
Européia, 1960), p. 160. 
4 "Rate" bere means the ratio between the amount of the specific tariff and 
the offlcial mínimum value given to the imported merchandise. 



established in 1898 after the Prudente de Morais govemment con
tracted the first funding loan. 

Changing part of the customs taxes in gold foreign exchange 
provided some elasticity in the Brazilian tariffs, and helped combat 
the problem of falis in custam revenues due to depreciation of 
the currency. The principal objective in charging the gold-quota was 
to cape with externai debt servicing. At the sarne time, though, this 
implied an increase in the price of imports, affording an additional 
degree of protection to industries. 

The examples in table 86 illustrate how certain Brazilian tariffs 
carne to be exorbitant. Calculating tariffs by applying the fixed 
rate to the official values of foreign merchandise ( which were much 
higher than the market values) resulted in nominal rates of 50 to 
601 producing effective rates of more than 2001 in some cases. To 
this is added the fact that the part of the duties paid in gold was 
figured not by the going exchange rate, but according to the par 
rate ( which in 1913 was 15 mil-réis per pound sterling while the 
market rate was only 8. 89 mil-réis). This difference of 6 .11 mil-réi.s
( 68. 7% of $8. 89) was the so-called gol d premi um. 
Sarne tariffs, despite being high, furnished weak protection. The cot
ton and woolen industries provide examples. ln these cases, weaving 
was protected, but not spinning operations, even after the Jatter 
were established in the country . 15 This reveals much about the Jack 
of development considerations in setting tariffs. Wbile low tariffs 
on thread were at first necessary in arder to ensure national weavers 
an adequate supply, tariffs were not raised on thread when domestic 
spinners began operations. Both cotton and wool were raw materials 
produced in Brazil, justifying in principie the organization of spin
ning in the country. 

After 1903, import duties were annually modified through the 
bílis that approved the budget. Frequently, changes were motivated 
by pressures from industrial groups, principally those of lhe textile 
industry, and always with the object of helping some special in
terest. ln 1934, a reform was enacted which substantially simplified 
the system and increased the number of items subject to tariffs 
from 827 to 1 897. ln addition, the refonn did away with duties 
charged in gold ànd established general and minimum duties ( the 
latter being 201 lower than the fonner). Nevertheless, the majority 
of the tariffs remained specific. 

1 O. P. Nogueira, Em Tomo da Tarifa Aduaneira., (Slo Paulo: Editora do
CIFT, 1931), pp. 7-18. 
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E. 3 - Exchange depreciation

1t was argued above that, since the frequent deprecialions which 
occurred after the proclamation of the Republic served to raise 
the prices of imported manufactures,0 they constituted a protec
tionist barrier that was perhaps more important than the changes. 
in tariff rates. 1t is also true, however, that negative impacts were 
.iimultaneously produced, since the prices of raw materials and 
capital goods for industry, that is, the prices of the inputs for in
dustrial production, also increased. ln the case of the industries 
that basically processed Brazilian raw materiais - that is, those which 
were less dependent upon imports ( except in regard to capital 
goods or replacement parts ), of which the textiles, clothing, foot
wear, beverage, and tobacco industries are examples - it appears 
that the growth occurred simultaneously with the depreciation of 
the exchange rate. This is sbown in graph 27 in which the curve 
labeled "Index of Industrial Output" ( covering only the textile, 
clothing, footwear, beverage, and tobacco industries) is shown along 
with a curve describing changes in the rate of excbange for the 
period 1911-1939. 

E.4 Exemption from taxes and reduction 
of transport costs 

Exemption from customs duties for the import of equipment and 
raw materiais was another instrument of industrial promotion used 
from the beginning of the Republic. Industries benefiting from these 
measures included coai, cement, glass, cellulose, beer, sugnr, steel, 
and many others. Although these concessions were often granted to 
specifiq firms rather than to industrial sectors, at times they were 
subsequently extended to the sectors of which the firms were a part.1

lt is worth noting that, in line with the concern to protect na
tional industry, exemption from customs duties was prohibited for 
those products for which there were national "similars".• A "similar" 
was understood not as an identical product, but as .one that could 
serve similar purposes. 1t was only in 1911 that a "regi�ter of simi
lars" was organized. 

0 R. C. Simonsen, A Evolução Industrial do Braril e Outro, Estado, ( Sãq 
Paulo: Cia. Editora Nacional, 1973), p. 34. 

• • • 

1 C. M. Peliiez, "The State, the Great Depression and the Indusbialization 
of Brl!Zil" (Ph.D. dissertation, Columbia University, 1968), p. 79. 
1 Decree-Law 947 of 4 November 1890. 
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The so-called iaw of similars" carne to be applied vigorously 
only in the 1950s, when it served as a powerful instrument of indus
trial protection. Nonetheless, in the 1920s, this law, along with the 
tariff exemption on industrial inputs, appears to have been extremely 
beneficial for foreign industries established in Brazil.0 These indus
tries irnported raw materials, semifinished products, ar unassembled 
manufactured goods from Europe. Consequently, when foreign
owned industries pressured for higher duties on irnported products 
with national similars, they were seeking not temporary protection, 
but a constant increase in the prices of their products in the internai 
market. This was possible because with each increase in the duties on 
foreign-made products the prices of domestic products could be 
raised proportionally. 

With regru·d to exemptions from the sales tax and the reduction 
of transport rates on federal railroads, such benefits were granted 
for the first time in 1910 as incentives to the development of the 
nnscent steel industry.10 Nevertl1eless, nane of the projects contem
plated were carried out. Actual results wcre only obtained in 1922 
with a contract between the federal govemment and the Usina Quei
roz Júnior, the first producer of pig iron in the country. To stimulate 
the expansion of the mill, the government exempted the firm from 
customs duties on irnported machinery and from all federal taxes 
on the production of pig iron and the mining of iron ore. At the sarne 
time, the company obtained reduced freight charges on ali the means 
of transportation owned by the federal govemrnent11 

Identical incentives were granted to the cement indwtry through 
legislation enacted in 1924.12 

E.5 - Loans

Federal loans to industry date baclc to the first days of the Republic. 
As early as 1892, the Floriano Peixoto administration authorized the 
Bancá do Brasil to aid industries adversely nffected by the stoclc-mar
ket crisis. This aid was to be financed through the issue of 100 
thousand contos de réis in registered bonds, offered in denominations 
of 200 mil-réis to one conto. Tbose bonds paid 41 nominal interest 

o F. C. B. Nunes and J. R. Silva, Tarifa das Al/dndegas ( Rio de J811eiro:
Officlnas Alba Grúphicas, 1929-1932), 1: i-iv.

10 Luz, p. IBB.

11 Peláez, pp. 117-18. 
12 Ibld., p. 162. 
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and were to be amortized five years from date of issue in quota3 
previously detemúned by the government.13 

Year 

1935 

1936 

1937 

1938 

1939 

1940 

1941 

1942 

1943 

1944 

1945 

Table 87 

Banco do Brasil: Industrial Loans, 1935-1945 

( 1 000 Contos de Réis) 

Total (%)• CREAI 

159b 

139b 

110 

141 

242 

292 

362 

424 

676 

1 317 

1 377 

19.7 

17.9 

15.6 

15.8 

19.6 

17 .2 

15 .2 

14.7 

20.5 

21.6 

15.6 

18 

59 

54 

237. 

147 

236 

142 

157 

Source: Banco do Brasil, Rclat6rio, 1938-1945. 

• Pcrcentage of total of nll lonns to the privnte sector, which, accordiog 
to the classilica.tion used, covcrs the following sub.1cctors: 

(a) agricult1m:, forcstry, and mining 

(b) tho manufacturing industries 

(e) tho construction industry 

(d) the trnnsport industry 

( e) commerce 

( f) misccllancous

b Includes the construction induetry. 

ln the 1920s, the government granted loans to the steel industry 
in order to promete its development. The Queiroz Júnior and Belga
Mineira mills received loans in the amounts of 1.5 and 1.8 thousanà 
contos de réis, respectively.14 

13 Luz, pp. 170-71. 
14 Peláez, pp. 118-19. Luz, p. 190, fn. 116, cites as other firms that might 
have received loens from the federal govemment the .Anglo-Brazilien Iron 
and Steel Syndicate Ltd., Cia. Siderúrgico Mineira; Cia. Carbonífero Rio 
Grandense; Cia. Norte Paulista do Combu stlvels; and the Cia. Elctro-Metalúrgica 
Brasileira. 
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Global and systematic data on federal loans to industry are only 
available for the period after 1935. Moreover, it was only with the 
creation of CREAI in 1937 that the federal goven;iment began to 
supply mediam- and long-term credit for the purchase of machinery 
and equipment. 

The data in table E. 2 reflect the orientation of the government 
after 1935, when it became concerned with financing new basic in
dustries such as pulp and paper, aluminum, and the steel mill at Volta 
Redonda, the construction of which had been aided by a $45 million 
Joan from the U.S. Export-Import Bank. 
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F 

lndustry in the state of São Paulo 

F. 1 - Introduction

Two factors were decisive in making the state of São Paulo the fore
most indusbial center in Brazil as of the twenties and in enabling 
it to solidify its position as such following the Great Depression. First, 
the inflow of Europeans, in great part the outcome of an adept immi
gration and colonization policy, 1 led to the appearance of a varied 
entrepreneurial class2 and the creation of a skilled labor force that 
was large relative to that in the rest of the country. Skilled foreign 
workers carne to hold many of the most important production posi
tions in industry.3 Second, the state took advantage of its energy 

1 According to data provided by the Serviço de Imigração e Colonização, 
2. 7 million immigrants entered the state of Sio Paulo between 1885 and 1939.
Of these, 851 carne between 1885 and 1914. lmmigration halted during the
war, then regaioed impetus in 1920 -1930. The majority .of the immigrants
were initially ltalian, Portuguese or Spanish, aod ]ater ( maioly hetweeo 1925
and 1939) Japaoese. Instituto Brasileiro de Geografia e Estatística (IBGE),
Anuário Estat!stico do Brasil, 1939-1940 , pp. 1307-8.
2 ln 1933, 451 of the factories io São Paulo were owned by 'Eoreigoers. These 
factories accouoted for 27. 41 of the capital invested in industry, 25. SI of 
industrial employment, and 28. 41 of the total value of productioo. By March 
1940-November 1941, 34.fll of the partners io São Paulo iodustry were ot 
foreign origin aod were responsible for 48. 81 of the iovested capital. Secretaria 
de Agricultura, Indústria e Comércio de Sio Paulo, Diretoria de Estatlstica, 
Indústria e Comércio (SAICSP/DEIC), Estatlstica Indu.nrlal do Eltado d. 
Silo Paulo, 1933, p. 25; 1938-1939, pp. 374-75. 
• ln 1934, Roberto Simoosen observed the following: '1n my experience a,
an indusbin] engioeer, I have ooted, aod with regrei, that the best-pald
positions, requiring the greatest amount of skill, are geoemlly held by forelgnen.
To the Brazilian worker, due to bis Jack of trainiog, are relegated the heaviest
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(mainly hydraulic) potential, rapidly expanding its capacity and 
extending its ne�work into the interior.4 

These two factors, together witb the abundance of locally-avail
able raw materiais, joined to create the externai economies prerequisite 
to the industrial surge that began in the thirties and soon ranked 
the state as the undisputed industrial center of the nation. Add the 
transportation network left to industry as a legacy of the coffee eco
nomy, a local market reasonably well-developed thanks to foreign 
immigration and interna} migration, and the foreign capital available 
for investment in industry,G and it becomes clear that the state was 
endowed with the conditions necessary to the process of industriali
zation that has continued to the present. 

The ensuing analysis of the industtial development of São Paulo 
takes the above-mentioned factors into account. The division by pe
riod is according to the national and international events which 
affected the Brazilian economy. 

F. 2 - Industry in São Paulo before 1930

The first industrial undertakings in the state of São Paulo date baclc 
to tbe beginning of the Republic, but industrial development truly 
got under way only after the adoption of the bigh tariffs promulgated 
by Decree 3 617 of 19 March 1900. Tbis decree, which had a protec
tionist effect despite its objectives being purely fiscal, stimulated the 
local production of diverse manufactured articles, especially textiles 
and clothing. 

Tbe first industrial census, taken in 1907, showed the state of 
São Paulo as the second most important industrial center in the 

and lowest-paid tasks." "Ensino Técnico em São Paulo," Observador Ecorid
mico e Financeiro, Ano 7, n.0 96 (January 1944): 94. 

Since lhe 1940s, the Organização do Serviço Nacional do Aprendizado 
Indlllitrial (SENAI), following the examp)e of São Paulo, has madc substantial 
contributions to raising the levei of the industrial labor force. 
' Tho installed energy" capacity of lhe state doubled betwecn 1930 and 1945. 
Hydroelectric capacity alone grew 62. Si in the three-year period 1935-1938, 
thus coming to reprcsent 55. 4i of the installed hydroelectric capacily of Brazil. 
ln addition, by 1935 the state distribution network alrendy covered 434 mun!d
plos. The importance of capital from abroad was striking in this sector, for 
two foreign finns accountcd for nearly ali the energy produced • - São Paulo 
Light and Power Co., Ltd. ( Canadian) and Empresas El�tricas Brasileiras 
( American ) . 
11 Between 1932 and 1937, the total amount of capital invcsted in the major 
São Paulo firrns rose llBi. Over the sarne period, the number of workers 
employed increased by 63i. SAICSP/DEIC, Estatística Industrial do Estac!o 
de São Paulo, 1932 and 1937. 
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country, surpassed only by the Distrito Federal. lt then posscssed 
314 industrial establishments and employed 24 thousand workers.0 

That the state was still in an early stage of development could be 
seen in its dependence on imported raw materiais ( cotton, jute, and 
silk thrcad; raw and spun wool; straw for hats, etc.) and imported 
machinery and equipment. The need for imports, however, was not an 
obstacle, given tne country's excellent foreign-trade position. More
over, São Paulo was the main producer of coffee, which was the prin
cipal export. 

Industrial output expanded rapidly, as the data in table 88 attest. 
The production of cotton fabrics, at that time the most impo1tnnt 
industrial activity in the state, as in the country as a whole, quadru
pled between 1900 and 1915. The production of other goods also 
increased, albeit on a lesser scale ( e.g. shoes, hats, and non-cotton 
textiles). 

From 1914-1915 on, diverse factors combined to accelerate the 
pace of industrial production in the state. Among these factors were 
the greater abundance of electrical energy, the expanded market 
provided by railway links with Minas Gerais and the Distrito Fede
ral, and the increased demand of the nations at war for textiles and 
food products such as sugar and canned and refrigerated beef. 

These developments were reflected in the industrial census of 
1920, which showed the state of São Paulo as the principal indus
trial center of the country, with 4.1 thousand industrial establish
ments ( 3.8 thousand had been created between 1907 and 1920), 84 
thousand workers (almost three times the number employed in 1907), 
and 35.21 of the industrial value added in the country.7 

The bulk of production consisted of the output of the traditional 
industries, with textiles, clothing and shoes representing 42.9i of the 
industrial value added of the state. Food, beverages and tobacco 
accounted for an additional 25.41. Table 89 shows that in some ma
nufacturing sectors the value added in São Paulo ( as a percentage of 
the value added nationwide) was significantly higher than the aver
age value added by industry in the state as a wbole (35.2i). 

Some of the country's most importnnt indusbies, such as textile 
and clothing manufacturers, were well represented in São Paulo. 
However, the so-called traditional industries were generally underre
presente� ( i. e. value added ,vas less than the statewide average 

8 Excluding rural industries and sugar plantations. Diretoria Geral de Esta
tlstlca, Censo Industrlal,'1920, p. vi. 
7 Excluding rural indwtries and sugar plantoUons. 
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Table 89 

State of São Paulo: Share in National Value Added by Sector, 1919 

Sector 

Nonmctnllic Minera.Is 
Metallurgy a.nd Electricnl Equipment 
Transport Equipment 
Wood 
Furniture 
Leatber Product.s 
Cbemica.ls, Pha.rma.ceutica.ls, Perfumes, Pa.per, Cardboa.rd, and 

Rubber 
Textiles 
Clothing, Footwea.r and Woven Articles 
Food Product.s, Beverages, a.nd Tobacco 
Printing a.nd Publishing 

% 

54.5 

48.8 
46.0 
17.0 
26.6 
32.2 

55.2 

39.2 
40.9 
28.2 
50.8 

Source: Prima.ry da.tn from Diretoria. Gemi de Esta.tlstica, Cmso lnd'!Uirial do

Brasil, 1920. 

of 35.2%),8 while the basic or dynamic industries were overrepresen
ted. This distribution exercised a powerful influence over the sub
sequent growth of local industry, in view of the externa] economies 
offered by the production of machinery and equipment and of 
basic raw materiais ( metals, nonmetallic minerals such as cement, 
electrical and communications material, and chemical products). 

The surge of industrialization in the state continued until 1923, 
when its pace was slowed by exogenous factors, mainly the revolution
ary movement of 1924 and an electric-energy crisis that lasted until 
1926. 0 Thus, in this latter year, the production of cotton fabrics { ta
ble 88) was only 28% higher than it had been in 1920, and that of 
silk articles 42% higher. Other woven products ( of jute and wool) 
of lesser importance showed higher índices of increased production 
during the sarne period, as did hats (up 8H), shoes (up 621) and 
beer ( up 77%). 

Then, in the mid-twenties, the whole Brazilinn textile industry 
entered a period of crisis, recovering only after 1932, that is, in the 

a An admittedly precaríous indicator wa.s used for industrial concentTotion ln 
the stote of Silo Paulo in 1920. It should be pointed out, moreover, thot the 
quantitativa methods developed by Isa.rd in Methoda of Regional Anal11.ri.t: .An 
Introductlon to Regional Sclence (Cambridge: MIT Press, 1960) could not be 
used due to the questionable nature of the stotistlcal data. 
1 SAICSP/DEIC, �tmLrtlca Indwtrlal do Eltado th Silo Paulo, 1930. 
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depths of the Depression. ln São Paulo, cotton-textile production 
declined 20i between 1926 and 1928, with repercussions on jute fa
brics ( down 13.5!1;) and on the woolen industry, which remained 
practically stagnant. Only the silk industry, which was then gathering 
strength, was left untouched; the output of silk fabrics rase almost 
four-told during these two years. The crisis in the textile industry 
apparently spread to other closely related activities such as the ma
nufacture of clothing and shoes. 

The textile crisis led to a demand on the part of industrialists to 
revise the tariffs on woven products, as well as to prohibit the im
portation of textile machinery on the grounds of overproduction.10 

ln fact, what was actually taking place was that inventaries were 
mounting due to a drop in the demand for domestic products. Even 
so, both measures were adopted by the government - the first in 
1929, 11 aild the second by means of Decree 19 739 of 7 March 1931. 
Nevertheless, the crisis affecting the major industry in the state, as 
well as interrelated industries such as clothing and footwear, would 
not abate until after the Great Depression. 

F. 3 - The Depression of 1929-1933 and its
effects on industry in São Paulo 

lndustry in São Paulo was clearly battered by the abnormal econom• 
ic condilions brought on by the world depression that set in toward 
the end of 1929. There were drops in both the number of factories 
( down 22.2i in 1930 relative to 1928) and the number of workers 
employed ( down 20i) in the sarne period. The physical production 
of the manufacturing industries fell 121 between the two years ( see 
table 90), while the value of production decreased about Hlli ( table 
91). This indicates that there was a decline in the absolute price levei 
of manufactured goods. 

The Depression seems to have had a greater impact on industrial 
activity in São Paulo than in Brazil as a whole. Growth índices for 
São Paulo indicate an annual decline of l.3Z between 1928 and 1932. 
On the other hand, in Brazil as a whole, production leveis were tha 
sarne in 1928 and 1932, with temporary drops being registered only 
in 1929 and 1930. 

1º ln this regard, see C. D'Agostino, "Nova Crise de Tecidos," Observado, 
Econdmlco e Flnanc�!'º• Ano 2, n.0 13 ( February 1937): 2-4-25; "Super
producclio Industrial? Obsercador Econdmlco e Financeiro, Ano 2, n.0 14
(March 1937): 91-103; H. Ferreira Lima, "A Indústria Têxtil no Brasil," 
Observador Econdmlco e Financeiro, Ano 11, n.0 122 (March 1946): 50-66.
11 By Decree 5 650 of 9 January 1929, tarilfs on woven goods and fiben 
were altered . 
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Table 91 

State of São Paulo: General Characteristics of the Manufacturing 
Industries,ª 1928-1932 

1928 1930 1932 

Number of Fnctories 6 923 5 388 6'070 

CapiW Invested (Contos de Réis) 1 101 824 1 477 490 1 589 750 

Number of Workcrs 148 376 119 296 150 808 

Instolled Borscpowcr 171 076 189 499 192 159 

Value of Production (C'ohlos de Réis) 2 216 732 1 864 295 1 944 988 

S:iurce: SAICSP/DETC, Estallstica Industrial do Estado de Sao Paulo, 1928-
1929, 1930, nnd 1932. 

• Excludini: rural indU!ltries (sugar production; men.t and meat bY.-pro
ducl.!; ílour n.nd farinP.; coffce and cotton processing), but including power 
gencmtion n.nd distribution.

The industries_ that were most affected by the Depression, in 
order of importance, were: textiles ( 30% drop in production in just 
two years), clothing and footwear, chemicals and pharmaceuticals, 
metallurgy, beverages, furniture, and nonmetallic minerais. At the 
sarne time, some industries escaped the effects of the crisis, and 
increased their production in the period 1928-1932. One such case was 
the tood industry. This was clearly due to the rapid growth of state 
sugar production, which coincided with the recovery of export mar
kets for sugar ( the product had almost disappeared from the coun
try's export list in 1924-1925). Other industries which raised their 
output included paper and cardboard ( existing firms enjoyed ao 
almost oligopolistic situation after the prohibition on the importa
tion of new machinery), leather goods, and tob�cco products.12 •• 

The important fact to note, 1-\owever, is that the major industries 
- textiles, clothing and footwear, which together accounted for 56'$
of industrial empJoyment and half the value of industrial output -
continued in crisis despite the measures taken by the govemment.
AlthougJi the impor_tation of woven goods was substantially lowered, 
the production of the São Paulo textile manufacturers dropped to 
1915-:1916 leveis, with a fall of 43.41 from the peak attained in �926.

12 "Super-producção Industrial," p. 97. 



At first, the number of worlcing hours per day was reduced. 11ien the 
work week was cut from six days to three. Finally, the number of 
looms in operation was reduced.13 

Only in 1931 would industry in São Paulo begin to recover. 
Two important factors coincided to bring this about: first, import 
restrictions raised the demand for domestic goods; second, the pro
hibition on the importation of new equipment as of March 1931 made 
it impossible to open new factories with more modem installations. 
The latter measures mainly benefited the textile manufacturers. 14 

Despite this recovery as of 1931, in 1932 industry in São Paulo 
was still operating at leveis lower than those registered in 1928. For 
cxample, though the textile industry increased its output by 2.51 in 
1931 and 7 .8% in 1932, it failed to attain pre-Depression leveis. More
over, the industry employed 14% less workers in 1932 than it bad 
in 1928. The branches of the textile industry most affected were those 
producing cotton cloth and knits. 

Table 92 

State of São Paulo: Te:rtile Industry, 1928-1932 

Number 
In1talled Praduot Ye■r Boraepow•r 

Faetori .. Warkora I.oama Spindlt1 

Cotton 11128 H U 059 22 823 730 8H 47 2-t2 

11132 112 37 386 24 8111 803 !!011 Ili IIM, 
Jute • 11128 li O 390 2 709 36 200 7 085 

11132 11 5 223 2 989 311 298 8 382 
Silk 1028 42 5 692 l 822 g30,& 2 818 

11132 70 4 831 2 005 2 538 
Wool 11128 21 2 302 843 28 034 2 011 

1032 20 3 247 887 2S 410 3 423 
Knlta 1028 114 7 187 24-t 31 3811 2 8114 

11132 133 4 702 l 5111 

Totei 1928 264 114 510 28 4411 835 7a8 112 1120 
1932 3111 55 449 117 0:11 

Soun,o: Biame u t■blo 01. 

• • ·From 1933 on, industrialization again accelerated, especially in
the nontraditional sectors, with the establishment of new industries 
for the production of basic raw materiais (mainly cement and steel) 
and macliinêry and equipment. 

is . S ;. J. Stel11, The Brazillan Cotlon Manufacture: Tertik Enterprwr ln an
Undercleveloped Area, 1850-1950 (Cambridge: Harvard Univenlty Press, 1957), 
p. 128. 
14, Decree 19 739 of 7 March 19Sl, later e:i:tended until 19S7, prohiblted the 
lmportatio11 of equipme11t for industries believed to be overproducillg. 
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_F . 4 - The industrial surge of 1933-1939 

The maintenance of certain economically questionable measures may 
not have impeded the industrial surge in the country, and conse
quently in the state of São Paulo, but they did lead to a type of unba
lanced development. These measures included: the prohibition on the 
importation of machinery and equipment for the establishment of 
new firms in certain industrial sectors; tbe tariff reform of 1934; and 
the sucessive changes in exchange-rate policy which culminated in 
the Banco do Brasil being granted an exchange monopoly in Decem
ber 1937, IG and thereby made it more difficult to import nonpriority 
items. ln addition, the terms of trade continued to aeteriorate. As a 
result, some industries were able to develop by modernizing and 
increasing their productive capacity ( cement, metallurgy, machinery 
and equipment, lG electriéal energy, etc.). But other sectors ( mainly 
the textile industry) could only raise output through more intensive 
use of existing capacity, so plants and equipment were soon nm 
down.17 

Thus, by 1939 São Paulo had a much more diversified industrial 
base than it had had in 1920 ( see table 93). Whereas in 1919 the 
traditional industries accounted for about 70% of the value added by 
manufacturing as a whole, by 1939 the share of such industries had 
fallen to 56.7i. While the traditional industries were still the most 
important in the state, a marked structural change had taken place: 
the dynamic industries ( metallurgy, electrical equipment, transport 
equipment, and chemicals) had practically doubled their share in to
tal production. 

Tbe indices of industrial growth suggest that, in 1933-1939, the 
pace of growth was more rapid in São Paulo ( 14%) than in the na
tion as a whole ( 11.2% over the sarne period). 

Sectoral indices of the growth of physical output ( table 90), 
though incomplete, serve to corroborate these affirmations. Over the 
period, the traditional industries developed the least, w�th the growth 
rates being 2.9i for food products, 6.5% for textiles, and 8.0i for 
c!uthing and �ootwear. An intermediate group of other traditional in-
.. 
·1a· Banco do Brasil, Relat6rio, 1938, p. 15. 
is 

0

ln 1935, ·s110 Paulo was already producing machines for processing coffee, 
rice and cotton; other farm equipment such as cultivators and seeders; equip
ment for the contrai of insects; high-compression cotton balers; paper presses: 
machines :md boilers to provide horsepower; metallurgical equipment; and 
.equipment for the sugar industry and other activities. SAICSP/DEIC, Estatkelco
Industrial do Estado de São Paulo, 1935. . 
11. ·This aspect will he treated in more detail when the performance of the 
textile indust.ry during the pcriod is highlighted. 
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Table 93 

State of S4o Paulo: Sectoral Composition of the Manufacturing 
Industries, 1919 and 1939 

(1 of Total Value Added) 

N onmetallic Minerais 
Met.allurgy 
Machinery 
Elcctrical Equipment 
Transport Equipment 
Wood 
Furnituro 
Paper and Cardboard 
Rubber 
Lcather Products 

Sector 

Chernicals, Pharmaceuticals, and Perfumm 
Textile., 
Clotbing and Footwear 
Food Products 
Beveragcs and Tobacco 
Printing and Publillhing 
Others 

' 

1919 

8.7 

{ G.3 

2.7 

2.3 

l.G
Included in 
Chemicals 

1.8 

7.6 
32.8 

10.1 

{zs.4 
.G 
.1 

Source: Primary data from IBGE, CeMo Indwtria� 1920 and 1940. 

1939 

5.G

J 6.4

110. 7 
1 3.9 

1.4 
.6 

1.3 

10.4 
28.0 
5.3 

15.7 
6.1 

3.3 

1.3 

dusbies, of Iesser importance with respect to their sbare in state
wide value added, recorded higher rates of output growth; examples 
are beverages ( 17.9%), tobacco ( 18.2%), furniture ( 13.1%), wood 
( 10.5i), paper and cardboard ( 7.3%), and leather products ( 18.4%). 
At the sarne time, the basic industries expanded at much higher 
rates. ln this seven-year period, the metallurgical industry grew 24$ 
per year, chemicals and pharmaceuticals 29.9i, transport equipment 
(i.e. vehicle assembly) 39%, and nonmetallic minerais (mainly ce
ment) 16.41. 

It is sufficiently clear, then, that it was this structural diversifi
cation that was chiefly responsible for the high rate of growth of the 
São Paulo manufacturing industries as a whole (14%). This diversi
fication also generated externa} economies, which, in tum, attracted 
new indusbial ventures. 
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The data in tablc 94, while not strictly comparable, 18 provide 
a general indication of the course taken by industry during the period 
1933-1939. They reveal that the number of establishments and the 
amount of_ capital invested practically doubled, that the number of 
workers employed increased by almost 50%, and that installed horse
power doubled as well. This last fact points to the further use of 
capital-intensive techniqués. 

Table 94 

State of São Paulo: General Characteristics of the Manufacturing 
Industries, 1933-1939 

1933• 1937• 1939 

Number or F11ctories 6 555 9 051 12 850 
Capital Invested (Conto, cu Ré-ia) 1 906 482 3 460 45 2 4 679 371 

Number or Workere 171 667 245 715 254 721 
l1111t.alled Horsepower 212 108 279 573 432 650 
Value or Production (Conto, cu Réia) 2 060 363 3 851 878 7 107 547 

Source: SAICSP/DEIC, Ealalfatica Indtu1lria! do Eatado de Sao Paulo, 1933 
and 1937; IBGE, Cenaa Indualrial da Braail, 1940, pp. 232-33. 

• Excluding meatrpacking plant.9, procc.'ISing plante (cofíce, cotton, ílour,
and farina) and sugar mills, but including power and heat distribution. 

Industry was abie to adopt more machinery -in part due to the 
greater availability of electricaI power. Between 1935 and 1939, in
stalled electric-generating ca:eacity rose 64 . 4%, that is, at an annual 
rate of 13. 3%. By 1939, the hyaroelectric plants in São Paulo accounted 
for 97% of the installed capacity ín the state and for 57% of the na
tional total. Compara tive figures are again helpful: in 1930, 400 
towns in the interior of the state were served by electrical energy, 
supplied by 83 firms emp]oying 1.9 thousand workers and operating 
with an installed capacity of 385.9 thousand horsepower. ln 1935,: 434 
localities were served by 87 firms with 10.5 thousand workers and an 
installed capacity of 470.5 thousand horsepower.19 

11 It should be noted that, for 1933 and 1937, the exclusion of rural estab
lishmeots from the São Paulo statistics is partially offset by- the inclusion of 
power aod heating companles, which are not in the manufachuing sector and 
are not included· ln the data for 1939 (1940 census) . 
11 SAICSP/DEIC, Estatlrtlca Indu.rlrlal do Eslado de São Paulo, 1980 and 
1935. 
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• • Foreign capital helped provide this electricity in the thirties. By
1939-1945, foreign companies, through their two major subsidiaries, 
Rio Light and Empresas Elétricas Brasileiras, accounted for about 
88% of total installed capacity in the state.2° Foreign capital was also 
important in the following industries: meat packing, cement, me
tallwgy, electrical equipment, and transpmtation.21

Immigrants, particularly Italians, played an important role ·ili 
the forrnation of the São Paulo entrepreneurial • class. Between No
vember 1940 and March 1941, almost 33!1'; of the owners of industrial 
finns, responsible for 42.3% of invested capital, were of foreign origin. 
Italians and Portuguese predominated, together representing 18.H 
of the owners and 14.3% of the invested capital (table 95). 

Table 95 

São Paulo Industry: Distribution of Invested Capital and Number of 
Owners by Nationality 

( November 1940 - March 1941) 

Number of Invested 
Country of Origin Owners % • C11.pital % 

(Conloa de Réia) 

Drazil 8 426 67.4 503 699 57.7 
Itnly 1 654 13.2 102 562 11.8 
Portugo.l 611 4. !) 22 059 2.5 
Gomuuly 311 2.5 13 684 1.6 
Spain 301 2.4 9 837 1.1 
Syria 216 1. 7 12 431 1.4 
Lebanon 202 1.6 21 290 2.4 
Japan 150 1.2 6 965 .8 
Poland 70 .6 1 561 .2 
Argentina 49 .4 3 421 .4 
Othera 517 4.1 175 353 20.1 

Total 12 507 100 872 862 100 

Source: SÂICSP/DEIC, Eatatbtica lnd�rial do &lado dd StlO Paulo, 1938-
1039, pp. 362-63.

!!O N. W. Sodr�, "Hist6rin d11. Indústria em São Paulo," Ob16f'OOdor Econ6mlco 
e Financeiro, Ano 12, n.0 144 (January 1948): 85. 
21 Genernl Motors Overseas Operations, Economic Sunier, of Brazll ( SIio Paulo, 
1943), vol. 2.
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Finally, industry in São Paulo utilized predominantly domestic 
raw materials.22 ln 1937, only cotton produced in the country was 
used in weaving, and 800'i of this cotton carne from São Paulo itself.23 

Likewise, the wool used in manuf acturing was almost entirely of 
national origin ( only 2 .  5% of the raw wool and 28 . 9% of the spun 
wool was imported). On the other hand, jute was imported in 
substantial quantities, and the Brazilian weavers of silk cloth 
depended heavily on natural and synthetic silk thread imports ( 80. Oi 
ana IS. 8%, respectively). 

Other industries used raw materiais that were produced entire
ly in Brazil. Among these, the following might be cited: wood, 
leather products, nonmetallic minerais ( an exception was marble 
cutting, in which imported stone accounted for 62% of all stone used), 
and food products ( though most wheat was imported). ln the me
taIIurgical sector, 98% of the pig iron used was of Brazilian origin. 
With regard to other metais, the relative dependence on imports 
must have been greater, but the statistical basis for conclusions is 
weak. 

Imported raw materiais were also of little importance in the 
tobacco ( less tban U of the leaves were imported), beverage, cloth
ing (slightly more than 5% of the material used was imported), 
and rubber industries. 

However, in the paper and cardboard sector, as well as in print
ing, imported pulp and paper comprised an important part of the in
puts needed. 

ln general, therefore, the major industries used domestic raw 
materiais, largely from the state of São Paulo itself. This was espe
cially true of intermediate manufactured inputs. 

F. 5 - The situation of industry in 1939

The indusbial census of 1940 reveals the state of São Paulo to have 
been the principal industrial center of the country. At that time, the 
state contained 28.8% of all industrial establishments, employed 34.91 
of indusbial workers, and accounted for 37 . 4% of installed horsepower. 
It a]so conbibuted 39.3% of the value added by Brazilian industry. 

Despite the high rates of growth achieved by nontraditional 
indusbies from 1983 to 1939, the traditional sectors, especially tex-

• 

� SAICSP/DEIC, Estat'8tica lndunrlal do Estado de Sifo Paulo, 1930 and 
1935. 
23 ln the 1930s, the growth of cotton production indlrectly contributed t

,
o

the industrinllzation of São Paulo, becouse cotton reploced coffee as· the stot11 s 
principal source of ogricultural income, ond thus prevented a larger drop 
therein. Agricultur11, ln tum, providcd a markct for the stot e's industry. 
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tiles, still accounted for most of the value added by São Paulo industry 
in 1939. 

The growing concentration of industry in São Paulo is shown in 
table 96, which reveals that, in 1939, 40.9i of the value added by 
the manufacturing industries was generated in São Paulo. The cor
responding fi�ure for 1919 was 35 .3%. It should be emphasized, how
ever, that fully 78% of the value added by the so-called dynamic 
industries ( i.e. machinery, electrical equipment, and transport equip
ment) was generated in São Paulo. The textile industry, the most 
important in thc country, produced 51.6% of its value added in the 
state. 

Table 96 

State • of São Paulo: Share in National Value Added by Sector, 
1919 and 1939 

Mining 
Manufacturing 

Nonmetallic Minerais 
Metallurgy 

Sector 

Machincry, Electrical Equipment, nnd Tnmsport Equipment 
Wood and Furniture 
Papor and Cardboard 
Rubbor 
Lca.ther Products 
Chemicale and Pharmacautical! 
Textilo,i 
Clothing and Footwcar 
Food Producta 
Dcverages and Tobacco 
Printing and Publishing 
Othel"II 

Construction 
Public Utilitill3 

Sourcc: IBGE, Ceruo Induatrinl, 1920 and 1940.

1919 

35.3 

54.5 

50.0 

47.0 

19.9 

32.2 

55.2 

39.2 

40.9 

28.2 

50.8 

1.1 

193g 

13.1 

40.9 

43.8 

34.7 

78.0 

30.3 

39.6 

35.0 

20.8 

43.5 

51.6 

43.9 

26.4 

37.4 

37.5 

49.6 

17.1 

55.7 

The textile sector, after seven years of severe resbictions 
on the importation of machinery and equipment ( 1931-1937), entered 
1939 with equipment wom down by intensive utilizntion. The 1940 
census shows that about half the machines were of unknown age ( i.e. 
were much older than 10 years), while 42.1% were at least 10 years 
old. Thus, 91. 7% of the machines were entirely deprecinted accord
ing to normal accounting standards. 
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The situation - wns espeéially- critical • for• cotton weaving 
(97.U; of the machines were over 10 years old or of unknown age), 
wool weaving (87%), and jute weaving (90.6%). Fortunately, this 
pattem was not repeated in other sectors. Even so, in 1939, 74.6% 
of ali industrial machinery was more than 10 years old or of 
unknown age. 14.1% was between five and 10 years old, while the 
remaining 11.3% was less than five years old. 

• • 

Thus, a prime need of São Paulo manufacturers at the ti.me was 
to renovate the industrial park so that industrialization could 
continue. :?•l However, the outbreak of World War II and wartime 
hostilities overshadowed the problems of low productivity and high 
production costs. Among the São Paulo industries, textile production 
would_ soon e�ter a golden age, conquering export markets aban_
doned by the nations at wnr. 

.

F. 6 - São Paulo industry during World

War II, 1939-1945 

The performance of São Paulo industry in the war years can be 
evaluated with the aid of table 97. 25 Two distinct periods can 
imrnediately be distinguished: one extending from 1939 to 1943, in 
which industrial production expnnded at an annual rate of 7.8%; 
and a second ]asting from 1943 to 1945, during which a decline of 
4.3% per year in the physical product of industry was r�gistered. 

These two periods coincide with those observed in the textile 
industry, in which production expanded nt an annual rate of 15.9i 
between 1939 and 1943, when national fabrics were easily placed on 
foreign markets despite their high prices. The abuses committed by 
some firms, such as overcharging and shipping merchandise inferior 
to that promised, as well as the high prices, led foreign buyers 
to return to traditional sources once thc war difficulties eased. 
As a result, the production of the Brazilian textile industry; and 

u SAICSP/DEIC, Estatística Industrial do Estado ele São Paulo, 1938-1939,
pp. v-xxvii; "Alguns Aspectos da Indústria Paulist:1 em 1941," Boletim do
Departamento de Estatística, n.0 1 ( 1945): 145-246; "An:'l.lise Comparativa
entre a Indústria Norte-Americana de 1937'. e• a Indústrin Paulista de 1942,"
Boletim do Departamento Estadual de Estatística, n.0 3 (1946): 97-186.
2ii Although only five Industries are listed, these accounted for 68!1: of the 
indushy oi the state in 1939. Only the índex of the chemical industry requ!res 
qualification, since it represents only vegetable oils and a few cbemical products. 



Table 97 

State of São Paulo: Annual Rates of Growth of Industrial Production 
. by Principal Sector, 1939-1945 • . 

(1935 = 100) 
($) 

Sect.or 1939-1943 1943-1945 1939-1945 

Mnnulncturing 7.8 - 4.2 3.6 

Nonmetallic Minerais - 1.4 5.3 .8 
• Mctn.llurgy 3.3 13.1 6.4' 

Chemicals 4.5 3.5 4.2 

Tcxtiles 15.9 -17.8 3.3 

Food ProductB 2.9 - .4 1.8 

Sóurce: Tablo 90. 

particularly that of São Paulo, began to decline from 1943 on, 
with consequent adverse effects on industry as a whole. 2ª 

• On the other hand, the output of the São Paulo metallurgical
industry grew continually by füling the gaps created by import 
restrictions. Its annual rate of growth, e.Si, was higher than that 
of industry as à whole. At the sarne time, nonmetallic minerais 
( cement) practically stagnated, and food products barely kept pace 
with the 2.2i annual growth rate of the population. With regard 
to the chemical industry, production oscillated considerably during 
the period, but rose appreciably relative to the levei att!.ined in 
1939. 

Doubtless, the principal factor that kept São Paulo industry 
from maintaining the high rates of growth registered from 1933 to 
1939 was the snortage of essential raw materiais and fuels due 
to import d ifficulties during the war. The metallurgical and elec-
trical-materials sectors were hurt by thc shortage of copper. The 
ceramic manufacturers were shut down by the lack of fue� the 
rationing of which also caused transport problems and thereby 
affected the rest of the economy. !!T 

211 It ii; important to point out tbat the índex of industrlnl output Is consid
erably less accurate for Sio Paulo than for thc country as a whole, especially 
durlng the war years. This explalns why the índex for Brazil rose appreclably 
faster thnn that for Slio Paulo (5.41 vcrsw 3. 71 per year). 
21 ln this regard, see H. Dantas, .. As Indústrias Paulistas," Ol»eroadcr Eco
ndmfco e Financeiro, Ano 8, n. 0 9fl (January 1944): SS-44. 
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F. 7 - Conclusion

The preceding analysis shows that the industrialization of São 
Paulo truly began only in the thirties. Up to the Depression, the 
output of the state consisted almost entirely of consumer goods, 
mainly textiles and foodstuffs. The production of such goods was 
raised to meet the demands of a rapidly expanding population whose 
growth was due, above ali, to interna] migration and foreign im
migration. 

However, the Depression having ended, the number of factories 
doubled within a few years and the number of workers employed 
rose by 50%. The factors that made this industrial surge possible 
included: an entrepreneurial class and skilled labor force formed by 
European immigrants; availability of capital; a rapid increase in 
installed power capacity; a reasonably well-developed transporta
tion network constructed during the coffee era; and a market that 
was large in comparison to those in other regions. Thus, the state 
of São Paulo became the largest industrial center in Brazil, and 
perhaps the largest in Latin America. 

During World War II, the economic growth of the state slowed 
down, except in the textile sector. The textile manufacturers enjoyed 
their heyday, conquering markets left open by the nations at war 
and seeing their products stand out on the Brazüian export list. 

After the war, the São Paulo manufacturers once again turned 
to the domestic market, and industry grew at a steady pace. 



G 

Electric energy 

ln the early years of the Republic, electric-generating capacity 
was minimal at less than one thousand kilowatts, as shown in tablc 
98. Although generating capacity had grown steadily throughout the
1890s, it was only at the beginning of this century that an in
stalled capacity greater than 100 megawatts was attained. Particularly
notable is the growth in the period 1907-1914, during which
installed capacity increased 5.7 times. Growth in the 1920s was
also rapid, installed capacity rising to 393 megawatts by 1929, or
more than double the figure for 1920.

The immense hydroelectric potential of the country began to be 
tapped, and by 1901 such sources had come to account for 871 of 
the power generated. Use of this potential was essentia], given the 
fact that the country was poor in reserves of fossil fuels, prin
cipally coa], which had to be irnported. An estirnate of the hydro
electric potential of Brazil today is presented in table 99. This 
estimated potential ranks among the highest in the world. The im
portance of the Center-South and South is to be noted. 

The existence of this hydroelectrical potential Jed to a great 
concentration of installed capacity in the states of Rio de Janeiro 
( including the former Distrito Federal) and São Paulo, as can 
be seen in table 100 below. From 1920 to 1945, this area nccounted 
for an average of 68% of the installed capacity in Brazil. This helps 
explain the industrial development of the region, where productivc 
capacity in manufacturing was likewise concentrated. 

In the 1920s, available electric power grew slightly faster 
than demand, and this stimulated industrial nnd urban growth. The 
massive growth of the power industry during this period was mainly 
due to . the efforts of two foreign firms, which were to provide 

S09 



Table 98 

Bra:z:il: I nstalled Power-Generating Capacity, 1883-1945 

Iruitallcd Capacity 

Yeor 
(Mw) Total 

Therm.,l Hydroclectric 

1883 .052 .052 

1884 .080 .080 

1885 .080 .080 

1886 .080 .080 

1887 .240 .240 

1888 .400 .400 

1889 .500 .250 .750 

1890 1.017 .250 1.267 

1891 1.017 .250 1.267 

1892 3.034 .375 3.409 
1893 3.034 .636 3.670 

1894 3.293 1.285 4.578 

1895 3.843 1.991 5.834 
1896 4.083 3.592 7.675 
1897 4.083 3.652 7.735 
1898 4.083 4.049 8.132 
1899 4.183 4.509 8.692 
1900 5.093 5.283 10.376 
1901 4.91S 32.662 37.580 
1902 4.66S 33.585 38.253 
Ul03 4.828 34.421 39.249 
1904 5.094 34.442 39.536 
190.'i 6.676 38.260 44.936 
1906 8:646 40.375 49.021 
1907 9.286 43.851 53. 137
1908 11.986 89 773 101.759
1909 13.050 103 034 116.084
1910 32.729 121 672 157.401
1911 35.424 131. 945 167.369
1912 43.933 180.018 223.951
1913 49.370 194.859 244.229
1914 50.423 253.015 303.438
1915 51.106 258.692 309.798
1916 52.657 260.436 313.003
1917 63.120 266.413 319.533
1918 55.274 271.673 326.947
1919 62.642 278.394 341.036
1920 66.072 300.946 367.018

1921 66.206 305.109 371.316

1922 68.806 313.588 382.394

1923 75.017 320.656 395.673

1924 78.863 387.031 465.894

1925 90.608 416.875 507.483

1926 102.660 489.282 591. 942

(coutinued)
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( continua tion) 

Ycar 

1927 
1928 
1929 

• 1930
1931 
1932
1933
1934

.1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945

lostallcd Capo.city 
(l\'Iw) 

Thcrmnl Ilydroalcctric 

110. 732 539. 108
130.829 576.607
138.5S9 621. 747
148.752 630.050
º153.325 646.086
155.926 649.518
159.301 658.316
163.349 665.307
173.430 676.699
179.255 745.726
192.381 754.629
214.743 946.917
224.060 951. 976
234.531 1. 099.346 
242.243 1.019.015
247.022 1.060.646
248.275 1. 067. 163 
257.239 1.076.969
261.806 1.079.827

Total 

649.840 
707.436 
760.336 
778.802 
799.411 
805.444 
817.617 
828.656 
850. 129 
924.9S1
947.010

1.161. 660 
1.176. 036 
1.243.877 
1. 261. 258 
1.307 .668 
1.315.438 
1.334.208 
1.341.633 

Source: Conselho Nacional de Ãgu11.S e Enel'lia Elétrica (CNAEE). 

North 
Northenst 
Conter-South 
South 
Center--West 

Total 

Rogion 

Table 99 

Brazil: Hydraulic Potential 

Potential 
(Mw) 

5 480.1 
12 025.4 
30 978.9 
Z1 200.1 
3 674.8 

79 359.3 

Bource: Instituto Brnsileiro de Goo1ro.fin e Estatlstica (IBGE), Anudrio Es
talfslico do Braail, 1971, p. 34. 

Note: The do.ta were not sufficiontly disnggrogated. to pcrmit a bronkdown 
of eapacity o.ccording to tho economia no.ture of tho various re1ion.a. 
The above regions correspond to pby3io1raphic zones. 
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Table 100 

Brazil: Growth of Power-Generating Capacity, 1920-1945 
(Mw) 

Region 1920 1930 1940 1945 

North 5.7 10.0 .15.7 16.0 
Northcast 16.9 56.7 91.9 101.6 
Bahis-Scrgipe 22.4 26.1 31.0 31. 7
Espírito Santo 4.0 R.3 9.0 9.0
Minas Ger:i.is 42.5 90.7 144.6 158.7 
Rio de Janciro-DF 100.4 193.6 279.3 317.6 
Silo Paulo l!i0.7 331.2 564.7 576.8 
Paraná 7.1 10.1 17.8 23.4 
Santa Catarino 7.3 9.3 16.7 19.7 
Rio Grande do Sul 9.5 40.2 65.7 78.4 
Ccnter-\Vest .7 2.6 7.4 8.7 

Brar.il 367.2 778.8 1 243.8 1 341.6 

Source: CNAEE. 

about two-thirds of the country's electricity until the early 1950s. 1 

Thcse two finns were the Brazilian Traction, Light, and Power Co. 
( Canaclian) and Empresas Elétricas Brasileiras ( American). Tbe 
first-named firm served the former Distrito Federal, the upper 
Vale do Paraíba, greater São Paulo, and the port of Santos. Empre
sa:; Elétricas Brasileiras served Porto Alegre, Curitiba, large sec
tions in the north and west of the state of São Paulo, Niter6i, 
Petr6polis, Belo Horizonte, Salvador, Macei6, Recife, João Pessoa 
and Natal. 

The Canadian firm was able to obtain capital for the under
takings in the period 1900-1930 from the European capital market, 
(•specially from English investors. The American firm, on the other 
hand, drew on U.S. investors in the 1920s. 

Thcse foreign firms provided not only the capital necessary 
for the construction of hydroelectric plants, but the technical 
know-how as well. ln so doing they educated a team of competent 
Brazilian cngineers, who were later to demonstrate their ability 
to both plan and construct hydroelectric installations. 

1 Comissão Mista Brasil - Estados Unidos paro o Desenvolvimento Econõmico, 
Relat6rlo Get'al (Rio de Janeiro, 1954), 1: 241-81. 



Before the enactment of the water code ( C6digo de Águas) in 
1934, :i electricity rates were set by a complicated system designed 
to protect the concession-holders from possible lasses on their 
investments due to changes in the exchange rate. Rates were 
changed on a monthly basis, and when depreciation was rapid, they 
often rase so fast that sales, in k:ilowatt terms, declined. Toe water 
code abolished this system ( known as the "gold-clause") and 
established a new procedure in which profits were limited to a lOi 
return on investment, and capital was valued at its purchase price 
for the purpose of determining the rate of return. 

The water code was designed to regulate the setting of elec
tricity rates, organize studies of the hydroelectric potential of 
the country, and contrai the granting of franchises. It also called 
for reexamination of contracts already granted. ln surn, it was a 
broad-ranging mandate for the contrai of the generation and dis
tribution of electricity. ln 1939, the national water and electric
energy council ( Conselho Nacional de Águas e Energia Elétrica) 
was created to administer the water code. 

From 1934 to the outbreak of World War II, it was difficult 
to obtain � franchise to produce and distribute electricity. ln 
addition, companies were prohibited from increasing their installed 
capacity in  different regions as existing concessions were reexamined. 
By 1940, however, it was apparent that reviewing the existing 
contracts was extremely difficult, and to avoid further delays, 
firms already in business were given permission to increase their 
capacity. Nonetheless, wartime hostilities and priorities made it hard 
to arder the necessary equipment, and little was dane immediately 
to expand facilities. 

As might hnve been expected, the provision in the water code 
for the valuation of capital based on purchase price ( rather than 
replacement cost) resulted in some decapitalization of power firms 
as inflation continued in Brazil. This provision also discouraged 
new investments in the industry. This situation, which lasted until 
the sucties, led the government to devise ali sorts of ezpedients, 
including taxes and surcharges on electricity to obtain investment 
funds. It also led to the creation of mi.xed enterprises on both the 
state and the federal leveis. This was necessary because the low 
profits in electricity. failed· to. altract private investor.s, whether 
foreign or Brazilian. 

On a per capita basis, installed capacity grew from .09 watts 
in 1890 to 29.0 watts in 1945. Gr�wth was not evenly distributed 

11 Decree-Law 24 623 of 10 July 1934.
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throughout the country, as can be seen from table 100 and from 
the following data: 

Table 101 

Installed Electric Capacity, 1920 and 1945 

(Watts per Inhabitant) 

Region 1920 1945 

North 4.0 9.6 

Northeast 2.3 9.1 

Bahia-Sergipe 5.9 6.4 

Rio de Janeiro-DF 36.9 78.4 

São Paulo 32.8 71.6 

Center-West .9 6. 2

Bra.zil 12.0 29.0 

Note: Unadjusted population figures were used to clllculate t.hc data for 1920. 

Prior to 1930, little was dane to interconnect the plants of 
the major companies. ln fact, this has only been dane recently i11 
regions served by Rio Light and Empresas Elétricas Brasileiras. 
When the first small generators were installed, techniques for 
transmitting electricity over l�ng distances were still in the deve1op
mental stage, so companies purchased equipment only on the basis 
of relative machine prices and the size of the local market. Wben 
low-cost methods of transmission were made avail�ble," the diversity 
of the equipment in operation made. interconnection difficult. 

Another interesting development in the power industry was the 
increase in the intensity witb wbicb installed capacity was used 
during the period 1935-1945, when companies were temporarily for
bidden to build new plants until existing contracts were reviewed 
(see above). Despite an incrcase of only 26% in installed capacity 
per capita, the production of electricity per capita rase 70% froin 
1035 to 1945 (see table 102). 
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Table 102 

Installed Capacity and Production of Electricity, 
Total and Per Capita, 1935-1945 

Ins�lled 
Production 

of Watts Kwh 
Year Ca.pncity 

Electricity per Capita per Capita 
{M) (IQII Kwh) 

1935 850 2 318 23 62 

1940 l 244 3 188 30 77 

1945 1 341 4 914 20 106 

Source: CNAEE. 
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H· 
Transport 

H. I - Introduction

The continental d'imensions and poor transportation network of 
Brazil hi�dered the formation of a national market during the· 
period 1889-1945. Economically speaking, the country was �till a 
string of semi-independent islands, each ·at a different' leve}. of 
development, at the end of World Wàr II. 

The earliest means of trave] between regions was coastal navi:. 
gation. Ports were linked to inland areas by rivers and crúêle 
roads. By the end of the Empire, railroads had become the second 
most important mede of transportation, following coastal shipping: 
In the first part of the twentieth century, the introduction, of 
automobiles induced much highway construction, especially after· 
1930. Highways were rapidly expanded;· while the .railroads werc 
neglected due to the difficulties in connecting regional systems. 
Air transportation did not account for .a significant proportion of 
the movement of goods and passengers until after World Wr,.r II, 
though from its earliest days it did provide vital links between 
the far-flung reaches of �e country. 

H. 2 - Ship transport

H. 2. 1 - Maritime transport 1 

Two factors resulted in maritime transport becoming the main;. and , 
sometimes the only means of transpórtation be_tween majo_r eco1:1?.mic

1 Statistics and bibHography on • maritlme transport fn Brazll prior to· .1945 
are relatively scarce. The best data on coàstwise navlgation are found in 
Instituto. Brasileiro de Geografia e Estatlstfca (IBGE),· Brasil em Número� 
( Rio de Janeiro, 1960), pp. 94-101. The main studies are: ( l) Serviço' doli 
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centers in Brazil First, the country is endowed with an extensive 
coastline qotted with good harbors. Second, the geography of Brazil 
makes interregional communication by river or by highway dif
ficult. The mountain ranges of the Serra do Mar and the Serra da 
Mantiqueira effectively isolated the narrow coastal plains from 
the interior, and few rivers ( with the exception of the Amazon and 
the São Francisco and their tributaries) offer easy access to 
the interior of the country. And in many cases, mountain ranges 
come right down to the sea, making intercoastal land transport 
more diff icult. These geographical f eatures were also responsible, 
in part, for most Brazilian economic activity being concentrated 
along the coast. 

Three aspects of coastal shipping, the only transportation 
network worthy of the name (at least up to World War II), will be 
discussed herein: (a) the ports, ( b) th� ships,. and (e) the traffic 
carried. 

Although the opening of Brazilian ports to ships of all flags 
in 1808 can be seen as the cornerstone of harbor legislation in 
Brazil, virtually nothing was done to improve the ports during the 
period of colonial rule or during the Empire. The first studies of 
conditions in Brazilian ports were carried out in 1851-1852, when 
the establishment of regular runs between Brazil and England and 
along the Arnazon River led to interest in improving docking facil
ities. 2 However, measures to stimulate construction of such facilities 
were not taken until 1869, when the imperial govemment enacted 
legislation providing for surcharges on harbor traffic to finance 
improvements ( Law 1 746 of 13 Uctober, 1869). Private firms were 
to do the work and receive the surcharges as a retum on their 
investments. 1 

While several firms obtained franchises to carry out such work, 
nane actually did anything until the govemment strengthened the 
incentives by guaranteeing returns on investments and repayment of 
the principal ( budget law of 1887). Revenues were obtained by 
creating special ad oolorem tariffs on irnports and exports. Even 

Palses S. A. in collaboration with the Departamento Nacional de Portos, Rio, 
e Canal,, 01 Pono, Brallleiro1: Sua Eooluçifo, Caract,m.rtica, 11 Movimento 
ComMclal (Sio Paulo: IPSIS S.A., 1949); (2) Comissão Mista Brasil-Estados 
Unidos para o Desenvolvimento (CMBEU ), P,oftlto, Tramportu (Rfo de )11Delro, 
1953), vols. 8 and 9; anel (3) M. M. F. Silva, Geografía .do• Tran,ponu 
no Braiil (RJo de Janeiro: IBGE, 1�49), pp. 167-86. 
t Serviço dm Pabes, 01 Porto, Bruflelro,, p. 6. 
• lbld., p. 1.
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these guarantees, however, • càlled forth little response. Only Santos 
and Manaus were benefited; the first sections of new docks were 
inaugurated in 1892 in Santos and in 1903 in Manaus. 

At the beginning óf the twentieth century, only three ports 
had improved docking facilities: Rio de Janeiro, Santos and Manaus. 
It was at this time that a plan was drawn up to improve the ports 
on a large scale using capital obtained abroad. • This plan was 
part of a general public-works program adopted at the time. Inter
est and amortization payments on the loans contracted were to be 
repaid out of taxes levied on traffic in the ports that were im
proved. The budget Iàw of 1903 ( Law 957 of 30 December 1902) 
authorized the government to borrow the necessary funds and "to 
organize the investment of the funds in the manner deemed most 
convenient". 5 

The following Ioans O were the most significant obtained under 
this authorization: ( 1) J!, 8.5 million in 1903, (2) 40 million French 
gold francs in 1909, ( 3) J!, 4.5 million in 1911, . and ( 4) J!, 11 
million in 1913. The capital thus �ade· available was invested in 
port improvements in Rio de Janeiro, Recife, Paranagu�, and 
Corumbá. At first, this capital was a!located among the funds set up 
for each port. When it became evident that the .smaller ports 
would not be able to pay off their debt under this system, a single 
special ports fund ( the Caixa Especial de Portos) was created, 
and all capital obtained abroad was deposited therein. 1

At the sarne time, a 21 ad valorem tax on imports, to be· levied 
in gold on the basis of the official price of merchandise, was 
enacted and used, along with other customs receipts, to guarantee 
the loans. The 2i tax and other customs receipts comprised the 
main sources of revenue for the special ports fund. The fund was 
terminated in 1923, but during its existence many major Brazilian 

4 Francisco Bicalho, one of a group of BraziUan engineers speclaDy trained 
in water worlcs at the end of the nineteenth century, was the architect of thls 
plan. He and many of his companions were students ai the Escola Politknica 
ln Rio de Janeiro, where a special course on seaports w:u offered beginning in 
1874. Serviço dos Países, Os Porto., Bra.sikirw, p. 7.

11 Ibid., p .  9. 
11 . V. F. Bo\lças, Hl&t6ria da Dtolda Ertema, 2d ed. (Rio de Janeiro: -Ed!çõe.t 
Financeiras, S.A., 1950), pp . .20.S-39. 
T Serviço dos Pafses, O, Porto, Brailtrirrn, pp. 9-10. 
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ports were built. By the beginning of the 1930s, construction had 
been finished at the following: 8 

Year 

1892 
1903 
1908 
1910 
1914 
1918 
1919 
1921 
1925 
1Q30 
1932 
1934 

Port 

Santo� 
Manaus 
Belém 
Rio dt Janeiro 
Salvador 
Recife 
Rio Grande 
Porto Alegre 
Ilhéus 
Niterói 
Natal 
Angra dos Reis 

Administrativa Respo1U1ibility 

Private Concessionaire 
Private Concessionaire 
Federal Govemment 
Federal Govcrnment 
Private Concessionnire 
State of Pernambuco 
State of Rio Grande do Sul 
State of Rio Grande do Sul 
Private Concessionaire 
SI.ate of Rio de J anciro 
Federal Govemment 
State of Rio de Janeiro 

However, as these port_s were being built, world shipping was 
undergoing profound changes. Faster and more expensive ships 
demanded efficient unloading facilities so as to reduce the time 
they spent in port. ln order to finance f urther improvements, 
va'rious decree-laws were adopted in 1934: ( 1) the 21 warehousing 
tax on imports was substi tuted by a 101 surcharge on tariffs, ( 2) the 
responsibilities of the various ministries vis-à-vis the ports were 
def ined, and ( 3) fees for harbor services were standardized. 11 

From 1935 uÍltil the close of World War II, construction of new 
port facilities was undertaken an·d completed as indicated in the 
following list: 10

YC!.Br 

193.'i 
1935 
1940 
1940 
IQ� 
1943 
1043 

Port 

Cabedelo 
Paranaguá 
Pelotas 
Vitória 
Maceió 
Imbituba 
Laguna 

Administrativa Responsibility 

Sta.te of Paraíba 
State of Paraná. 
State of Rio Grande do Sul 
Stato of Esplrito Santo 
Sta.te of AlagoBB 
Private Conces.�ionaire 
Federal Govemment 

• IBGE, Anu4rlo E.rta_d,nlco tÜJ Brasil, 1938, p. 255.
•· 'CMBEU, Profeto, Tranaportu, 8: 67-68; Serviço do1 Países, O• PorlM
Bra&ilelro1, pp. 10-11.
10 Serviço do1 PabeJ, O, Portw Br:D!lklro,, pp. 12-13 .. 



Once the war was over, the federal govemment found it neces
sary to further improve and equip the ports. Accordingly, a specia] 
tax, called the "emergency tax", was Jevied on traffic, in ali ports, 
and the revenues used to buy new equipment and pay for additional 
construction ( Decree-Law 8 311 of 6 December 1945). 

Yet, despite ali these investments, Brazilian ports remained 
by and large inadequate to satisfy the demands placed upon them. 
In many cases, docks had been extended only slightly. Modem 
cargo-handling equipment had not been purchased, The result was 
frequent delays in loading and unloading cargo in the busiest ports, 
such as Santos and Rio de Janeiro. 

Around half ·of al1 the cargo carried by coastwise shipping up 
to the end of Wor]d War II was carried by two Jarge firms (Compa
nhia Lloyd Brasileiro and Companhia de Navegação Costeira). A 
large number of small firms accounted for the rest of the traffic. 
Most of the firms in which the govemment had an interest were 
always in the red. They used obsolete vessels that burned either 
coai or oil to power steam engines. These ships used seven or 
eight times as much fuel as more modem vessels of the same 
capacity. li

Wbile some private firms were able to obtain large profits, 
the industry had many problems. Tonnagewise, about 25S of the 
shipping used was more than 40 years old, and about 54S of tbe 
ships weighed less than 1 500 dwt. This meant it was difficult to 
eam a profit, and service was very inefficient 

Despite the poor condition of the ships used and the slow pace 
of port construction, the volume of coastal traffic increased steadiir,
especially after 1930, when the progress in import substitution maae 
it necessary to ship goods between regions in greater quantities. 
The data in • table 103 attest that tbe amount of coastwise traffic 
doubled from the early 1920s to the period 1934-1939, and almost 
tripled during Wor]d War II, again compared to the 1920s. 

The fo]lowing observations, taken from the study of a joint 
U. S. -Brazilian commission for economic development, 12 serve to 
place the Ievel of traffic attained by the end of the forties in 
perspective, relative to the growth of the domestic economy: 

(a) ln 1949, about 45S of ali interstate freigbt was carried
by coastal shipping. 

(b) ln the sarne year, coastal shipping carried traffic equal
to that transported by the railroad system ( 8 billion ton-kilometers). 

li CMBEU, ProfdM Transporta, 9: 64-67.
12 Ibld., 9: .24-29. Detailed infonnation was not available for earlier years.
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Table 103 

Fre.ight Carried by Coastwise Shipping, 1921-1945 
(Annual Avernge in Each Period) 

Period 

1921-1923 
1924-1929 
1930-1933 
1934-1930 
1940-1945 

l 000 Tons

1 190 
l 781 
1 697
2 442
a 124

Sourcc: Instituto Brasileiro de Geografia e Estai!stica (IBGE), Brasil 1!111 Ntl•

meroJ (Rio de Janeiro, 1960), p. !H. 

( e) Coastwise shipping carried between 74 and 99% of all
interstate freight in eight states ( six in the North or Northeast, and 
two in the South). 

(d) Coas tal shipping was the only means of transportation
between the extreme North and South of the country. 

(e) Most of the goods shipped between the Rio de Janeiro -
São Paulo area and the southem and northeastem regions were 
carried by boat. 

• Most of the goods carried· by· coastwise shipping in Brazil are
dense and have a low unit value. During the period under study, 
the three most important products, in terms of tonnage, were salt 
shipped from the Northeast to the South, coai from the South to 
the Ceoter, and lumber. Next in descending arder· of im�ortance
were sugar, wheat flour, rice; manioc flour, wood manufactures, 
drinks, and goods made of iron and steel. By the end of the forties, 
raw materiais accounted for about 53%, by weight,• of ali coastwise 
freight, foodstuffs for 361,· and manufactures for 11$. On the other 
hand, manufactures accounted for about 39% of the value of these 
goods, foodstuffs for 331, and raw materiais for. only 28%. 

H . 2. 2 - River transport 

Although Brazil is endowed with a more extensive network of rivers 
than any other comparable area of the globe, no concentrated 
effort has been made to adapt this network for transportatioo. 
Surely this has cost the country in terms of its economic develop-
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rrient; iuasmuch as the experience of the United States and of many 
European countries has been that river transportation "should be 
developed in preference to any other means of transport", 13 provided 
there are rivers that are navigable for a good part of their course. 

While rivers ·served the early explorers of the country as natural 
roads to the interior, 14 river navigation was carried out by very 
primitive methods during the first three centuries after Cabral's 
voyage. Small wooden boats moved by oars or peles, or occasionally 
by sail, were the only ships used. lt was not until 1818, 10 years 
after Brazil's ports were opened to intemational commerce, that 
steamships were allowed to be used on the rivers ( decree of 3 August 
1818). Thereafter, progress was relatively rapid. The Amazon, 
Tocantins, Tapajós, Madeira, Negro, and São Francisco rivers were 
later opened to foreign ships. In 1853, the Visconde de Mauá was 
allowed to begin operation of a steamship line on the Amazon 
Ri ver from . Belém to Manaus. 15 . ln 1866 • the Companhia Fluvial 
do Alto Amazonas began operations on the Amazon, and in 1867 the 
Companhia Fluvial Paraense followed suit. Steamships began to 
ply the waters of other river basins, such as the São Francisco, 
arounp this time. 

Despite this initial impulse, river navigation did not continue 
to grow at the sarne pace, and "was of little importance in the 
Empire or the first Republic". 1

ª A preference for rail and highway 
transportation - not economically justifiable in some areas -
inhibited the development of the transportation potential of rivers. 
What work was dane in the construction of dams.and the dredging 
of ·waterways was undertaken in conjunction with hydroelectric 
or irrigation schemes. Since the building cost of a kilometer of 
canal. is less than that of a kilometer of railroad, 17 and since .the 
cost of transport per ton-kilometer is much lower by water than 
by any other means, it is surprising that Brazil did not take better 
advantage of her rivers. 

H. 3 - Land transport

Transportation by land was initially used only to complement ship 
transport and to help move goods from seapõrts to the interior, 

13 CMBEU, "Aproveilaménto das Aquavias do Brasil," in Proi'6101 Dioer,o.r
( Rio de Janeiro, 1954), 14: 220. 
14 Silva, p. 156. 
115 Ibid., p .  157.
IG Ibld.

17 CMBEU, "Aproveitamento da.1 Aquavias," p. 223. 



and vice versa; At first, pack animals were employed to haul goods 
along trails. These trails were later widened, and carts were 
introduced. After steamships carne into general use in the nineteenth 
century, however, it became necessary to reduce the time required 
to move merchandise between the interior and the coast. The first 
proposal to achieve this goal through the construction of a rail
road carne in 183.5, but the development of a network of railroads 
did not begin until 1854. The last years of the Empire and the 
second decade of the Republic were periods of intensive railroad 
development. Thereafter, highway construction was given priority, 
as the automobile began to replace the. train as the single most im
portant means of land transport. 

H. 3. 1 - Railroads 
18 

The historical growth of railroads, in terms of kilometers of track 
laid, is shown in table 104. From 1854 to 1872, growth was relatively 
slow. ln the final years of the Empire, construction was speede� 
up, thanks in large part to foreign investment, especially by 
English investors, in the rail system. During the first two decades 
of the Republic, the pace slowed, then accelerated again from 1908 
to 1914. Large amounts of capital were borrowed abroad to finance 
expansion. Purchases of machinery and supplies were greatly 
facilitated by the overvalued exchange rate then prevailing ( due 
to the operation of the Caixa de Conversão). The foreign-trade crisis 
of 1912-1913, followed by the outbreak of World War I, brouibt 
this railroad boom to an end. The Depression of 1929-1933 furtner 
slowed the pace of railroad construction. A new surge took place 
from 1935 to 1938, as an attempt was made to connect the various 
regional networks, but this effort was hampered by the beginning 
of World War II, with its attendant shortages of fuel and equipment. 
ln surnmary, railroad development was limited as of the late 1920s 
by the poor economic situation of the country, and as of the 
1930s by the widespread tum to truck transportation and concomi
tant highway construction.• 

Only a few years after the invention of the steam locomotive, 
Brazil became one of the first countries to pass legislation designed 
to encourage railroad construction. Law 101 of 31 October 183.5 
outlined the procedure for granting franchises and authorized the 
extension of certain privileges ( exemption from customs duties on 
imported machinery and materials, as well as a monopoly position 

11 Thls sectlon relies heavily on the notes and statistical tables ldndly provided 

the authors by Carlos M, Peláe:z: of Vanderqilt Unlverslty. 
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Period 

1854-1872 
1873-1888 
1889-1907 
1908-1914 
Hll5-1928 
1929-1934 
1935-1938 
Hl39-1945 

Table 104 

Growth of the Railroad System, 1854-1945 
(Km) 

Track T,aid by 
End of Period 

932.2 
9 320.0 

17 605.2 
26 062.3 
31 851.2 
33 106.4 
34 206.6 
35 280.0 

Increase in Track 
Laid during 

Period 

932.2 
8 388. 7 
8 284.3 
8 437.1 
5 788.9 
1 255.2 
2 355.4 
1 073.4 

Annual Averago 
lncrease in 
Track Laid 

49.1 
524.2 
436.0 

1 208.1 
413.5 
209.2 
588.9 
153.3 

Source: IBGE, .A.nudrio Eatafütico do BrtUil, 1939-1940, p. 1 336, for data up
to 1939; IBGE, Brwil em Númtroa, p. 61, for data from 1939 to 1945. 

for a period of 40 years) to firms that would undertake to build 
lines from the federal capital ( then the city of Rio de Janeiro) to 
the capitais of the states of Minas Gerais, Rio Granàe do Sul, 
a.nd Bahia. 19 

Almost 20 years were to pass between the enacbnent of this 
legislation and the beginning of rail service. Some franchises were 
granted but never used. Potential investors were discouraged by 
the competition presented by a relatively well-developed shipping 
system, by the topography of the terrain over which the lines were 
to be buiJt, and by the tropical climate. 

The first railroad was not built until further incentives were 
extended to capitalists in the form of a guaranteed return on their 
investments (Law 641 of 1852) . .1!0 This was the line, built by Mau, 
and inaugurated on 30 April 1854, from the port of Rio de Janeiro 
to Raiz da Serra de Petrópolis in the state of Rio de Janeiro. Shortly 
thereafter, in 1858; the first kilometers of traclc of tbe Pedro li 
Railroad ( later called the Central do Brasil) were placed in 

11 For more on this, see O. F. de Carvalho, Ellldio .abni II Prob"""4tit:a do, 
Tranrporta (Rio de Janeiro: Mlniltâto ela Guerra, 1957), p. !SS; CMBKU, 
"O Transporte Ferroviúío no Bruil e Seul Problemu," in Pro/aoa �. 
14: 182. 
20 Carvalho, p. 236: CMBKU, �o Tramporte FenovUrfo," p. 132. 
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service. 21 While the Petrópolis line was difficult to justify, in
retrospect, from an economic point of view ("since it crossed 
swampy lands and ended .in .a relatively isolated mountainous area 
where there were few prospects for obtaining much traffic in the 
short run .. ), 22 the Central do Brasil was to become an important 
means of transportation to a rich agricultura} region, especially the 
coffee plantations of the Vale do Paraíba. 

The pace of railroad construction was too slow, however, so 
severa} states banded together to guarantee an additional 2% return 
on railroad investments ( the imperial govemment guaranteed only 
a 5% return). This attracted foreign investors. Four railroads, with 
.ailheads in Recife, Bahia, Rio de Janeiro 23 and Santos, 24 were 
financed by British capitalists. These railroads ran through some of 
the most productive regions of the country, and provide perfect 
examples of the kind of lines that were to characterize the Brazilian 
system for a long time. They did not cover long distances, were 
not interconnected, and were built solely to carry produce from 
inland regions to market. 

The Paraguayan War dampened railroad construction. But the 
heavy lasses suffered during this war, due in part to the inade
quacy of the transportation system, convinced the government that 
it should intensify its effort to develop the rail system. Accord
ingly, builders were offered .new i�centives. By Law 2 450 of 24 
September 1873, the imperial govemment raised the guaranteed 
return on railroad investments to 7%. Foreign capitalists were 
o.llowed to remit capital at the official exchange rate ( 27 pence per 
mil-réis), even though the market rate was 15% below t�s. 25 These
new incentives induced a wave of railróad construction, and by the 
end of the Empire the amount of track in service had risen to 
9.3 thousand lcilometers ( tabl� 104). 

The lucrative nahire of the franchises led to political cor
ruption, as was also the case in many otber countries. 211 Fran
chises were often. granted to persons with political inJ:luence, who 
then sold them to the highest bidder. The guaranteed return on 

21 Carvalho, p. 234; CMBEU, ''.O Transporte Ferroviário," p. 132. 
22 E . A. Zalduendo, Ltu Inver.rlone.t Británic� 1111ra la Promocl6n 1J De.tarrollo 
ds Ferrocarrille.t en el Slgld XIX (Bui,nos Aires: Instituto Torcuato di Tella, 
Centro de Investigaciones Económicas, 1969), 2: 10. 
211 The Central do Brasil, or PedrQ II, wu financed in large part by the London 
firm of E. Price. CMBEU, "O Transporte Ferrovi6rio," p. 132. 
24 Zalduendo, p . 11. 
:s Ibld., p. 17. 
21 1bld., p. 19. 
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investments also exerted a perverse effect, as railway builders were 
encouraged to neglect cost considerations in their choice of routes. 
Technically flawed and excessively long lines were built, with long
lasting effects on the price of rail service. This problem was 
ameliorated in 1878, when the government announced it would 
guarantee a 7'/J return only on cost figures submitted and approved 
prior to construction, and not on actual expenditures in1:urred. Even 
so, guaran_teed returns continued to distort the allocation of resources 
until the beginning .of the twentieth century, when they were 
suspended for most lines. 27 

ln the early years of the Republic, railroad construction was 
deemphasized. In  1901, it was resolved that the govemment sbould 
expropriate severa] of the railroads which enjoyed guaranteed re
turns. These acquisitions were to be financed through a large 
foreign Joan. 28 Calculations for the year 1887 give an idea of the 
size of government payments required to guarantee a 7'1, return on 
investments. 211 Invested capital totaled approximately J?., 18 million, 
so interest on this would have amounted to J?., 1.3 million, or dose 
to 6'/J of total export earnings. 30 

The plan for· public-works construction adopted in 1903, to
gether with the capital obtained through new borrowing abroad, led 
to renewed expansion of �he railways, particularly from 1908 to 
1914, when large quantities of equipment, rails, and·materials were 
imported. A third of the trackage in use at the outset of World 
War I was laid during this seven-year period, which may be taken 
as the golden age of Brazilian railroads. Thereafter and until the 
1930s, the pace of railroad constrúction slackened, mostly due to 
the problems of the coffee sector and the slow growth of agriculture 
in general. 

Railroad construction picked up again in 1934, when a national· 
transport . plan was drawn up, and it was proposed for the first 
time to integrate the country's system of land transportation. The 
poor coordination of the railroads was partly owing to the shifting 
nature of the principal export crops. The pattem was for regional 
rail systems to be built during the boom pbase. These systems were 

2T At the end of the nineteenth century, abnost SOS of the railroads enjoyed 
guaranteed retums. Zalduendo, p. 19. 
211 Se e  app. D, "Thê Evolution of the Eztemal Debt."
!IO Zalduendo, p. 21.
•0 Some critics of the time argued tbat the govemment shuclc a bad bargaln, 
since the monopoly rights of many companfes were about to terminate, and 
the service on the loan obtained ( R. 16 million) to expropriate the.te lines
wu about the same as the annual ezpenditures on lnterest 111a.nmtees. 
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typically designed solely to get the products to the major port( s) 
of the region, from whence they would be exported; no connections 
were established with other regional systems. li the export product 
began to decline in a given region, railroad revenues fell, and the 
company became unable to respond to new opportunities. The new 
plan was an attempt to integrate regional transport systems via the 
construction of new roads between the national capital and state 
capitals, between the different state capitais, and along the na
tional borders. ln ali, 22 thousand kilometers of road were to be 
built, though it was not specified which sections were to be highway, 
which railway. Furthermore, the plan did not recommend immediate 
construction of ali proposed roads, ar discuss how the necessary 
funds should be raised. 31 These omissions crippled the plan frorn 
the outset, and from 1935 to 1938, only a little over one thousand 
kilometers of new roads were built. With the start of the Second 
World War, railroad construction was further slowed by difficulties 
in the form of equipment and fuel shortages. 

A notable aspect of the evolution of Brazilian railroads was 
the gradual decline of private ownership. At first, government 
guarantees attracted many foreign investors, mainly English, to the 
industry. ln 1870, four British firms, with assets of J!. 6.2 million, 
owned 72'1, of all Brazilian track. 02 The evolution of British invest
ment from 1870 to 1900 is shown below: 

Table 105 

British Investments in Brazil, 1870-1900 

� Million Railrond 

Year 
Investment 

Total Railroad llS % of Toto.1 
Investment Investment Investmcnt 

1870 6.2 
1880 38.8 11.6 ao.o 
18Q0 68.6 28.0 as.o 
1900 90.6 33.6 37.2 

Source: E.A. Zalduendo, úu Ini·eraiont• Brildnica.• para la Promoci6n 1/ De,a
rroUo cu Ferrocarrillu cn d Sigla XIX (Buenos Aires: Instituto Tor
cuato di Tella, Centro de lnvestigaciones Econ6micll.!I, 1969), 2:22. 

81 M. • M. • F. Silva, Pneu verm.r Tnlho ( Rio de Janeiro: Departamento de 
Publicidade Técnica, 1937), p. 85; CMBEU, "O Transporte Feaovi6rlo," PP·
135-36. 
12 Zalduendo, p. 21.
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In 1901, the government suspended the system of guaranteed 
returns, thereby discouraging further direct foreign investment in 
Brazilian railroads. From 1901 until the outbreak of the First 
World War, railroad construction was financed mainly by the federal 
government, using capital obtained through foreign loans. The 
pl'incipal investments made and the sources of the capital were as 
follows: 33 

Year 

1908-1909 

1910 

1911 

1911-1912 

1013 

Loan Obtained 

100 million paper francs 

100 million gold francs 

60 million gold francs 

� 2 .4 million 

G. 13 million

Use Made of Funds 

Itapurá-Corumbá Railroad 

Goiás Railroad 

Railroad con.struction in Bahia 

Ceará transport.ntion network 

Part of the Western Mina.s Gerais 
Railroad 

The importance of Frencb capital at this time is to bc noted. 
From this period on, Brazilian railroads became progressively 

government-owned. As can be seen from table 106, by 1929 only 
51% of the railroad lines were run by private füms and only 331 of 
all track was the property of private interests. The share owned 
by federal and state governments clirnbed from 672i in 1929 to 941 
in 1953. 

Table 106 

Distribution of Administration and Ownership of Brazilian Railroads, 
1929-1953 

(i) 

Foder11l Sta te Privai• 

Yl!lll' 
Admin• Owner-Admi�ia- o,nu!lr- Adminia- O,YD.er-

t.ration ahip trntion ahip tnition ihlp 

1020 20 80 20 7 151 33 
1037 37 62 31 D 32 2D 

19415 41 88 31 o 28 lll3 

10153 60 70 215 115 li li 

Bo�rce: Camiulo Mi■IA BruiJ-EatadNI Unido■ para o DMen,·olvlmento E.eon6mi.,._CMBEU: 

"O 'I'ran1porle FerroviA,rio no Bl'll!il • .. .,. Problomu," in B,t,u,1.,, DitffM1 (Rio de Ja-

neiro, lDM), H:23. 

33 Bouc;ns, pp . 205-61 . 
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This increase in government ownership was due not to expro
priation and confiscation, but to the unprofitability of Braziiian 
railroads. Unfortunately, increased govemment administration render
ed the railroads even less efficient. 

The level of traffic carried by Brazilian railroads is portrayed 
by the statistics in table 107. The amount of merchandise carried (the 
principal source of revenue) practically doubled from 1916-1920 to 
1925-1929, a period during which the production of export crops 
expanded on a large scale. During the Depression, traffic in goods 
dropped by a little more than lüi, reflecting the magnitude of the 
decline in real national product. From 1935 to 1939, the amount of 
merchandíse carried rose considerably ( by about one-third relative 
to the total freight carried in 1926-1929). Since agricultural output 
remained at Depression leveis during this period, this increase was 
probably due to rapid industrialization, though there is no statistical 
evidence to support this hypothesis. Passenger traffic, the second 
most important source of revenue, experienced similar growth. The 
number of passengers carried increased by about four-and-a-half-fold 
over the period for which data are available. 34 Other kinds of traffic 
increased to a lesser extent. 

As far as the profits of the railroads are concerned, there was 
a long-nm tendency for profits to fall and deficits to rise, as can 
be seen from table 108. 1n 1907, of the 48 railroads owned, operated 
or enfranchised by tbe federal government, 20 of them ( accounting 
for 21% of the track of the entire group) were operating in the 
red; in 1910, 21 ( 36% of the track) out of 51 ran a deficit. The 
Leopoldina, Central do Brasil, and Nordeste do Brasil railroads pre
sented the Iargest lasses. 811 Only in the 1920s, at the height of the 
export era, and during World War II, when they benefited from a 
temporary monopoly on land transport due to difficulties in im
porting gasoline and lubricants, did the railroads register higher 
profits. 

The decline of administration by private firms aggravated the 
tendency of railroads to run a deficit. Frequent changes in manage
ment, administrative featherbedding, political pressures, and a re
luctance to press for fare increases despite widespread inflation 

14 The ideal, of coune, would be to measure growth of traffic ln comparison 
to traffic carried by other means. Unfortunately, data for such a comparlson 
are not available. It is interestlng to note, however, that with reference to 
the traffic carried by all means, S .5 times as many passengers and three timei 
as much merchandise wu transported per kilometer ln 1940-1945 as in 1916-
1920·. IBGE, Bra.n! em Nlmui,01, p. 62. 
811 foma) do Com�rcio (JC), Retrospecto Comercial, 1911, pp. 61-63, and 
1912, PP. 83-91. 
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Table 107 

Traffic Carried by Brazilian Railroads, 1907-1945 
( Annual A vera ges ) 

Period 

1907-1910-
1916-1920 
1921-1925 
1926-1929 
1930-1934 
1935-1939 
1940-1945 

Passengers 

(Millioi./Km) 

775.7 
1 712.5 
3 196.6 
4 237.4 
4 216.9 
5 406.4 
7 652.6 

Livestock 

(Millíon/Km) 

464.4 
582.1 
594.1 
591. 9
939.9

1 222.8 

• Baggage and 
Packnge;i 
(Million 

To�) 

49.2 
·87.2
130.7
126.4
138:5
213.0

Merchandise 

(Million 
To�) 

805.6 
2 069.7 
2 666.6 
3 979.1 
3 556.2 
5 338.9 
6 793.5 

Source: Data for 1907-HllO come from thc Jornal do Coml!rcio, Retrospecto Co
mercial, 1911, pp. 61-63, and Relrospeclo Comercial, 1912, pp. 83-91. 
All other figures are from IBGE, Brasil em Números, p. 61. 

• Thi.s includes only railroads served or operoted by the federal govem
ment, or operated under federal ,franchises.

Table 108 

Brazilian Railroad Finances, 1916-1945 

Period 

1916-1920 
1921-1925 
1926-1929 
1930-1934 
1935-1939 
1940-1945 

Annual Average 
(1 000 Contos de Réis) 

Receipts 

264.2 
527.9 
849.5 
800.1 

1 097 .1 
2 074.7 

Expenditures 

245.9 
488.0 
754.8 
721.9 

1 052.3 
1 896.8 

Source: IBGE, Brcuil em Números, p. 61. 

Ratio of 
Expenditures 
to Recoipts 

(%) 

93.1 
92.5 
88.9 
90.2 
95.9 
91.4 

lowered the efficiency of the railroads run by the government. Eyen 
worse, the revenues of federal lines were used as general govemmeot 
accruals, rather than i:etained by the rai.h:-oads that generated them. 
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As a consequence, there was no incentive for individual lines to 
increase their revenues. 

Other reasons for the unprofitability of Brazilian rai1roads 
should be mentioned. First, firms were too small. ln 1910, 45 of the 
51 railroads owned by the federal government had trackage of less 
than 500 kilometers. These 45 railroads accounted for only 7. 2 
thousand kilometers, or 5� of the total track operated by all 51 
federal railroads. 3ª ln 1952, 25 railroads ( 61% of all the firms) 
operated a combined trackage of only 3. 7 thousand kilometers or 
!Oi of all the track in service.

A second problem was the equipment used. Brazilian railroads 
were built with different gauges, and this plagued ]ater attempts 
to integrate different lines . 37 To move passengers and freight along 
a route on which more than one gauge was employed, it was 
necessary to transfer ali cargo from one train to another at the 
junction point. The broad range of equipment in service meant 
that large stocks of spare parts had to be maintained, and service 
often had to be discontinued temporarily when lengthy repairs were 
required. By 1930, most of the locomotives in service were old and 
obsolete. ln this year, for example, only 16. 7'1, of the locomotives 
belonging to the Central do Brasil, one of the largest railroads in 
the country, were less than 10 years old, and almost half had seen 
20 to 40 years of service. 18 ln 1949, at least 60'1, of all the locomotives 
in the country were more than 40 years old ( or of unknown age), 
and 90i were steam engines . 39 ln 1945, only 2 .  4'1, of all track in 
service was electrified. The run-down state of the equipment is 
partially explained by the impossibility of importing parts and en
gines during the war. 

Finally, fuel costs and shortages limited the profits of the rail
roads, together with those of other sectors of the economy. As 
indicated in table 109, most of the fuel used by railroads in Brazil 
in 1945 was firewood, an inefficient means of obtaining energy and 
a source of rising costs, since the progressive exhaustion of supplies 
close to rail lines meant that additional transport costs had to be 
incu.rred. Furthermore , beginning in 1937, railroads were required 

H JC, Retrorpecto Comercial, 1912, pp . 83-91. 
37 The five gauges ln use were of the following widths: 1. 60 m, l. 00 m, 
. 78 m, .6 8 m, and . 80 m. 90.521 of ali trackage was equipped with one
meter gauge, and only 8 .331 with the widest gauge. Ministério da Viação e 
Obras Públicas, Departamento Nacional de Estradas de Ferro, Estatlstlca da, 
Estradai ds Ferro do Brull, 1945 (Rio de Janeiro, 1952). 47: 14. 
18 Estrada de Ferro Central do Brasil, Relat6rlo, 1930, p. 287. 
H CMBEU, "O Transporte Ferroviário," pp. 14 and 88. 
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to use a certain amount of domestic coai ( also an inefficient source 
of energy). During World War II, when supplies of foreign coai 
were reduced, the consumption of domestic coai increased, and ef
ficiency suffered even more. 

Table 109 

Consumption of Fuels and Electricity by 
Brazilian Railroads, 1945 

Powor Sourco Qunntity Used 
V&lue 

(Conloa de Rl:i,) 

lmported Coai 
Domestic Coai 
Firewood 
Liquid Fuels 
Other Fuels 
Electricity 

503 842 Tons 
786 051 Tons 

6 257 819 To11J1 
13 325 Tons 
2 840 Tons 

224 932 000 Kwh 

193 461 
149 581 
300 475 

7 774 
254 

215 964 

Source: Ministério da Viação o Obras Póblicas, Departamento Nacional de Es
tradas de Ferro (MVOP/DNEF), Eatafütico da, Eatrada, ck Ferro do 
Bra&il, 191,5 (Rio de Janeiro, 1952), 47:18-19. 

Due to the shifting character of export products, the railroads 
develo,eed into independent regional systems. While some regions of 
Brazil nad rather satisfactory railroad systems, others were virtually 
devoid of tracks, as a glance at table 110 reveals. ln the North, rail
roads were designed to satisfy the needs of the cities and never 
expanded to any great length. ln the Northeast, traclcs were laid 
to service the sugar and tobacco plantations. ln the East, they helped 
connect Rio de Janeiro and the proquctive regions of Minas Gerais 
and the Vale do Paraíba. In the state oE São Paulo, railroads played 
an important role in incorporating new·coffee regions, such as those 
in the Nortbwesteril part of the state, and provided the vital lmlc: 
between the. plantations and the port of Santos. São Paulo rail
roads were later extended to the South and helped develop the 
frontier state of Paraná. In the Center-West, railroads were used 
more for military than for economic purposes, and consequently 
tended to be located dose to intemational borders. 

ln sum.mary, railronds did not play as important a role in Bra
zilian development as they played in other counbies . 40 They de
veloped in response to short-lived spurts of regional economio 

40 Zalduendo, p. 31.
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Table 110 • 

Raílroad Track in Service by Region, ª 1945 

(Km) 

North 
Northea.,t 
East· 
South 
Center-West 

Total 

Region Tro.ck 

742 
4 526 

14 590 
14 049 

1 373 

35 280 

Source: DN�F, Estalúlir.a daa Estradas de Ferro, p. 16. 
• This division was adopted because the do.ta were not 11ufficiently disag

gregated to pennit a more det.niled analysis.

activity, and made use of a great variety of equipment and gauges; 
this made formation of a true national railroad system difficult in 
later· years. lnitially developed to complement river and maritime 
transport, the railroad entered a period of decadence after the 
�enties, when highways began to be expanded and competition from 
truclc transport increased. By the end of World War II, the railroads 
weré handicapped by poor administration, obsolete equipment, inef
ficient' sources. of power, and the absence of electrified lines. After 
the war, growing finãncial problems led many private lines to selJ 
çút to the government; inefficient government adrninistration _sub
se_quent�y worsened an al�eady poor situation.

�.á .. 2 - Highway transport

Anaiysis of the development of highway transportation is com
plicated by lack of data on the volume of traffic carried. The in
creasing use of . cars. and truclcs in Brazil can only be observed 
inclirectly through_ the patte� of growth of the highway network. 
·: • Three distinct stages can be observed in the evolution of Bra•
zilian highways. ln the first stage, crude "general roads" were made 
into .. cart-roads" 41 to serve animal-drawn vebicles. One of tbe more 
important roads built in this period was the 144-mile-Iong stretch 
between Petr6polis and Juiz de ·Fora (Estrada União e Inclústria). 

41 Silva, Geografia do, TraMf)ortu no Bra.ra, p. 85. 
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It . was inaugurated in 1861 and was a principal route for coffee
sh1pments from Juiz de Fora, Posse, Entre Rios, Paraíba do Sul, and 
otlier towns. 42 Other irnportant roads were the Serra da Estrela 
( from Pen6polis to the coast), Mangaratiba, Presidente Pedreira, 
Dona Francisca (in Santa Catarina and Paraná), and the Estrada 
da Graciosa ( built in 1866 to link Mato Grosso and Paraná with 
the Ri ver Plate countries). 

Thcn carne a stage of neglect, covering the years from the end 
of the Empire until the 1920s. Rail transport was pushed during this 
period, and construction of new highways was stopped. Old high
ways were sometimes abandoned, while in other cases roadbeds 
were convcrted for use by railways as this mode of transport ex
panded .  48 

The third and final stage began in the twenties, as new high
ways wcre built and old ones reconstructed to rneet the demands 
of the automobile. 44 This was the beginning of the highway era 
in Brazilian transportation history. 411i ln 1926 the first Rio-Petr6polis 
highway was opened to traffic, and plans were made for a Rio
Bahia road. By 1928-1930, the length of highways in service was 
four times total railroad trackage ( see table 111). While the high
way system was still diminutive relative to the total land area of 
Brazil, it had developed significantly in the econornically developed 
sections of the country. 

Highway construction, like railroad construction, was ca.rried out 
without reference to a general plan. Given the growing inefficien� 
of the railroads and the lower initial cost of highways, roads cam,, 
to be preferred to rails as a means of integrating regional trans 
portation systems. Th� cost of �ansport per léil?meter was ignor�d. 
Work progressed rap1dly, and m the 1930s h1gbway constructio� 
averaged more than 15 thousand kilometers per year. 

As was seen above, the 19S0s witnessed the adoption of a na
tional transit plan. The provisions of this plan called for the con
struction of 20 thousand 1cilorneters of new highways, which WO(!ld 
!ater be converted to railroad lines if regional economic develop
ment so demanded. This pJan, as noted, was not fully imp_lemented�
4:i Ministério do Viação e Obras Públlcu, Departamento Nacional de Estradas
de Rodagem, Relat6rlo Tmnal, 1940-1942, p. 34. 

• • 

48 Silvo, Pneu versu.t Trilho, p. 40. 

44 It is orgued that the invention of the tubed tire revolutioni%ed highway 
tronsport slnce it permitted hlgher speeds and greater comlort. Silva, Pneu 
ver.ru., Trilho, pp. 19-20. 
45 M. M. F. Silva, Hoda • Ala, ed. Jos� M. Marti (RJo de Jane�:
Oficinas Gra\ficas ALBA, 1941 ), p. 15. 
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Table 111 

Growth of the Highway System, 1928-1948 
(Km) 

Period 

1928-1930 

1931-1930 

1940-1!)43 

Highways in 
Service by End 

of Period 

121 784 

258 390 

276 700 

Avcragc Annual 
Increase 

4 107 

ló 178

4 578 

Highways per 
1 000 Km� hy 
End of Period 

14.3 

30.4 

32.5 

Source: M.M.F. Silva, Geograjia dos Transportes no Bra.,il (Rio de Janeiro: 
Instituto Brasileiro de Geografia e Estatística, 1949), p. 129; IBGE, 
Anudrio Eatatúlico do Brasil, 1939-1040, p. 275. 

though the Departamento Nacional de Estradas de Rodagem under
lined its recommendations shortly thereafter ( 1938) by proposing 
a second plan which called for the construction of 19 thousand kilo
meters of highways over a 20-year period. 

High'YªY construction was seriously slowed down by the out
brea1c of World War II, and the annual average length of highway 
built fell to around one-third the corresponding figure for 1931-1939. 
Construction did not pick up again until the war was over. 

It sbould be emphasized that despite the underdevelopment of 
the highway system in the thirties, the highway era had begun, and 
that in the years following World War II, car and truck trans
portation clearly surpasseá rail transport as the most important 
means of land transportation. Thc highways, crude as they were 
( 96% were dirt, and 751 were unimproved in 1939), still provided a 
more efficient means of transportation than the railroads. 

Nearly all the motor vehicles used in Brazil up  to the end of 
World War II were imported, although some foreign firms had 
installed assembly plants in the 1920s. This meant that the trade 
crisis that affected Brazil from the twenties on limited the avail
ability of parts and new vehicles. ln 1939, there were only 190 
tbousand motor vehicles in the country ( see table 112), ar less 
than one vehicle per kilometer of highway. Furthermore, during the 
Second World War, fuel shortages resulted in reduced utilization of 
available vebicles, especially those not used for business purposes. 
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Tab]e 112 

Stock of Motor Vehicles, 1939 and 1940 

1939 1943• 

Typc oí Vehicle 
Number of Vehi eles per Number oi Vehicles per 

Vehicles I{m of Highw&y V ehiclcs Km of Highway 

Po.ssenger 125 911 .49 73 225 .26 

Cus 111 832 59 564 

Buses 5 853 5 767 

Othere 8 226 7 894 

Freight 64 701 .25 76 020 .28 

Trucks 63 069 70 377 

Others 1 622 5 652 

Total 190 612 .74 149 254 .54 

Source: IBGE, Anudn'o Estalúlico do Braail, 1939-1940, p. 278, and 1946, p. 192

• Vehicles in use. 

As was the case with railroads, more highways were built in 
the South and Southwest than in the rest of the country. These two 
regions possessed 66% of all highway mileage in 194S, and from 
1928 to 1943 their mi!eage increased two-and-a-hall times, while 
that of the Northeast did not even doub]e. Whereas the antidrought 
agency ( Inspetoria de Obras Contra as Secas) was responsib]e ror 
highway construction in the Northeast, 49 in the South and South
east no agency was needed to sponsor highway development, which 
occurred as a natural response to urbanization and economic growth. 
In 1940-1943, the ratio ki]ometers of highway/one thowand square 
kilometers of land area was only 32.5 in the Northeast, compareci 
to 128.0 in the South and 116.2 in the Southeast.'1 

411 Ministério do Vinção e Obrns Públicas , Eslradtu tÜ Rodagem ti Carroçtloei.r 
Corutndda1 no Nordeste Bra.rUalro f"'la Itllf"'loria tUI Obra, Contra cu Seccu . 
(Rio de Janeiro, 1927). 
O The South in cludes the states of Paran6, Santo Catarina, and Rio Grande
do . Sul. Tbe Southeast comprises the states of Espírito Santo, Rio de Janeiro, 
Guanabor11, São Pnulo, ond Minas Cerais, 
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H . 4 - Air transport 

Civil aviation began to provide an organized means of transportation 
in Brazil at the end of 1927. At first, it was limited to connections 
between state capitals along the coast, but it gradually penetrated 
inland and soon provided a rapid means of long-distance transpor
tation. 49 During the Second World War, air transport increased by 
leaps and bounds, with both the number of kilometers flown and 
the number of passengers carried per year quadrupling. Freight 
traffic grew even faster. ln table 113 these statistics are broken 
down, and it can be seen tbat the volwne of passenger and cargo 
traffic per kilometer increased four and nine times, respectively. 
However, despite its ·rapid growth, air transport did not come to 
play a truly important role in the national transportation system 
until after World War II. 

Table 113 

Traff� Carried by Cioilian Aír Transport, 1940 and 1945 

Year 

1940 

1Q45 

Passengcrs Bnggage Mail Cargo 
(Million/Km) (1 000 Tons/Km) (1 000 Tons/Km) (1 000 Tons/Km) 

63.8 

258.5 

1 251. 7 

5 041.1 

528.5 

867.0 

867.0 

6 729.1 

Source: IBGE, Braail em NúrMros, p. 67. 

H. 5 - Conclusion

At the end of the Second World War, the means of transportation in 
Brazil were still not sufficient to handle the demands placed upon 
them. -The principal means of communication between the most im
portant economic regions of the country was coastwise navigation, 
Tmt obsolete ships, bigh operating costs, and poorly equiped ports 
were obstacles to furtlier expansion. 

'9 •The first alr routeJ �pproximated a large quadrilateral on a map .. There
was a coastal route, supplemented ln 1940 by a dircct Panamerlcan flight from 
Belém to Rio. Other roul:el connected Rio and Corumbá, Corumb& and Porto 
Velho (the Condor Une), and Porto Velho and Belém." Silva, G11ografia dM 
TranlJ)orlU no Branl, p. 189. 
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Railroads presented an altemative, but failed to play an im
portant role in uniting clilferent regions due to the systems being 
isolated and mainly serving to connect areas that produced export
able goods with the closest parts. Railroad integration was furtber 
barred by the variety of equipment and gauges. When the high
way era began in the 1920s and a trade crisis arose in the 1930s, 
the railroads entered a period of decline. By the end of World War 
II, the situation of the railroads was sad indeed, witb many firms 
operating at a deficit and the equipment wom out and obsolete. 
Tbe government took over the administration of many lines, and 
this decreased railroad efficiency even further. 

Despite all these failings, coastal shipping and railroads con
ti nued to be the principal means used to transport goods and 
passengers in Brazil up to the end of the World War II. The high
way system began to develop rapidly during the thirties, but a 
shortage of motor vehicles and the unimproved roads constructed 
prevented highway transport from replacing railroad transport as 
the most important means of land transpart. Air transport was in
troduced late in the period and grew quickly during the war years, 
but was still of little economic iroiJortance in 1945. 
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Statistical appendix 

Table 114 

Principal Monetary Time Series, 1889-1945 
(Year-End Totais) 

Stock of Currency Pnper Currency Papei-
Po.per llcld by Money jn Held by Money Demand Meono of 

Year MOlleY tbe Banco Circubtion Commern,al Held by D"Pooito PaJ,ment 
do Braail Banke the Publi<, 

{1) (2) (3) (4) (SJ (6) (7) 

1880 211 
1890 298 
1891 U8 
1802 524 
1SP3 632 
18{14 712 
181!.S 678 
1896 712 
1897 7/10 -. 

1898 780 
1891) 734 

1900 700 
1901 680 
1902 676 
1903 675 
Hl04 674 
19� 009 
1900 702 
1907 7H 
11108 724 
1909 8M 
1910 925 
19U 082 -

1912 l O<a 36 068 Ult, S03 481 l 284 
• 1913 807 41 856 178 683 47S 1 168 
1914 980 28 {152 284 668 389 1 057 
1915 l 077 30 1 047 811 736 440 1 176 
1916 1 217 41 1 176 2119 877 675 1 452 
1917 l 484 31 l 453 356 l 007 710 1 807 
1918 1 700 28 167:? 464 1 208 l 059 2 267 
1gu1 l 748 IIY l 689 612 1 177 1 196 2 37;1 

(Continued) 
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(Continua. tio11) 

St<ick o! Currency Pape� Currency P!>per 
Paper Ueld by Money in lleld by MoneY Demand Me.o.ne o! 

Yesr Money the Banco Circul..stlon Coromercial lleld by Depoaitll Payment 
do Bra.eil Bahke the Publio 

(1) (2) (3) (4) (S) (ti) (7) 

1920 1 848 107 l 741 732 l 009 l 342 2 351 
1921 2 008 132 l 9fl6 727 1 239 2 100 3 3.19 
1922 2 366 142 2 224 563 l 661 2 433 "094 
1023 2 6411 142 2 507 561 l 946 2 (j3,\ 4 679 
1g24 2 964 114 2 S50 574 2 276 2 722 4 998 
1025 2 707 165 2 M2 517 2 025 2 300 4 4111 
1926 2 589 176 2 413 450 l 963 2 .'t6S 4 531 
1927 3 005 270 2 735 540 2 186 2 9'J6 ,5 182 
1928 3 379 50õ 2 874 540 2 334 3 575 5 909 
1029 3 39{ 600 2 704 579 2 125 3 450 5 575 
1930 2 842 3U 2 619 S73 1 946 2 808 4 7M 
1931 2 942 279 2 663 M6 2 017 3 501 6 518 
19i2 3 238 4ó8 2 780 571 2 290 4 314 6 623 
1933 3 037 379 2 fiôll 443 2 236 4 071 6 307 
1934 3 157 312 2 8�-� 463 2 382 4 849 7 231 
1935 3 612 277 S 335 483 2 852 4 770 7 662 
1936 4 050 211 3 839 450 3 2�0 6 215 8 504 
1937 4 500 399 -l IH 605 3 486 5 992 9 478 
1038 4 825 6M 4 271 602 3 579 8 323 11 002 
1939 4 971 362 4 609 755 3 854 7 3,9 11 233 
1940 h 185 327 4 858 7M 4 004 7 474 11 568 
!OU 6 M7 406 62U 931 5 310 S 714 14 024 
1942 8 238 114' 7 294 l 164 11 130 12 596 18 726 
1943 10 981 67H 10 303 1 761 8 5i2 19 895 28 437 
1944 14 462 827 lS 635 1 on 11 662 24 047 85 709 
1945 18 535 839 16 696 2 375 14 321 '1:l 168 U 489 

Soure .. and Met.bodology by Colum11: 

1) Caiu de AmortiJaçlo, Re!G/6rio, 19:U, pp. 50-M; Mioi1tério da Fa. .. nda, Servito de Eata· 
ttatie& Ecooômica. e Financeira (MFJSEEFJ, IMat<lrio, 1900, J>ll, 163--65, 

(2) MF/SF.EF, O,,adr•• E,trnlstico,, n.• 3 Q.E.A. 1932-1039, pp, 2-3; id=, .Morimcnto B01iodrú> 
do Brwril, 19�9-1945; Banoo do l\r,.,il, B•l•lim l!:,tatlotico, n.• 19 (Odob•• 1942): 47-4ll. 

{3) Columo (l) - colurnn (2). 

(4) MF/SEEF, Rd,116rio, 1956, p. 144. 
the Ba.1100 do Brasil (column 2). 

Th• f iiiureoi nf er to lhe currency held by eJI banka ucept 

(5/ Coiumn {3) - oolumn (4/. 

(6/ MF/SEEF, .\tocimtnto Bancário do Bra.ail, 1912-1945, Th• data c<>ver tlie dema11d depo•ita 
in botb tha Banoo do Braoil ornd commereial banke. Real demand dep08;ts a,e overeslimat,d 
fot ali yeara duo to the incluoion of certain depooito whicb abould bot be ao cla .. ed: (a) inter
b:1nk d�posits .o.nd thc deposit• of commercial b,mk• in the Bonco do llr .. il prior to 1822; 
(b) ehecking depoait.a prior to 1939: (e) federal deposita i11 ali yea.re (lederal depooit.o are lioted 
to,ethcr ,-..·itb those oi ntate 1overnmenta aD.d 11ut.onomou.& aaentiea). 

(7) Column (,5) + co\umn (6). Thio is tbe uoual definition oi meane of psyment, i.e. ll&Jl"r moneY 
held by the publit p]u, demand depoeil8. Sincc demand depooits are nveralat.ed, so �r• Ih• 
rnéllJla oí paymenl. J,;s!imates were mode for lllt6 in ordn lo d...,w oampariro,.. with Ih• 
mean,-,,1-paym..,, time serie• published by the Ranoo Central in t972. In relation to lhe 
Becco Central oeriee, the figure for demnnd depo,it• wao 4% bigher .o.nd that for tõtnl mcaM 
o{ payn,.,,t 2% higher. The rea,,ons for the higber estímate, ue tbooe gi,•l'I> abcve, plu■ 
tbe lact tha� the Banco Central uoed information obta1ned directly írom the Banro do Bnuiil, 

Note: 

342 

Seaoonal vs.riBtiona "·ere not eUminated from lhe above ,series. Jt would be n,ore in�r
eotin1t to bave fignr<l!l on a quartuly o, even monthly buia. Wbile t.bi■ data. oould � obtaioed th.,,ugh det&iled nam ina tlon oi bRn k balance sb!'eta, the timoo and ef!ort re<!11 
were beyond t.be r=ur...., a� ailable ler Chi.a ,tudy. 



Table 115 

Federal Erpenditures by Economic Category, 1890·1945

(S) 

Conoump- Debt Gro,A Fi,ed Purchw,e oi Pureb,..e of 
y.,,... !.'lub,,idí .. Tranofcr., Capito.l Phyoieal Stook• and Tcllll tion Servica Formu.tion A..,,et.. Bonds 

1800 00.8 1.3 2,2 24,7 10.S .!l 100.0 
1891 64.6 1.6 3.0 23.0 7.8 .o 100.0 
1892 6Ul 1.0 2.6 18.5 o.o .o 100.0 
1893 69.2 .7 2.7 19.7 7.7 100.0 
1894 78.7 .7 2 ... )3.0 6.2 .o 100,0 
1895 72.8 .7 :?.8 17.5 6.2 100.0 
1696 71.0 1.0 2.7 16.1 6.2 100.0 
J'l97 76.1 .8 2.8 17 .1 3.2 ,o 100.0 
1�98 41. l ... 1.6 53.2 3.7 100.0 
1800 61.8 1.0 3,{I 21.6 5.9 6.0 100.0 
1000 52.7 .6 2,7 41.5 2.5 100.0 
1901 65.3 .8 3.6 27.5 2.6 .2 JOO.O 
1902 62.6 .8 4.4 28.5 3.6 .o 100.0 
IGOO <56.5 .7 3.5 25.Z 9.0 6.l> 100.0 
190-l ¼2.3 .7 :1.0 23.3 16.0 14.1 100.0 
19M M.l .8 3 .7 25.9 14.2 .s 100.0 
moo 57.3 ,8 3.-l 24.9 13.0 .1 100.0 
1907 /16.8 .5 a.o 20.7 19.11 .2 100.0 
1908 57.8 .4, 3.2 20.7 15,5 2.3 100.0 
190') 58.8 ,3 3,3 24.6 13,0 100.0 
1910 51.3 .5 2.0 27 .1 18.2 .o 100.0 
1911 55.7 ... 3.2 20.4 20.3 ,o 100.0 
1912 51.8 .-l -l.O U!.3 24.0 1.5 100.0 
1913 51.5 .3 4.8 21.6 21.8 .o 100.0 
1914. M.O .5 5.2 18.0 21.li .o 100.0 
19U 46.8 .6 6,3 2-l.7 21.6 .o I0(l.0 
1916 33.9 ,5 5,8 38.l 21.7 1.000 
1917 30.3 l.Z 7.4 87.4 23.7 100.0 
Hll8 33,3 .!i 7.li 29,8 29.1 100.0 
l!IID 39.7 .4 7.6 21\.7 25.6 100.0 
1920 41.7 ·"' 6.9 26.9 24. l 100.0 
1021 47.7 .a 5.8 .20.5 25,7 100.0 
1022 47, 7 .3 5,8 20.:; 25.7 100.0 
192-1 61.2 .6 4.0 29.6 3.7 .9 100.0 
1024 60.li .9 3.7 29.3 6.6 100.0 
1925 61.8 .9 3.6 2':1.6 7.1 100,0 
192e 63.6 .8 �-6 23.9 8.3 100,0 
1927 61.6 .6 :-1.4 30.7 3,7 .o 100.0 
1928 66 9 1.3 3.5 33.0 5.3 .o 100.0 
1029 60.0 1,6 3A 30.2 4.8 100.0 
1930 74. l l.5 3.2 16.7 4.5 100.0 
1031 65.0 1.1 4.2 36.5 3.2 100.0 
1oa2 77.3 ,7 3.3 ]3,3 5.4 100,0 
19;>3 29.2 1.5 !1.1 53,9 10.3 .o 100.0 
1934 68.7 1.0 4.6 23,3 2,4 100,0 
1035 67.7 l.1 5.0 23.1 3.1 100.0 
19� 68.3 1.2 4.11 19.8 5.8 100.0 
1937 78.3 .2 4.0 16.5 1.0 .o 100.0 
1938 60.8 2.0 3.0 21. 1 4.1 .o 100.0 
193il 59.1 1.0 2.9 19.0 18.0 .o 100.0 
1040 63.0 3,1 15.8 IS.O .l 100.0 
1941 58.U ,9 2.8 18.1 19.1 .2 100.0 
1912 :i.5.11 2.0 4.7 13.6 22.7 .8 .6 100.0 
11143 61.4 1.9 5.3 18.6 22.3 .2 .3 100.0 
1944 6.'1.5 2.1 B.5 18. l 17.0 1.9 .9 100.0 
IIM.5 60.3 2.0 4.7 13.,l 14.2 .6 4,8 100.0 

8our;:e: Fundaçr.o Get6lio Vargoe, Ioatituto Braaileiro de F,<on<>IPÍ,., Centro de Eetudoa Fi.&caia 
(FGVtlBRE.'CBF), baaed on aulyaia of fedor,.\ balance aheeta. 

Cede: - '"' 11D U!"'nditutl!ll. 
O .. 11eali&ible ezpenditureo. 
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Tab1e 116 

Federal Government: Gross Fixed Capital Formation, 1890-1945 

(Contos de Réis) 
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y_, 

hnporl 
Dutiea 

5% Gold 
Tarilf 

1890 lOl<Wl -

1891 108 806 -

1892 111 264 -

1893 132 697 -

18114 136 1511 -

1811.'I 150 760 -·

181l6 283 622 -

18117 226 192 -

1898 220 440 -

1809 200 328 -

uoo 184 057 1 3711 

1001 102 094 12 3� 

1002 186 603 14 43G 

1903 189 462 14 1:n 

1004 107 788 15 471 

1905 224 OM 17 278 

1906 248 169 18 709 

)907 287 277 ro 016 

1908 237 0811 10 268 

1909 233084, lCI 0S1 

11110 288 747 19 44g 

1911 317 660 21 '170 

1912 348 242 23 570 

1913 3HS2T 2a us 
lDH LD:I 115 HOU 

Table 117 

Federal Government: Indirect Tax Collections, 1890.1945 
(Contos de Réis ) 

-

Tau• 

Tax-e, oa Indu•trial and 
Extemsl Di>tribution Proltssi01>al St.&mp 

Transa.ctioos Tas 
1'n:1ea! 

Tas 

- 389 li 057 O 119 
- 462 5 766 10 400 

2116 667 3 1!'27 8 3&I 

8t8 741 5 7 003 

813 801 2 142 7 472 

841 878 - 8 933 

l W70 945 2 4118 8 531 

1 078 1 004c 2 943 O 361 

13 07� 4 IM li 152 9 035 

25 ,n , 323 :l 1S3 10 '247 

38 1193 ! 4113 2 859 14 557 

31 556 4 1G9 2 626 15 171 

33 960 3 010 2 578 13 960 

35374 3 703 2 554 12 57G 

35 388 3 687 2 589 13 099 

as 233 4 072 2 013 13 902 

4,3 406 3 972 3 2-l5 13 7� 

47 !177 4 207 3 390 15 244 

44 5Dl 4 170 ! (84 15 6.l:2 

45 744 4 368 a 536 1:; 750 

M 628 3 063 8.1117 18 M3 

69 799 2 2S9 3 5511 23 006 

62 8:!9 2 621 S 8õ!l 24 799 

66 091 3 059 4 417 25 625 

152 223 4 0�7 4 .1128 20 124 

MN"tantile 
Ta�• 

-

-

-

-

-

-

-

--

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

� 

Othu 

28 043 

18 839 

51 102 

85 o.59 

66 197 

78 842 

1 962 

1 1!38 

1 680 

1 8-06 

14 1173 

2 004 

2 4/\2 

3 00., 

li 216 

10 804 

10 813 

15 672 

2 126 

2 628 

2 810 

12 939 

u; 017 

11 581 

7 687 

Subtotal 

143 � 

Hll 273 

175 311 

207 161 

213 581 

249 2M 

279 086 

243 OHI 

261 537 

245 334 

239 &78 

230 C06 

256 899 

261 409 

2'73 216 

308 347 

342 163 

31)3 773 

323 357 

321 191 

300 668 

440 820 

480 7'4 

477 4M 

297 776 

Ch""i.., Total 

- 143 635

- 142 273 
- 1711 311 

1124 :urr n75 

6511 214 137 

418 24.9 87.11 

1160 27ll M8 

2 563 245 57g 

2 332 263 869 

2 915 248 HD 

3 3811 2,2 n63 

, 1n 23' 782 

3 581 280 483 

2 323 203 7::2 

1 552 274 7118 

1 278 309 625 

846 343 009 

1 118 304 8111 

1 217 324 574 

l 151 322 30 

1 719 3112 386 

2 074 442 8°' 

2 383 483 127 

l 871 479:326 

1 478 21]0 234 



� 

191.5 ·� e09 Jll 4llll 67 ll36 8 679 
191D JM 2114 14 648 83 823 6 3'11 
1917 168 361 10 9711 117 720 8 393 
1918 171 431 11 805 119 719 9 195 
1919 212 1157 14 8M 131 881 13 379 
1920 348 91' 24 842 175 636 15 186 
1921 318 815 26 763 JM 100 11 712 
1922 808 613 26 OTO JM 227 14 1187 
1923 .e3080 37 718 2.'18 249 18 463 
1024 147 491 39 609 2911 135 28 659 
192,� 722 120 ao sso 312 425 80 853 
1926 l,77 8711 (4 422 363 002 2ll 882 
1927 812 038 58 987 a02 eoo 28 813 
1928 938 920 39 701 «a 308 29 436 
1929 928 100 ao 167 426 749 30 818 
1930 0211 224 28 188 �52 237 2i 91!8 
1931 OOS 131 211 777 377 598 20 224 
1032 527 Z'T.S - 388 579 10 388 
1033 766 697 - '45 384 19 972 
1934 837 4ft3 - 612 258 30 57' 
1935 97ú 082 - l,58 223 ao oss 
1936 1 012 105 - 606 201 -

1'l37 1 Ii3 413 - 667 OH 6 188 
11138 1 052 5lll - $53 060 -

1930 1 031 107 - 1 020685 -

1040 l lr/7 !114 - l O!l3 H7 -

1941 1 058 773 - 1 186 495 -

1�2 1174 223 - 1 253 814 -

t!M.3 506 �67 - 1 6113 876 -

10-14 902 41!8 - 1 IM7 120 -

1945 1 026 0!111 - 2 83'.l 166 -

Bouroe, Sarne "" t&blc 11�. 
• 'lran•etiona aud conoii:nmenta u oi l!Kl . 
b E•limnt<. 

4 592 24 73" -

4 817 28 1113 -

6 141 31 111 -

6 58a M 128 -

6 990 42 398 -

6 721 5g 580 -

6 978 64 408 -

8 100 88 :m -

li 167 88 344 li ,21 

10 453 102 091 62 a� 
11 627 108 73g 10 cue 
12 5:lO 116 192 eo 867 
13 778 124 947 ft.l 771 
15 372 130 704 72 400 
21 233 UNI 920 68 065 
16 l,97 110 211 lill 729 
16 r,;r, 132 100 70 07Y 
17 055 114 227 7� 163 
1.'I 639 128 391 87 180 
17 671 146 436 00 670 
l/i� 170 3l,l 110 777 
16 500 192 467 29'90 

62 1128 227 880 ]00 

22 862 229 201} 47 206 
24 427 26.l 19!, 111 420 
26 0311 279 001 M002 
28 «11 337 777 64 143 
81 818 431 946 77 91i6 
87 �') 578 796 9� 4Mb 
38 163 742 659 12� 200 
42 (65 8M 602 147 65.� 

7·'7il 278 35-1 
., 66$ 329 700 
8 M8 340 250 
4 2-13 31\6 107 
6 970 420 õ89 
li 936 686 795 
.4 4Cl5 1187 2311 
15 SOS 695 603 
1 661 896 999 

1S 28:l l 121'1 03\l 
19 470 l 3,\!0 0�3 
15 479 l 221 112 
l, 6211 l 611 500 
9 5441 l 1176 487 
7 164 1 1159 125 
2 260 l 209 702 

12 320 l !!80 866 
41 004 l 181 761 
49 183 1 l,00 346 
M.S7-l l 600 60 
M 192 1 011 307 
f3 268 l 900 024 
43 726 2 171 295 
35 978 2 240 989 

- 2 399 937 
- 2 390 363 

1G6 2 674 761 
- 2 460 357 
- 2 801 M2 
- a 755 680 

223°' 4 930 230 

47i 
1 474} 
1 402 
a 1so 

3 830 
3 812 
11 us 
13 037 
13 '209 
13 974 
16 IH 
28 97ú 
20 rtu, 
2� U3 
28 44_; 
63 6:12 

46 688 
67 120 
56 723 
((f 605 
77 486 
71 563 

135 718 
153 002 
439 881 
,'108 069 
628 054 
M7 107 
610 008 
848 25� 
1128 71)5 

278 8!8 
331 236 

341 6:12 
359 896 

HO 411l 
640 607 
�98 497 
6ClS MO 
910 2()8 

1 142 00G 
l 342 147 
1 250 D07 
l 647 120 
1 i01 630 
1 887· 570 
l 26� 634 
1 307 524
1 233 8Sl 
1 556 ()6!) 
1 787 251 
1 991 703 
1 971 637 
2 807 013 
2 393 901
2 S39 818 
2 898 432 
3 200 813 
3 010 45-1 
3 471 M8 
4 r,03 844 
l, 864 1183 



; Table 118 

Federal Gooornment: Direct Ta,: Collectioru, 1890-1945 

Tuee 

Yfllll' 
On Wa«ea 

2% a.od 
Charwes Tot&I 

2.3% º" On li%º" 
oi Civil C<>rl)<>ra� Propetty 

On 
MariUm& 

Orerdue 
mher Subtotal 

Ser..-anta Dh�denda Tr&n,lero Inoome [nsurance Paymenta 

Premluma 

)800 892 - JS 447 - - - 4 128 18 487 - 18 467 
181ll l 102 - 17 1170 - - - 4 401 23 073 - 23 073 
)8112 l 388 - 3 MO - - - 4 IMO 11 774 - 9 774 
18113 l 374 320 l 437 - - - - 2 131 - 7 131 
1894 l 364 317 2 892 - - - - 4 673 - 4 673 
181111 l 620 777 450 - - - - 2 747 - 2 747 
1800 l M9 084 - - - - 087 29'° - 2 960 
1897 l 499 l508 - - - - 749 2 766 - 27116 
1898 3 413 l 00' ..... - - - 722 3 141 - 3 141 
18119 3 372 l UO - - - - 90t li 816 - li 8111 

1900 3 378 1 644 - - - - 469 5 391 - li 3111 

1901 3 410 l 382 - - - - 623 li 347 - li 347 

1902 3 714 1 llllO - - - - - 11264 - li 264 

1903 8 177 l 388 - - - - - 11 003 - 4 563 

190I 84M l 488 - - - - - 4 11-12 - 4 942 

1005 3 482 l 51!9 - - - - - li OSl - 6 051 

1900 8 7�9 1 oos - - - - - 6 422 - 5 422 

1907 4 183 l 800 - - - - - O 043 - O 043 
1908 4 128 l 831 - - - - - 6 7511 - 6 759 

1009 894, 1 705 - - - - - 2 599 � 2 599 
11110 l 016 2 033 - - - - - 3 049 - 3 049 
1011 l 687 2 198 - - - - - 3 785 - 3 785 
1012 l 802 2 703 - - - - - 4 SOS - 4 506 



1913 1 914 2 1169 - - -

101, 1 057 2 090 - - -
1915 13 007 3 238 - - -

10HI 13 814 of 804 -
- -

1917 16 248 6 700 - - -

19IS li 1178 4 e.,3 - - 848 

1910 - 6 86S - - 1 000 
1020 - 8 110 - - 870 
1021 - O 155 - -· l 1()9 
1022 - 10 11()3 - - 3 322 
19'l3 7 6117 13 06G - - 4 226 
102-1 - - - 17 913 li 020 
19� - - - 27 2<16 li 961 
1920 - - - 28 708 li 878 
1927 - - - .\ti 707 e zao
l9'l8 - - - 01 939 11 288 
1929 - - - 67 699 7 l,'iO 

1930 -
- 52 732 8 263 

1\)31 l 52$ - - 8-1584 7 772 
11132 H 207 -

- 81 655 li 027 
19Sl! 774 - -· 110 005 12 779 
1934 - - - 137 938 13 102 
JQ35 - � - 151 2.�7 14 352 
1936 - - - 1/IO 600 16 037 
1937 - - - 210 9Ui 18 88-J 
1938 - - - 262 6l8 21 540 
1939 - - - 298 081 23 307 
1940 - - - 382 549 26 181 
11lH - - - 498 420 30 715 

11142 - - - 927 612 47 5W 
1943 - - - l 4105 <M6 H 30(1 

1944 - - - l 920 920 82 123 

UMS - ·- - .2 236 08' 85 001 

; Scut'Oe: 81.me u table l ló. 

-
-
-
-

-
-

-

-

-

-

-
-
-
-

-

1 989 

17&1 

a ,a 

4 716 

5 412 

8 521 

6 213 

12 136 

11 977 

10 428 

lJ 759 

15 421 

24. 781 

39 4.05 

82 636 

167 S86 

46 635 

67 860 

-
-

144 

163 

7311 

1 010 

1 504 

1 602 

8 517 

11 648 

111 116 

806 

958 

1 069 

1 305 

104' 

902 

1 073 

603 

71t 

1 689 

l 910 

l 9711 

2 187 

8 116 

3 297 

2 159 

1 870 

7 94G 

13 194 

18 886 

U4M 

31 810 

, 678 -

3 U7 -

16 389 -

18 673 -

23 687 -

12 689 -

9 3711 -
10 697 -
18 1141 -
26 873 391 

40 795 776 
23 769 462 

ª' 165 70 

35 666 -
61 342 27 

70 260 23 

77 1135 48 

85 482 82 

119 263 48 

113 87:i 89 

133 668 67 

159 253 35 

179 12, 80 

211 701 47 

243 343 27 

209 353 22 

338 008 28 

4.35 384. 24 

576 576 15 

1 oro 970 935 

1 665 'ª' 1 194. 

2 083 H2 819 

2 421 8M 720 

' 673 

3 747 

1(1 389 

18 673 

23 687 

12 680 

O 376 

10 597 

18 841 

26 204 

U 571 

24 221 

34 226 

3!1666 

61 847 

70 283 

77 á83 

65 61' 

99 311 

113 1164 

133 735 

159 284 

179 804 

211 748 

24J a;o 

299 375 

338 91l0 

'3S 408 

576 581 

1 ou 906 

1 666 628 

2 083 901 

2 422 01, 



fg 

Year 
Amortiza• 

tion 

1800 ll 2114 
1891 li IIOl 
1892 a 21s 

1893 12 447 
1804 2 536 
1806 1 707 
Ui90 2 840 
1897 1 BIii 
18118 1 926 
18119 -·

11100 -

1901 -

1900 -

1903 578 
1004 -

1905 2 680 
1900 l 988 
1907 689 
1008 1 II04 
1009 13 078 
1910 17 170 
1011 5 003 
1013 20 '82 
1913 20 .f02 

Intereet 

21'> 162 
18 91!1', 
20 321 
20 373 
20 814 
21 8811 
24 381 
25 733 
25 145 
25 4M 
47 723 
61 585 
lU ll91 
111 221 
56 630 
62 089 
61414. 
57 050 
62 376 
67 902 
98 70,1 
81 625 
7fl 172 
8S 9M 

»lwnal

Commiasions 
a11d 

Brokeragr. 

926 
152 
173 
181 
120 
M7 
237 
IM 
277 

3ll!l 

835 
2 28,, 

08 
MJ! 

408 

l ·os.) 

624 
019 
1140 

104 

1 527 
1 187 

805 
l 071 

Table 119 

Federal, Debt, 1890-1945 

(Contos de Rfu) 

Jntr.mnl 

Commi1aiclna S11btoi.J AJD1Jrtiza• Inte,..,,t and (l) tion Brokera,.e 

31 372 - 21 082 -

22 &7� 1 070 24 4311 49 
23 n2 19 OS3 (1 042 lll4 
3:l 1171 19 21� 2 74.8 182 
2a 470 - 21 122 1167 
24 1711 911 29 427 2 s.,,,; 
27 458 23 83t 4 IM3 30 
27 723 23 820 6 711 1 66G 
27 8-17 814 l!ill 8 45g 1179 
2� 8M - 82 408 08 
48 658 80 207 3fl 0"5 lt 
63 870 - 3Z 778 8 
11 407 6 000 Ili 1!11 8 
32 M7 - 31 6811 388 
67 017 li 000 37 29·1 R 
lill -1� - 32 1108 8 
60 02ll e ooo 31 522 8 

l>8 808 ll 000 3-1 561 9 

ll4 920 1 004 28 116!1 1116 
81 a:-2 7 393 20 75-i 92-\ 

115 461 7 068 37 239 8 
87 765 10 275 29 059 8 
97 619 1 235 31 700 G5 

11' '37 - usn 8 

Intetut Inter<'Ot on 
Subtotal 011 L<-o.n■ Depoeits in 

Total {t) + (2) fn:, m t.he Federal So.v• 
Suhlotal Orpbara ingo Banks 

�2) li'uud 

21 OI\� 112 434 6311 l 4RI M .554. 

2� /IM 48 � 433 2 16ft .'10 830 

2-l 1119 47 031 4li7 3 240 /il 628 

22 173 M 144 500 3 679 !i9 319 

21 789 46 250 678 2 4ll5 48 322 

81 881 óO 040 585 3 933 60 1168 

28 813 llO 271 ll05 262' 59 460 

32 197 .'Ili 1120 623 4 243 6' 786 

�3 20,i 350 1551 626 3 933 355 110 

82 liOO 58 420 631 4 U5 63 806 

125 261 173 Rl9 621 li Ul 179 581 

32 786 86 6Sll 5,S4 4. 840 92 O!IO 

67 219 78 í\26 636 5 Mi 84 905 

32 071 84 418 472 6 628 Rl 1518 

43 302 100 349 400 7 423 108 17K 

&2 616 89 074 4:12 7 4511 06 952 

87 530 07 658 496 7 72� 11).'1 781 

40 570 08 878 -170 8 73-1 108 082 

80 666 9ft !18!1 361 0614 105 564 

38 071 119 153 4.ilO 8 03ft 127 UL9 

44 3111 159 776 324 8 861 168 961 
39 342 127 107 331 11 ()88 138 506 
l5 900 133 M 322 10 11U! IH 017 
4-l 885 169 322 3'3 10 060 1611 725 



IDH 77 413 16 .-.� :m 1}$ 2411 10 6641 � 378 8 36 9112 130 201 304 8 301 138 800 11115 108 7il6 24 376 - 133 172 33 280 3 718 - 36 U77 170 140 - - 170 149 1916 180 02.5 22 611 - 202 836 56 :iao 2 2911 - 58 635 261 271 - - 'lOl 271 1917 183 0.22 22 350 ·� 205 6:J7 18 073 8t 613 33 69 719 2711 246 - - 27" 2iff 
11118 123 4118 20 250 1'8 H3 8110 38 6ill 36 008 32 73 806 217 709 - - 217 702 
1018 138 3112 21 3M 419 160 155 441 712 42 818 53 89 581 240 �36 - - 249 ?RCI ID20 194 llM 30 005 243 224 37:l 3g 6l57 68 mi 59 106 1� 330 1131 - - 330 631 
1921 15-1 26g 341 373 192 190 824 43 M8 29 240 46 72 248 263 072 - - 263 072 
1022 171 367 40 407 214, 211 !ll!S 47 720 32 493 62 80 205 2112 253 - - 211!! 253 
1923 300 84.4• 18 471) 279 326 602 211 842• 48 781 18 70 MI 403 243 llO 12 820 05 952 
1924 28..� 73!!• 30 870 450 320 007 93 1150" 63 858 - 157 544 477 Oll - - 4'77 61 l 
1925 288 731• 30 189 374 317 26-4 103 433 H 3S4 2 672 150 489 467 7:-,a - - 467 7113 
1026 2·1'.l 20,v.• 211 !182 382 269 172 116 349' 47 500 2 461 166 318 43:'> 483 - - 4311 ffi8 
1927 396 11-t• 20 2M 6110 126 ns l:l!l ou• 52 lí:m l 2M 189 774 6]5 012 - - 615 912 
1028 112 2so• 29 284 457 501 973 HO 161' 22 872 211 1113 059 665 032 - - e65 032 
11,211 471 438 29 284 4117 501 179 149 394• 19 001 21 169 312 670 491 - - 670 401 
1030 21!1 no• 31 1)76 l 4116 252 218 135 956 30 232 28 106 216 418 4.'111. - - "18 434 
1031 616 600 - 444 617 134 114 876 14-146 19 129 341 746 H5 - - 748 475 
11132 128 875 - 15 128 690 231 738 19 147 s 250 gii3 370 783 - - 379 783 
11133 727 091' - - 727 091 520 90S 30 012 - 661 817 l 288 908 - - l 288 908 
1931 l!03 2M' - - 303 254 270 269' 38 724 - 317 003 711 247 - - 7ll 247 
1935 411 3-tl' - - 411 3-U 249 29'' 3 771 - 253 06!1 6M 406 - - 004 408 
19.10 298 4Ml' - la 516 30M 97!1 243 733' 88 542 - 330 2711 029 260 - - ti39 200 
1937 316 274" - a4 uos �!II 2i2 240 603' 94 842 - 335 245 686 1117 _, - 086 517 
1938 - - - - 906 188 H,2 - 996 330 9911 330 - - 996 830 
19311 - - - - 013 681 O 076 - 92:l 703 U22 763 -- - 922 763 
IIMO - - - - 798 001• 10 817 - Sl8 724 818 72-1 - - 818 724 
llMl - - - - !l77 100 s � - 99;; 274 Dl,5 274 - - 986 274 
1942 229 07!1· - 269 229 114, 44.,f 082' 100 186 - 63·1 270 863 817 - - 863 617 
1013 221 119&• - l .�S3 222 .582 olU 575 570 005 - 985 180 l 208 762 - - 1 208 702 
11144 128 2113 242 1192 14 4711 3811764 848 428 283 6!'!8 - l 130 0511 1 515 820 - - 1 fil-5 820 
ll!<M 393 382" - 6 756 400 138 697 799 �51 316 - 1 0!9 115 1 1-tll 263 - - 1 "'49 253 

Souroe, 8ame a.a tab\a 11�. Duo to data !imitationo, the figure• for the yeara 191/J-1921 wer,, ""timated lrom budg,,t data. 
� Note: The figuree rnarked with Mterioka ••wer not oruy nniortimtion, but sJao inte, .. t and other payme11te. Toe balanoe aheeta lor th..,o year,, do not 
.... recmit liner disa&grecatioo . 



Table 120 

Brazil: Price Iridices and Exchange Rates, 1889-1945 

Year Prico lnde< Exchana:e Rale 
(1919 - 100} (Mll~Rfü/ .!) 

1�89 15.6 9.077 
1890 16.8 10.638 
1891 :n,5 16.097 
1ag2 30.8 19.950 
1S03 32.9 :?0.708 
1891 31.9 23.786 
l�!l5 30.2 24.814 
189& 311.6 211.490 
18117 46.8 31.088 
1898 48.3 33.380 
1890 <l7.4 32.Z.� 
1900 41.l :is.:ms 

1901 �-8 21.301 
1902 31.2 20.237 
1903 31.8 20.IM 
190l 23.7 19.819 
IQ05 30.2 111.238 
1!)06 36.8 14.071 
1907 34.0 15.917 
19011 35.7 15.083 
1009 33.9 15.983 
1910 31.5 11.927 
19ll 35.1 15.044 
w1:a 37.0 15.000 
1913 37.2 15.044 
1914 35. l 16.375 
1915 50.0 10.272 
1916 �2.7 20.078 
11117 63.9 18.893 
1918 75.ll 18.641 
1019 100.0 lG.678 
1920 109.8 lG.623 
1021 02.6 28.1181 
1922 89.2 33,464 
1P23 120.11 44,651 
1924 H8.4 40.421 
192S 100.2 39.285 
1926 IU.7 33.611 
1027 147.8 fl.070 
1025 HR.l 40.743 
1920 156.2 41.015 
19ao 127.7 f.l.321) 
1931 1111.11 62.961 
1932 113.6 48.Ml 
1933 111. l 53.149 
1934 1111.6 73.423 
19?� 114.9 86.112 
11136 138.2 86 .230 
1937 162. l 78.788 
11138 IBl.2 86.387 
1939 167.6 85.746 
1940 165.8 79,989 
19-U 18'1.3 70.071 
1042 200.8 70.600 
1943 2.53.9 79 .5S6 
1944 288.7 711.290 
11145 300.9 78.901 

Prie• lnd,:11, 13�9-1030: F:.M.T.. Lobo"· o:I., "E..-oluçêlo d03 Prcçoo e do Padnto de Vida 
no nio de Janeiro, 1820-1930: Ilesult<ld08 Prcliruinar"'1," 11..,;,,1a Bm•il&órá d, I/<anom;a 
25 (Oot.oh<,r-De«nnber 1971); 2:!S-65. The weight.o ootd wen:, dcri••ed from J,. d• 
A!Conaem Junior, () Custo do Vid<> no Cidade do Rio d, Jan,iro (Rio de Janeiro: lmprena11 
Naojona.l, 1920), pp. 1�16; 1930-1938: The inde. w&& oon•lruoted from dab Oll 1_4 
producta, presenl<!d in Instituto Bruileiro de Geoa;n,.fi• e Eolntío�ica (IBGI-;), ,t,,udno 
.t'•l"-'••l1eo ,Jo V.slrilo F'�•rtM, 1938, PI'• 441-43: ic!cm, Anudrio E,tothtico do Branr, 
19,39-1940. 1m. 459-IIO Md 1.382-83, and 1941-1945, pp. 314-19: 1930-1945: Thll whole
..ale prioe inde� u,,ed for r.griou.!111 ·a.1 product,,, 6%C!udiog coffee, i• tbat of the CentN> 
do E•tatt,tico. e Econometria, FGV. 
E:zclu,np• Ro�: Jornal do Comércio, R•troop,a,, C<>memo1, 1906, p. 149; IllOE, Nllm•
ro• f11dic"'1 doa P'"{o• • Qu.anlidad,a do Comb,:-io E:ut"rittr • do CahO(.(Jq'11'1, F"'tud011 do 
F..ol�tistica Te6rio& a Aplieada. (Rio da Janeiro, 1951), pp. lSll-84. 



Table 121 

Agricultural Sector: Real Out� (Q) 
19 -1949 

and Prlce (P) Indkes,

(1939 = 100) 

Crop1 Agrimlllural 
T,f,,..,tock �tor 

nod Li.-cotook V,cetable 
Tenr Pnxluation for Ra.w Material.e Deri,-ativOB Edroeti011 

Domestt,, rro<1.uctio11 ror for Iodlllltr ial Subtotal Total 
Couumptiola EllporL 

u ..
--

Q p Q p Q p Q p Q p Q p Q p 

11120 0 -1.S 82.6 42.2 88.T 70.7 86.2 52.11 117 .8 81.3 44.8 &8.1 CS.7 67.8 78. 1 
1921 64.7 e2.6 61.7 74. l 83.8 47.0 86.11 86.6 82.8 ,1.0 lil.11 -H.8 60.6 60.9 
1922 67.7 63.6 48.2 107.2 74.6 42.0 54.8 70.6 84.3 49. l 62.S 46.8 80.3 10., 
1923 70.8 86.4 45.4 144.9 60.0 01.7 65.8 1011.4. �6.8 61.2 84.2 M.4. 61.4 90.-l 
1024 64.1 Ull.8 6�.8 171.4 66.4 86.1 58.0 140.0 87.3 63.3 66.l 60.0 83.8 111.7 
192S 6.1.3 136. l 49.8 212.7 70,7 76.6 5�.IJ 163.8 87.8 M.4 t.9.7 W.8 61.8 n9.T 
11126 64.8 86.0 52.3 160.2 73.6 70.2 �7 .u 117.2 811.7 55.6 611.B 88.6 63.7 08.4 
1927 71.6 82.3 SS.6 151.6 74,6 61.6 64.1 116.0 91.5 00.8 67.0 73.2 69.2 �-1 
1928 72.5 105.-1 !W.l 175.2 77.0 l!S.1 78.9 l,l3.8 92.11 118.8 73.0 62.3 82.1 no., 
1929 78.6 99.2 80.8 170.7 83.5 81.9 79.0 128.7 �-º 61.4 80.3 118.3 82.8 107.2 
19:!0 74.4 1!6.8 �2.l 138.6 113.ll 78.9 79.R 10!!.7 117.2 62.6 61.3 69.3 82.9 IH.O 
1031 77.8 79.1 67.0 74..6 87.8 78. l 72.7 77.0 100.0 66.0 61!.2 66.0 77.ll 73.2 
1932 87.4 76.1 75.l 80.9 8-1.l 76.6 79.8 80.2 101.5 66.6 61.B 52.2 83.3 75.4 
10:13 87 .9 79.U !13.5 84.4 Sol.D 70.2 !!!UI 81.4 104.0 88.4 63., 61.4, 90.7 76.ll 
1034 88.3 88.2 103.8 84.0 95.3 81.l 93.2 85.2 100.9 70.3 08.0 li9. I 04.8 80.l 
1935 92.4 87.7 84.6 97.8 91.4 73.4 87.8 00.7 108.9 76.2 80.8 69.2 91.3 85.9 
1936 \ll.6 98.0 109.� 99.6 03.9 83.2 00.0 97.9 106.3 87, 1 85.1 113.4 90.8 94.9 
1937 9l.7 107 .o J0�.8 9/l.7 79.9 90.2 1111. l 100.7 lOll. 2 B!I 6 82.ll 109. l 99.7 97 .o
l!l38 9A.O 103.3 111.6 101.1 87.8 07.6 100.2 101.8 108.4 01.1 92.5 94.8 10.1.4 08.8 
193.'I 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
191D 93,•1 102.0 97.3 93.3 lOll.1 98.7 00.8 98.2 101.7 110.7 163,3 107.4 101.1 101.7 
lll41 107.D 107.0 99.2 93.9 107.7 107.8 lOC.2 101.9 104.5 135.8 221.8 111.9 109.8 110.7 
1942 IOS.4 117.8 77.2 ll5.8 105.3 117.7 95.6 116.7 106.2 161.2 200.2 138.7 UJ4.l 129.0 
1943 112.8 149.ll ll6.0 137.9 108.5 134.!l 106.0 143.1 104.9 185.6 :.03.0 151).0 110.1 164.3 
l!l44 121.2 220.9 88.4 198.1 123.8 186.6 100.5 193.1 101.7 210.9 215.1 177.6 111.3 1g9_ l 
11145 120.4 238.2 79.4 22!!.2 125.7 22.�.7 104.11 2:10.8 105.0 235.1 234.B 108.6 110.:l 228.8 
1948 137.8 258.2 84.4 a ui.o 138.0 25.ll.2 118.3 :?H,0 113.7 262.7 223.9 240.7 120.4 2e8.7 

� 

1917 130.8 298.0 83.7 334.0 140.2 275.H 118.7 307.3 115.6 2SS.I! 218.3 2,5.s 120.a 2116.7 

Sources; Calcula.te<! from dat<> in IBGF., AnuJrio E,laJ.htico tfp Br<JOi/, 1939-UMO. "Aptndice E•latla!ico"; id,m, Bto,il "" Número• (Rio de Janeiro, 1960;. 
Noto: Tbe muho<lolon employ,d in !lua t"ble is (li,;euo� in app. A. 



Table 122 

Agrícultural Sector: Output of 
Principal Export Crops, 1930-1945 

(Tons) 

Yea.r Coffee Cocon. Cotton (Fiber) 

1925-1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
1940 
1941 
1942 
1943 
1944 
1945 

1 239 251 
1634145 
l 301 670
1 535 745
1 776 600
1 652 538
1 135 872
l 577 046
1 460 959
1 4-04 143
1 157 031 
1 002 062

961 552 

829 879 
921 934 
686 686 
834 916 

68 114 
68 729 
76 738 

104 437 
100 074 
107 922 
127 116 
126 677 
118 900 
141 839 
134 759 
128 OHi 
132 305 
108 869 
178 300 
116 532 
119 656 

119 090 
95 486 

112 789 
76 416 

151 253 
284 604 
297 306 
351 543 
405 024 
436 628 
428 523 
468 695 
503 003 
376 954 
496 247 
589 701 

Source: Minist.ério da Ag�icultura, Serviço de Estatística. da Produç!l.o (l\·1AJSEP). 

Table 123 

Conselho Nacional do Café: Recefpts and Expenditures, May 1981 
to 30 April 1932 

( 1 000 Contos de Réis) 

Receipb Ezp,mdituno 

E:r:port Duti.,,,,. '147.80 Prica Supportd ,1,.10 
Ralco oí Colfee .OI Ad m ini•tr .. tion 3.00 
Loan• from Danoo do Braoi\b 292.80 PurcliMos for Federal Stocka :?21.10 
Salea of Coffee Bago 1.50 Expens88 for I.oJ.na from llu<lC do 4.50 

Bruil 
Otbere 2 00 Fees Paid in Advanm on eorree 

ne,,.lizo.tion Loa.n 39. 40 
Donation• to Coffoe O ro>1·en, .20 

Total 744. 11 'l'ot.>l 742.;;• 

Source: C. M. Pel-le•. "Au Eoonomic An•lyoio of lhe Brnzilinn Coffee Support Progn,.m, 1900-
-1945: Theory, Policy ti.nd Measurernent.1' in E&aaua on Col}tt a.nd !"co,iomie" Dtttlc,pmtfll 
(Ri<> do Janeiro: lnotitnto B:aaileiro do C11,f�. 11173), pp. 181-24!1. 

354 

• Net of payment oi tb" cofre• realfao.tion loan. 
b N e\ pa.ymen t. 
• Jntereot on be.nk depo,ito, di.&ooW1t.i, and íineo. 
d 1'11tchue,,, de,,truction o! stooks, etc. 
• Total rcceip!.9 Nld e,penditurei, do not mnt<lh. Tbi, io duo nol lo toundin� erro .. , but 

to di.ecr-epnnde• in tha data. 



Table 124 

Conselho Nacional do Café: Receipts and Expendftures, May 1931 
to 16 February 1985 

( 1 000 Contos de Réis) 

Reoeipt. E1P4!1ldituNII 

(A) .5-S.llillinc Aeoount (A) S-Shil\ing AcCOUllt 
Incom• from 5-Shillilll Imurance and Warehow,-

Ta.I 212 ing Co•t. 10 
Cof' e& &lea of the SI.ate Rep<LY ment of 1930 Lo..,. 230 

of Sfo P11uk1 89 D ef errorl P.a.ymen ta on 
Oiher Funds neceived Hmo Loo.11 75 

from Coff-Growen 27 Olher 47 
Bubtot&l 278 Subtotal 382 

(B) 10-Sbilliuc Account (8) 10-Shi\li�K Acoount 
Incorne from 3-Shillilt( Cof/ee Purchases 9113 

and 10 -Sbillin11 Tu 702 W&rehousiog 8J>d Colfee--
Subtotal 762 Deotructfon Co9!a 28 

Freight 
(C) Subtotal (A) + (B) 1 040 Ad vertí.sing and General 
(Dl Credit lrom the Cent,.J Bank � E�pen•• 24 

Credit from. the Na!ion•I lnten•t Paymenb 
Treno11ry 250 Commiaeiona 75 

Sub loto.! {C) + (D) ""'iiõ Otber 
Subtotal 1 181 

Total l MO Total l 643" 

Source: Peliee, p, 136, 
'" Due to roundin.i: erron. rotai reot!ípt.a and e,rpenditu= do not m&tob. 

Table 1.25 

Industrial Productíon: Quantum Indices, 1911-1919 
(1929 = 100) 

1911 1912 1913 1914 1915 19111 1917 1918 1919 

Te.iileo 7.l.5 70.2 76.6 62.0 91,0 86.4 100.9 01.0 105.0 

Clothln& 4141d Footwt111r {l.7 {7.& {6.8 ss., 38.0 47.:1 62.J! 52.l 114,() 

&..--, .. 37.l! 47,0 53,8 48.4 38.H 41).8 SS.11 40.:.l '8,8 

Tubacco 38.2 -lll.S {41.fi -lll.2 40.9 53.8 U.3 �-' 65.0 

Total 60.9 66.8 65.3 63.6 70.8 70.6 78.6 73.4 11s., 

&,,,..,.,, C..lculated froin data ia. !BCE, An,..:lri<i Eal<>l!dico tI,, B,a.,r, 1939-1940, ''Apendice Eo
tatí!.tioo.'' 
Note: The índice., ror each i:roup were weight<!d by tbe &ha.re oi each in 10141 indUl!trial 
v:,,!ue added ín 1919 �I indicated in tbe iuduotrial oen•u• of 1920), T:.ken to&e!ber, lbe 
four croup■ M:counted for 49. 5li% of tot&l Industrial vLiue added iD UH9. 

355 
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Table 127 

Agricultural and Industrial Output: Quantum Indices, 19�)-1945 

(1939 = 100) 

Yee.r Agriculture lndllStry Total 

1920 57.8 34.7 47.4 

1921 60.5 34.3 49.0 
1922 60.3 39.7 50.5 
1923 61.4 47.4 53.3 
1924 63.5 39.6 52.9 
1925 61.5 39.9 51.7 

1926 63.7 39.5 53.l

1927 69.2 42.7 57.6 
1928 82.l 46.1 67.0 

19Z9 81.2 44.5 66.9 
1930 82.9 42.4 66.4 

1931 77.9 45.9 64.4 
1932 83.3 46.0 67.9 

1933 90.7 52.8 74.9 
193-l 94.8 59.6 SO.O 
1935 91.3 68.0 81.4 

1936 90.8 77.8 00.4 
1937 99.7 83.3 92.5 

1938 103.4 88.8 96.9 
1939 100. O 100.0- 100.0 

1940 101.1 105.0 102.,!1 

1941 109.8 116.0 11:l.4 

1942 104.1 112.0 107.5 

1943 llO.l 123.0 115.5 

1944 111.3 128.0 118.3 
1945 ll0.2 136.0 120.7 

Sour�: Agriculture: Data obtained from MA/SEF; IBGE, Anudrio Estatía
tico do Brasil, 1939-1940, "Apêndice Estatístico''; idem., Brasil em Nú.
nuros. Industry: Data obtsined from MA/SEP; Diretoria. Geral de 
Estatística, Minist.érío da Agrícultura., Indústria. e Comércio; IBGE, 
Anuário E81al.ístioo do Brasil, 1939-1940, ''Apêndice Estatístico"; 
idem, Cen80 Induatrial, 1920 a.nd 1940. 

Note: The methodo!ogy used in thjg tahle is explained in app. A. 
• Beginning in 1939, the industrial índex is that given in G. F. Loeb,

"Números lndices do Desenvolvimento Fillico d11. Produçã.o Industrial
no Brasil, 1939-1949," Revista Bra,ileira de Economia 7 (March 1053):
31-66.
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Table 128 

Structural Changes in the Manufacturlng Industries, 1919�1939 

( i of V alue Added) 

Sector 1919 • 1939 

Nonmetallic Minernls 5.7 5.2 

Metallurgy 4.4 ,.6 

Maehinery .1 3.8 

Communications and Electrica.l Equipmcnt .O 1.2 

Transport Equipment 2.1 .6 

Wood 4.8 3.2 

Fumiture 2.1 2.1 

Paper and Cardboa.rd 1.3 1.5 
Rubber . l .7 

Lea.ther Product8 1.9 1.7 
Chemica.ls 1

.
7 

l 

Phannaceuticals 1.2 9.8 

Perfume, Soap and Candles .7 

Textiles 29.6 22.2 

Clothing and .Footwear 8.7 4.9 

Food Products 20.6 24.2 

Beveragcs :i.6 4.4 

Tobacco 5.5 2.3 

Printing and Publisbing .4 3.6 
Others 3.5 1.0 

ToW 100.0 100.0 

Sources: Ca.JcuJated írom data in IBGE, Censa Indmtrial, 1920 and 1940. 



Table 129 

Indicators of Industrial Capital Formation, 1901-1945 

Domll!!tic Domestie 
Quantum 
Index of 

Year Cement Rolled-Stet>l Indust1·iru. 
Con3Umptlon Consumption• Capi tal-Goo<ls 
(l 000 Tons} (1 000 Tons) lmport.� 

(1939 = 100} 

1901 37.3 34.9 56.8 
1902 68.8 61.3 31.7 
1903 63.8 61.0 38.0 
1904 94.0 G6.5 41.3 
190.'> 129.G 73.6 62.3 
1906 180.3 !ll.1:1 66.1 
1907 179.3 147.6 93.0 
1908 107.9 127. l 96.4 
1900 201.8 108.1 102. !l 
J9l0 264.2 150.3 118.7 
1911 268.7 171.0 153.6 
1912 367.0 215.9 205.3 
1!)13 465.3 251.2 152.6 
1914 180.8 127.2 63.4 
1915 144.9 82.7 25.2 
1916 169.S 82.0 32.2 
1917 98.6 74.4 32.0 
1918 51.7 44.l 36.9 
1919 198.4 126.4 64.6 
1920 173.0 195.5 108.1 
1921 156.9 84.4 125.8 
1922 319.6 117.8 91.5 
1923 223.4 147.6 119.4 
1924 :n1.2 253.!l 151.0 
1925 336.5 247.1 209.2 
1926 409.7 248.5 154.7 
1027 496.0 285.8 124.3 
1928 544.2 341.3 133.2 
1929 631.5 383.3 184.7 
1930 471.7 181.4 99.7 
1931 281.4 119.1 33.6 
1932 310.0 148.6 28.9 
1933 339.4 217.0 47.4 
1934 449.6 242.4 82.0 
ma.; 480.4 271.6 123.7 
l!J36 563.3 308.7 114.5 
1937 646.3 405.2 143.2 
1!)38 667 . .5 296.2 122,5 
1939 732.6 3..16.9 100.0 
1940 7.59.2 345.0 56.4 
1941 776.8 307.7 86.5 
1942 818.8 2!}3.l 67.1 
1943 753.4 249.2 176.l 
1944 907.4 418.6 166.7 
1945 1 025.5 364.l 82.7 

Sources: Cement: Serviço de Esta.tíatica do Sindicato N a.cional da Indústria do 
Cimento; Súel: MA/SEP; Capita/-Good.8 Impor/8: This index waa .con� 
structed using two difforent l!Quree.i - data from MF/SEEF for 190(-
1919, and data from I<'GV/IBRE/CCN, "Estrutura do Comércio Ex
terior," vol. 2, for 19 20-1945. 

• Less imports of rails, accessories, etc., for railro&ds.
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Table 130 

Cotton--Textile Consumption, 1911-1945 

( Million Meters) 

National 
Importa Exporta• Production 

(A) (B) (C) 

379 84.ó .n 

400 69.6 .o 

385 59.4 .o 

314 22.4 .O 
471 17.5 .O 
474 30.0 .O 
548 24.8 . l 

494 28.4 7 
584 22.4 .7 

587 29.4 .8 
552 12.2 3.3 
627 19.0 4.7 
94<Jb 23.7 4.8 

580 35.3 .3 
536 44.3 . l 

539 44.3 . l 

594 43.8 .l 

582 50,3 .1 

478 29.9 .l 

476 8 l .o 
634 2.7 l. 7 
631 2.3 .4

639 4.8 .5
716 2.9 2.6
753 2.1 1.3 
915 2.4 1.9 
964 2.7 4.1

910 2.9 Ui
894 3.3 12.0
840 8.8 24.0
990 4.6 56.0

J 069 .9 154.0
I 414 4.2 160.0
1 383 l. 2 121.0
l 085 1.0 146.0

(D) 

Domestic 
Conaumption 

,.. (A) + (B) - (C) 

463.5 
469.6 

444.4 

336.4 

488.5 
504.0 

572.7 
521.7 

605.7 
015 .6 

560.9 

641.3 
958.9 
615.3 

580.2 
583.2 

637.7 
632.2 

ú07 .8 

484.1 
635.0 
632.9 
643.3 
716.3 

753.8 

915.5 
962.6 
911.4 
885.3 

824.8 
938.6 
915.9 

l 258.2
l 236.2

940.0

MF/SEEF; IBGE, Anuárw Esta.tfatico do 8r<J8i� 1939-1940 and 1Q49.
The export datP., given in kilograms, were converted to
applying tho rele.tiaa I kg = 6. 05 meters. 

meters by 

This figure i.s aparently erroueow;. 



Table 131 

Value of Exports and Imports and the Bakince of Trade, 1889-1945 

Year 

1889 
1890 
!891 
1892 
1893 
18114 
1895 
1896 
1897 
1898 
1899 
UIOO 

1901 
1002 
1903 
1904 
III05 
1906 
1007 
1008 
100� 
1910 
1911 
11112 
1013 
i!IU 

l91� 
1916 
1917 
11118 
1!119 
1920 
1921 
1922 
1923 
192� 
JQ211 
1926 
1927 
1928 
1029 
�030 
11131 
1932 
11133 
1931 
1Q35 
l9™l 
11137 
1938 
1939 
19'10 
11141 
11142 
IOC3 
1944 
11145 

Soure.e, 

Ezporta 

259 095 
280 005 
439 091 
618 a111 
666 801 
729 455 
790 lv.!6 
755 555 
824 305 
840 385 
832 082 
8/iO 339 
860 8Z7 
7&5 !MO 
742 632 
776 367 
685 467 
700 670 
860 891 
705 791 

1 016 500 
93g 413 

1 003 925 
1 119 737 

981 768 
7.55 747 

1 042 298 
1 Ia6 888 
1 192 175 
1 137 100 
2 178 719 
1 752 4ll 
1 700 722 
2 332 084 
3 297 001 
3 863 5M 
4 021 965 
3 190 559 
3 644 118 
3 970 273 
3 860 482 
2 Q07 3M 
3 398 1114 
2 536 765 
2 820 271 
3 459 006 
4 014 008 
4 89S 435 
6 092 060 
6 096 890 
li 615 619 
4191mr5311 
6 7251646 
7 499·�6 
8 728 569 

10 726 509 

Conto• ds Rií.• 

lmports 

217 800 
255 520 
413 680 
527 104 
546 144 
649 4-02 
709 018 
743 467 
73,2 173 
792 457 
734 940 
M8 9� 
448 353 
471 114 
486 489 
512 688 
454 9115 
409 287 
644 938 
M7 272 
5112 876 
713 863 
793 716 
MI 370 

1 007 4115 
úlH U3 

632 006 
810 759 
837 938 
089 40l 

l 334 259 
2 000 633 
1 689 sao 
l 652 630 
2 267 !�9 
2 789 M7 
3 376 832 
2 70.� M3 
3 273 163 
3 6!H ll90 
3 527 738 
ll 343 705 
l s.qo 934 
1 618 61M, 
2 165 2M 
Z 502 78� 
3 8�5 917 
4 268 067 
li 314 551 
li 10� 570 
4 ll93 992 
4 964 149 
5 524 086 
4 694 1!73 
6 229 232 
8 128 471 

&lAnce o! 
Tn<d• 

41 295 
25 145 
25 411 
91 215 

120 657 
SU 053 

81 006 
12 088 
92 132 
49 428 
97 142 

301 400 
412 474 
2M 828 
256 148 
263 779 
230 467 
300 :t83 
215 953 
138 U9 
�23 714 
225 550 
210 209 
168 367 

25 727 
193 SIM 
459 302 
326 129 
354 437 
J.176116 
M� �60 
338 222 

19 883 
67U 454 

1 029 902 
l 073 097 

645 13:l 
48� 005 
370 955 
27fi 283 
332 744 
563 6411 

1 517 230 
1 0!8 ijlM, 

6M 017 
95õ 221 
248 091 
626 708 

22 491 
98 680 

621 627 
3 611 

1 200 660 
2 804 683 
2 49g 337 
2 698 038 

.E: 1 000 

Esport.e lmp0rt.e Balance of 
Trade 

28 552 24 OO!l 4 5/j(l 

211 382 24 0!9 2 363 
27 136 25 565 l 571 
30 854 25 302 4 552 
32 007 2B 215 !I 792 
30 401 27 us 3 345 
32 586 29 212 3 374 
28 333 27 880 453 
2ó 883 22 990 2 893 
25 019 23 5341 1 48.1 
25 MI! 22 1163 2 982 
33 163 2 J 40',l 11 7:!4 
40 622 21 377 19 2411 
36 437 23 279 13 15� 
36 883 24. 208 12 676 
39 430 26 91� 13 616 
44 643 29 830 U Rl3 
53 059 33 2(M 19 855 
M 177 40 /l28 13 649 
44 1õ5 35 rn1 8 664 
63 724 37 130 26 68& 
63 092 47 872 lS 220 
60 839 112 S.."2 14 017 
7t M9 63 42,; li 224 
65 451 67 166 - 1 7(5 
46 803 35 473 11 330 
53 961 30 088 23 1163 
66 462 40 3MI 16 093 
63 031 41, 510 18 601 
61 16ll 52 817 8 3./\1 

117 388 71 867 45 521 
82 346 88 360 - 6 023 
4� 411 46 oo.., 622 
61 317 43 60Q 17 708 
68 662 47 441 21 151 
86 7a7 62 602 24 235 

102 875 84443 18 432 
94 2M 79 B76 14 378 
88 689 79 634 9 055 
97 426 00 669 6 757 
94 831 86 M3 8 178 
65 746 63 619 12 127 
49 1\44 28 766 20 788 
36 630 21 744 a 886 
35 7\lO 28 132 1 6�6 
35 240 25 407 9 773 
33 012 27 431 5 5�1 
39 009 30 ()68 9 003 
42 530 40 808 1 922 
35 9411 2ii 916 2U 
ln 2118 31 801 6 497 

MF/E!EEF, Comi,..;o Ezl•riDr do Br<>ftl, YarioW! 
B..,...I, 1039-1940, PP, 1 3aS--�9. 

)'""""; lBGE, Anudrio E•lalWi<o d• 
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Tabel 182 

Foreign Trade: Quantum and Price Indice8, Terms of Trade, and 

Capacity to Import, 1901-1945 

(1928 = 100) 

Quantum l•des Prioe Indtt 
(Lupeyre,,) (Paaache) Termo of Car,acity 

Yeu Trade lo mpot1 
Importa :E�rt. lmp0rts E,cpoN 

1001 211.8 ;3,4 .0.8 29.6 72.3 53.1 
1002 31.0 i0.9 41.2 .2&. l 63.3 4.4..9 
1903 31. 7 69.2 41.tl 27.0 64.9 44.11 

l90i 32.2 60.6 43.1 32.2 74,7 43.3 
lllDS 37.8 65.S 32.6 26.4 81,0 53.l 
1906 39,6 77.5 34,2 26.0 76.0 58.11 
Hl07 "5.4 82.7 38.6 26.2 68.l liõ.3 
1008 -l0.3 73.6 38,l 24.2 63.5 46,7 
moo 43.l 79.8 37.:? 32.1 86.3 68.11 
1910 53.8 63.8 3/S.9 37. l 103,3 65.11 
1911 69.2 66.3 U,3 38.2 105.2 69.7 
1912 70.3 72.2 !16.6 39.l 106.8 77.l 
1913 611.2 76,6 39.4 32.6 82,!i 63.2 
1914 37.7 68.l 40 .4 27 .9 69. l 4.7. l 
1915 28.8 90.7 M.8 :?8,9 52.7 47.8 
llll6 31.ol 80.1 69.9 35.8 61.2 41.0 
1917 26.0 l!6.2 90.9 35.3 38.8 33. l 
11118 26.2 71.0 106.l 40.3 as.o 27.0 
1919 36.7 95.6 98.3 67.4. 58.4 55.8 
11120 48.0 86.6 117.8 51.0 43.3 37.6 
1921 33.2 86.7 137.9 49.7 a6.0 31.2 
1922 40.8 93, 1 109.6 6.1. l 67.6 63.G 
1923 54.0 102.1 111.7 81.4 n.11 74.4. 
1924 73.3 02.3 103.9 105.5 102.4 94.6 
1925 86.8 00.8 JO.'i.3 LlUi 10.�.9 96.2 
1926 84.3 00.0 8G.8 811.3 102.9 92.6 
11127 Sj.,0 1>9.9 105.5 91.9 87.1 87.0. 
1928 100.0 100.0 100.0 100.0 100.0 100.0 
1929 101.3 105.2 9(.2 92.4 118.1 103.2 
11}3() 62.0 111.6 100.0 65.7 65.l 72.6 
1931 45.8 124.8 111.1 68.& 61.7 77.0 
1932 41.6 97.0 98.7 M.9 66.8 M.8 
1933 66.9 121. 7 103. l 58.4 56.6 68.9 
1004 61.4 131.3 110.3 86,3 60.l 78.9 
193-5 61.3 139.7 170.2 74..0 43,6 60.8 
1036 63.8 155.3 181.1 79.4 43.8 68.0 
1937 76.0 150.9 189.2 Sã.O 44.9 67.8 
1933 68.7 184.5 204.6 83.2 -l0.7 75.1 
1939 65.8 108.6 205.ó 72.0 35.0 GS.8 
194.0 58.1 157.3 231.3 79.4 34.3 M.0 
1941 60.9 177.4 245.5 9/S.6 38.9 69.0 
1942 35.7 142.6 356.0 132.4 37.2 63.0 
1943 45.7 15-l,2 368.7 142.6 38.7 69.7 
1944 M.7 1.56.9 388.1 172.2 44.4 611.7 
1945 60.2 156.5 393.4 106.3 -1.0.9 78.1 

Soun:u: Data. were obtuined fom MF/8EEF for tbe y....,, 1001-1920, and lrom FOVJIBRE,OCN, 
"Eatr11tura do Comércio Exklrl<>l'," vo1. 2, lo, the yean, 1920-19'6. 

Noe.: Except for aiight modiíicationa <- app. A), tbe metbodolo� em»loyed ÍD OOlllltl'uCÜDS 
tbia &able waa the _...me u-1 io thu FOV/lBlU,JCCN 11.udy. 
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Table 133 

lmports: Quantum Indice:s by Class of Goods, 1901-1945 

( 1939 = 100} 

Year 
Consumer 

Fuele 
Raw Capital Industrial 

Goods Maoorials Goods Capital Goods 

1901 142.6 21.4 39.2 68.7 56.8 
1902 136.7 22.9 47.2 33.9 31.7 
1903 130.4 22.6 50.7 38.6 38.0 
1904 126.7 24.2 52.2 42.3 41.3 
1905 148.8 26.3 50.7 64.7 62.3 
1906 147.8 29.7 64.9 62.5 66.1 
1907 161.1 32.4 73.8 94.1 93.0 
1908 141.9 33.3 61.8 99.2 96.4 
1909 153.4 34.6 64.3 117 .5 102.9 
1910 182. 7 41.3 84.7 136.6 118.7 
Hlll 194.0 44.4 90.7 185.6 153.6 
1912 222.6 64.5 102.5 271.5 205.3 
1913 217.1 60.1 104.4 223.0 152.6 
1914 136.4 43.1 52.0 87.7 63.4 
1915 92.8 37.9 46.5 33.3 25.2 
1916 89.3 36.6 54.7 43.0 32.2 
1917 79.6 28.5 39.8 46.6 32.0 
1918 79.5 20.8 44.9 42.9 36.9 
1919 99.5 39.9 61.0 93.1 64.6 
1920 163.5 41.0 72.8 148.5 108.1 
1921 6õ.O 38.5 52.6 115.9 125.8 
1922 89.8 43.2 72.0 97.4 91.5 
1923 117.0 51.6 80.9 127.8 119.4 
1924 172.6 82.1 100.6 182.8 151.0 
1925 194.8 77.6 110.8 267.0 209.2 
1926 204.0 76.2 109.7 226.1 154.7 
1927 175.0 92.7 113.7 191.3 124.3 
1928 231.8 98.3 130.9 234.7 133.2 
1929 224.8 108.4 122.2 275.0 184.7 
1930 123.3 92.9 86.4 106.3 99.7 
1931 57.0 75.5 72.2 56.6 33.6 
1932 62.3 59.9 67.3 49.4 28.9 
1933 89.6 72.4 91.6 81.4 47.4 
1934 93.3 74.4 91.2 109.2 82.9 
1935 94.0 81.9 85.l 100.0 123.7 
1936 96.6 88.0 89.1 98.5 114.5 
1937 115.8 103.3 102.1 134.6 143.2 
1938 190.2 101.l 91.1 ll6.0 122.5 
1939 100.0 100.0 100.0 100.0 100.0 
1940 90.0 94.6 82.7 73.2 56.4 
1941 91. 7 86.5 82.0 89.2 86.5 
1942 44.0 57.9 6.'>.4 48.8 67.1 
1943 32.5 58.4 75.2 87.8 176.1 
1944 37.2 59.2 99.4 97.1 166.7 
1945 65.2 74.0 97.6 81.0 82.7 

Solll'ces: Sam.e M table 132.
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Table 135 

Import Strncture by Cwss o{- Goods, 1901�1920 

(�) 

a- J1IOJ """ "'"' 1004 .... 1000 1007 JOClll """' 1110 ttlt • 1012. ; 1913 Jttifl. 1915 �- .)OJ7 lOII • }919 _ 1IIOD 

Co-Ooodo • �0.1� 40.12 37.tll IM.88 37 ... "'·"' at.� 30.:13 31.!12 31.$3 .I0.93 "'·"' :JO,OS '!"·" J'l:40 :U.,o ;12!39 ll:I.Jl Zl.al ·"'""'
Dunhl, 2.81 •."2 ,,t,'(Jl .... '·" e.31) 0.40 G.U "·"' '·'"' , ... 8.Gs ,.ai JD.81 3., .. 4.18 ... � e.ao. ·e.1<1 1.17 
Noodunl,!, ':rl.,:n l.5.00 33.ó! 31,CO 31.60 :ti.Ti ;!$.13 ...... 23.'IS Z!.&l 2:1.,0 2LNJ JI0,74 �.JG :a.,.so :,O.Ir.O ll.37 18,lll Ja,711 Jl,U 

l"otlil and Lubrit=.Mtf 10.cr.: 8.t.3 1 _1)5 7,13 , ... 8,0l 7.112 4-71 .... S.Oll _7.W 9,Cla .... 12.:18 u ... Jl.24 , 17.fl!I 11.'8· u ... 11.-'3 
Jl&wMa.� ª"·25 4S.73 f"i",i;Q t."l,�l 47.8.1 .,.o, ao.6:1 f7.b l&.87 4'1.11 ,1.31 ...... ..... f2.� t.2. 12 63."5 '1.'1 •-l!&,B'I 83.9:! 5f,M 
)'or 1ho Molalliuc{ml IOOlqU'J' .li.õH 7.41 í.'7 8.:15 ,.10 11.13 u.o, 11 . .Sl 11.6,1 º ·10.s.1 u.20 u.e. 11.ff 7.IJO 5

°
.II 7,Jl 8.04 '·"" o.;,. IJ.21· 

Fbf' C)thc,- Jndm"1.m ill.21 J7 os "" .. �113 :JG.00 'J5.!l.1 lU.'11 J2.:.!? 11.71 32.32 32,!7 "'·'"' ... 03 31:t,2 n.u· 43.6.t 41.0l <0.00 <O.li 17 .75 
0.-t.n�U,., Ma.\fft.b fot Uwa >iltit.&IL11,-.;01.,.1 

W11_,y - -· - - - .03 .18 J .. U .li:! 1.01 , .. .'8 ·"' ..a .'1 ... .. , ·.11 
ConaVW.Clion !"ltali:uiab fur 01.IM:t l11d1�11;.n. ... ,1>7 j,IIO J,'Jl 1.611 !L 'lJ J.711 �.,., l.'l'I 2.01 2.M 2.06 3.1!2 �-"" 2.1111 2.12 2.2:1 U7 3.00 1.70 
For ApiCWklNII .!,Q . :N ... ,4.t .,1 ... .30 ·"' .3' .:n .,. .:u ·.i1 . ... ·"" ,10 ,1:! ··"' ,08 .11· 

Capilal O!JQdl .... .... 0.11 º·" 7.50 1,17 O.SI< 13.00 ,3,18 1'2.� ·J:J.71 16.75 ló 03 JD.M 5,ot 5.M G.B• 1.32 d.88 11.;Sl 
.ForJ� ·"' 1.:2..S J.U J.$2 1.45 !l,Gl 8.01 3.,Sia 3_,C:J 3,00 3.5:i 3.83 t,J8 S,34 ,_ .. , .... 2.21 2.07 , ... . ... 
Par �'icuhur. - ·'º _..., .li .lt .14. ,!I ,li .22 ... .2.1 .23 ·"' .11 ,)2 .17 • .1, .16 5.1 ... 

• T>-on,ponJ;q..,,....1 •. 69 ,00 l.1.11 J.10 J,113 UH, uo f.M 4.16 t.30 ,_ .. $,W 5.92 2.13 U3 l,.43 l.l!lt I.W 2.31 a.V 
�tiobMateri&l. - - ·- - - - - - - - - - - - ·- - - - -
<>ti.. 4.10 J.18 ª·"" 3,71' 4.32 .... 4.00 4.$8 t,75 .... 0.112 5.84 ..... .... Ut 2.11 2.62 1.50 2.U • J.IT 

lJ..i..ó/io,l a.oda 5,00 ... .llô .oo . . Oll .1)/. ... ,00 ,,ia . .. .Oll .06 ,06 ,Ili .oz .1111 ,o., .o:s .CIJ ,oi, 

i...i l'f"ltl, 1)) _1()4,LOO 1.eo.00 HIU W J00.00 1100.00 ]00.00 )0(1.00 100.00 100.00 101'.LOO .IOO.on JOl'l.00 100,00 )()0.00 XI0,00 Jl»,00. '®-00 100.00 IOCl.00, 

lkiu.roo: Ôl.lõ.11.álaal ,� dRla p:ri.l'j,dN.I l1y 111-7:'{]-:l-:I-'. 
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1889 
1890 
lSUl 
1892 
18g3 
1894 
1895 
1896 
1897 
18118 
1800 
1900 
1901 
1902 
1903 
1904 
l!IOS 
1QD6 
1907 
1008 
1909 
1910 
IQII 
1912 
1913 
11114 
1915 
1916 
1917 
1918 
1919 
1920 
1021 
1922 
1923 
l924 
1925 
1926 
1927 
1928 
1029 
1930 
1931 
IQ32 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
1940 
1941 
1942 
1943 
1944 
1g45 

'rable 138 

Foreign Debt and the Balance of Trade, 1889-1945 
(.e) 

New Loan& 

(11 

19 837 

3 710 

7 442 
l 000 
2 000 
801* 

18 0611 

8 500 
2 062 
6 800 

10 290 
5 650 

23 750 
4 300 

18 200 
9 900 
'1 200 

HI 620 
18 702 

3 630 
1 1611 

346 
2 010 

20 336 
17 717 

3 OS2 
29 246 
26 622 
25 293 

2 877 
�o ooo 

]8 369 

Foreig n Deb! 

Amorl,..,tiono 

(�) 

9 028 
l 527 
l 627 
l 694 
2 720 
2 006 
3 OOi 
2 439 
3 710 
2 652 
1 571 
1 160 
1 978 
2 á84 
3 920 
3 7g3 
4 807 
5 976 
7 087 

H 168 
9 617 

12 793 
H 138 
12 33'1 
H 997 

9 454 
7 59i 
O 053 
li 619 

13 748 
11 l!O 
10 065 
10 781 
11 297 
li 027 
10 278 
10 252 
15 078 
15 955 
lS 696 
10 175 
21 642 
20 511() 
l 8 663 

5 134 
6 968 
7 752 
7 803 
8 477 

3 132 
3 9!11 
3 987 
3 887 

18 822 
10 68.5 

Oot..t&nding B•lane& of Trad� 
Debt'" 

(3) (4) 

31 104 4 .'150 
30 897 2 363 
30 578 1 571 
30 180 4 �62 
33 487 6 792 
32 929 3 345 
39 817 3 374 
40 203 453 
40 460 2 893 
47 500 l 483 
46 303 2 982 
45 597 ll 71!4 
63 449 19 245 
63 222 13 158 
71 302 12 675 
72 900 13 5I.'I 
79 043 14 813 
88 675 19 855 
9i 265 13 649 

112 618 8 M4 
114 704 26 585 
129 279 15 220 
133 203 14 017 
]32 545 li 2:U 
H5 252 - 1 715 
1e2 ooe 11 330 
162 919 23 863 
102 042 16 093 
150 �64 IS �21 
154 697 8 351 
153 442 45 521 
151 354 - o 023 
170 387 622 
186 396 17 708 
18-l 46) 21 151 
182 702 ,24 235 
184 001 18 432 
211 474 14 378 
235 206 9 055 
25S 088 6 757 
253 a05 8 178 
267 173 12 127 
270 985 20 788 
260 44'9 14 886 
267 449 7 668 
285 040 O 773 
259 802 5 &81 
253 6.57 9 003 
243 725 l 922 
243 725 29 
243 725 5 497 
242 309 48 
240 M8 ]6 014 
232 869 35 239 
227 266 Sl 404 
190 010 32 766 
176 407 43 731 

Souree, a.oii Mo!bodology by Colomn; 
(1) (2) &Dd (3) MF/SEEF, Fi>,,m�,u do Brasil, vol. 19; D;,ida E:r;t.,,,..., 1824-1945, by V. F. Bouç� 

(Rio de Janeito; Tipografia do Jorn&I do Comércio, Rodril(lles & Cia.., 1955), p. 680, ebart �-
(4) IBGE, Anwrio Eatatl•t� do Bratil, 193�1940, for data oovering the ye&n, 188\t-•1939. 1:h• 

licure, lor 1940-1945 were ca!cu!ated frow da.ta in =iro• and co,,10, provided by MF/SEEF. 
Tb= dKt& were converted to pound8 sterLng uoing the annual avero«� nohange ,.,.., uf t}• 
Câmara Sindical doa CorretotE6 da Bolas de Valor... do Rio de Janeiro, ,.,, publillbed !" IIJ9 
Núm<roa fndicc• d• Pr<ÇDa e QúanCi<I�•• do º""'""'º Eziorior • d, Cabato)Otm, appen�i>- r!j"º" 

• 

üie e>ebange rate did not cbaoso during t.heM yeurs, tbe converted data are pot d1•tor 
AL yea.r-end. 

..1 



Table 139 

Foreign Debt and the Balance of Trade, Accumu7ated Totals, 1822! 
1888-1945 ( J?. l OOO) 

Foreign Debt 
Year Balance of TJad• 

R,eeeiplo Amorti,ationa 

1822/1888 49 156 63 711 45 689 
1889 68 \192 72 738 50 239 
1800 74 265 .'12 602 
]891 75 891 54 173 
1892 77 685 58 725 
1893 72 702 80 305 6t lilT 
I8ll4 82 311 67 862 
1895 80 144 85 405 71 �36 
18116 81 144 87 844 71 1189 
1897 83 H4 91 554 74 582 
1898 111 758 94 206 76 065 
1899 9.� 777 79 (),j7 
1000 96 937 ºº 801 
1901 109 827 os 916 110 046 
1902 101 500 123 204 
1903 llS 327 105 42'0 135 8711 
1901 120 389 109 213 1411 394 
19o.5 127 189 l 14 020 164 207 
IQ()õ 137 479 ll9 996 184. 062 
1907 143 129 127 083 197 711 
1908 166 879 141 2.51 206 375 
1900 171 179 150 8(l8 232 960 
19!0 189 379 163 sa1 248 1811 
19ll 199 279 177 799 262 ]97 
1912 203 470 19() 133 21a ,n1 
1913 223 090 205 131 271 706 
1914 211 802 214, 584 283 0�6 
1915 24.'i 332 222 178 300 899 
1916 246 400 229 132 322 992 
1917 238 7110 341 513 
1918 246 836 252 223 340 804 
1919 248 865 263 338 395 385 
]920 273 402 389 362 
1921 289 191 284 184 388 74ll 
192:? 286 908 205 481 406 448 
1923 ªªº 608 427 599 
1924 316 785 451 834 
19% 289 990 327 037 470 2611 
Ill26 319 236 342 lló 485 004 
l\)27 345 858 358 070 404 059 
1Q28 371 100 376 767 600 816 
IG29 374 027 395 1!42 508 094 
1030 304 0'1:1 417 584 521 121 
1931 412 3117 438 174 541 008 
1932 454 836 556 795 
1933 45ll !170 �64 4ó3 
1934 466 938 674 226 
1935 474 690 579 807 
1036 482 653 588 810 
1U37 491 029 590 732 
1938 491 0�9 590 761 
1939 491 029 596 258 
1940 494 161 1196 210 
194] 498 H2 61] 224 
194� 5()2 120 646 463 
1943 606 OH! 677 867 
1944 624 839 710 633 
19!1ó 5211 524 7M 364 

Sou..,.., Sa me e.a ta ble 138. 
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Table 140 

Real Product, Exports, lmports and lncome, 1920-1946 
( Million Contos de Réis at 1939 Prices, except as Indicated) 

lmport Grc� Grosa. Income 
Ye.o.r GNP Exporia Cap&ejty N0-tiona\ Per Capita 

lncoi:n� (CrS) 
(1) (2) (3) (4) (5) 

1921'1 21.6 2 . .5 3,2 22.3 .81 
1921 22.3 2.(1 2.6 22.3 .80 
1922 23.0 2.7 4.5 24.8 .87 
1923 24.3 3.0 6.3 27.6 .95 
1924 24.l 2.7 7.9 29.S .119 
1925 23.6 2.7 S. l 29.0 .96 
1926 24.2 2.7 7.S 2!1.3 .95 
1927 26.3 2.9 7.3 80.7 .97 
1928 30.6 2.9 8.4 3õ.1 1.12 
1929 ao.s 3. t 8.7 36. t 1.10 
1930 30.3 3,3 6.1 33.l .99 
1031 20.4 3.7 G.5 32.2 .94 
1932 31.0 2.9 :u 33.6 .ll6 

1933 34.2 3.G 5.8 36.4 1.02 
1934 36 . .5 3.9 6,6 39.� 1.08 
1835 37. l 4.1 5.1 38. l 1.03 
1936 41.2 4.8 ll.7 4.2.3 l. l� 
1937 42.2 4.-l 5.7 43.5 1.12 
193!! 44.2 5.4 5.3 4'.1 l. ll 
103!1 45.6 5.8 5.8 4.5.6 1.13 
1040 46.9 4.6 4.5 46.8 1.14 
1941 51.3 5.2 5.8 51.9 1.23 

l9i2 49.0 4.2 4. 5 40.3 1.15 
1943 ll2.7 ,.s a.o 53.2 I.21 
1944 53.7 4,,6 5.9 55.0 1.22 

194S 65.0 4.6 6.6 57.0 1.23 
1046 6.1 9 li 

Souraes &nd Metbodology by Column: 

(l) G NP wa:, ealeule.léd by adopting an e.,tjmate for 1939 (gh-en in "ContB8 Naoionais do BrMil, 
Nov"" FA!timRtÍ\·aa." Co,,;,.,.,,.,,. Eeon6mica 23 [Oclober 1969!: 53--91) and .-11rying tbio in 
proportion to the índice.a of agricultura) ond indua!.rial output prcsented iu table 127 to obtain 
tbe ligureo for otber yeam. 

(2) The figures on merchandiB<! e<porte in 1931> {a.o gi,·en in !\IF/SF.Y-F, Comlr,:io Exteri•r do BTtl• 
ai/, I93Q) we:re lirst corrected: to rcn1ove �ervice11. Thc eorrec-tion íactor \V1'S: obtained through 
analy,io oí balance of paynients in tbe period JOt0-llJ�5. Th.e ••port figure• for ot.her yean 
were theu determjncd by vorying tbe oorrected 1930 figure in proportion t<> the export qu•n· 
tum iudex: in FGV/IBRE/CCN, "Eo!.rutura do Comércio Exterior do Braoil, 1920-lOM," 
2 volo. (Rio de Janeiro, 1969), (Mimeographed). 'fhe inde:it w,u adaptro for U56 wit.h t.he 
Laspey...._. forn, ula. 

(3) lmport capaeity "'"" caloubted by applying a term:,-d-tra.de índe• lo colnmn (2). Tbm index 
w..,, taken from FGV/IBRE/CCN, "E,truture. do Comércio Exterior," rnl. 2, 

(4) Grooo aaUonal income waa obtained by u,ing the 11-Coouoting reb.tiomhip gr°"" national ln
come � G NP - exporto + capaeity to import - e-0lu111n (1) - column (2) + oolumn (3). 

(5) Tbe$e ligurea were obta.ined by dh"idiog thooe in oolumn (4) hy populatíon eotimates for the 
oo"""l)onding Y=•· The population eolimates came from lBGE, Sírúa J!:.cod1liroo R,t,.,,. 
p«IÍtl<U (Rio de Janeiro, 1970). 
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