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. Iodustrializaiion: Past Success

508 Pubyxe Problons &

-

: Mest presently developed covntries followed a model of devel, -
opment in which & gradusl industrialization was the basle element in
grovih, gtruetuval change and creation of the whole fobric of moder:
ingtitutionsand of modern individuals, Couvntries which are developing
today are, for the most part, not following this model, Brazil, vhich
pregents at once a well-known example of rapld economie growth aad of . .
persistent difficulties, is an outstanding example of o modern model
'of rapid development throvgh import substitution. -

e

Uhat@vea EUCCES8S E;aéil hag achieved with this model was made.
’possible by three bas;e sactorae Firstg enclaves of export prc&ucticn
had already allowed the. creation of o modest indnstrial sector and  an
urband zed pepulation with some modern institutionms and auﬁitudesu Seeo
the great size of the country pa”“i:1¢§ @Gunteracted the low incomd
level and other “1aWwLevel equii¢briam trap! problems, and permi tted o
move divergified gnd probabiy loue& cost industirial developmeng thepn is
-peasible in smaller countriesy Thurdg dgifficuliies with the balance of
payments fvrnisghed a strong economic and psycho&oglcal impulse to btake
- advantage of these favorsble factors and creats; in the space of fiftecn
yearsy the 1a3gest and mosy divefsifxed ¢nqusbrial park in Latin Americao

Perhaps the outstamdlmg eharaeterxstic of the import subsﬁibu¢ 3

 tion mcder is that &% permits rapid growth to be independent of overall

srowth of ineone gnd consumer demand, Once in motieon the process gen-
erates itg own growth in demand, and can thus be self-sustaining until

the struciure of imports itsgell restricts ferther opporiunities for.new

3/ There are three publishe& vorks on this same subject to which ihe

the authors owe a two=fold debts first, for the information gained from
them; seeond, for added Tiexwibiiity in “yriting this poper, which would

have haa o ée guibe different ! *” th@se other vorks were not algo av>¢1» :
sble to readers.  These works, b@ Werner Baer, Marie da Comeelighc Tavevac.
and Carlos Lassa Baarg MM&W o Economle Detelopment dn
§=*zi% Riehard D, Irwinm, L9658 PThe Growth and Decline of Jmport uur
atidbuiion in Brazil.” qugggée Sulietin for Latin America, BCLA; VolLIR
No.l, March 196l R FCoen LoArE Of Heonont e POTTEY I Bweall, " Eeononla

Bpilahln, far Ianin Angelen, BCIA, Vol. IX, BooZs Noveiber 1960.) aze "
required reading for anyone ‘mnteresied in. Bra2¢lian economie p&obxemsu
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import-substituting investment,

, The rapidity of the prqeessszthe_degree to which it fed on.
itself, and its foundation in pre-existing modernized epiclaves resulted

“in a ftremendous gap between the modern industrial segument, and the tradi

tional aector which was lef% behindo' The development of modern economic,
soelaly, and psychological characteristics vhich are normally the outcome
of the gradval industrial development model 1id not.occur in Brazil.The

dtality of Brazil exzists not only between th2 eity and the countryside,

but alsc between different economic gectors, social classes, rcgions

and inst;tutionso

These persistent problems and. izr..balmees9 which may appear %o
be impediments to derclopmentﬁ should be seen rather as the guldepost°

for curremt achtion and fubure pProgress.

I = A brief historic

o

N Brazilian industry {rom the 1850's to the early 201 century
was much eloser, techrologically and st“uetu“allys %o 1ndust*y in eonn«
tries which are now developed thapm 1t 1s today. There was significant -
early development in textiles, 1ron9 shjpbu11&ing, and cement, Brazil

~also had a vich endowment of most of the natural resources. needed for

indust“yo\ The main rensons why Brazilian industry did not develop

more rapidly were two: First, the appearanca of very profitable op= _
povtunities for what sre now traditional commodity exports., Investment
resourcges and talent were thus diverted from the 19839p?ofitable 1ndue~ '
trial activities. Second, the social-inst ftvtional structure did not
develop in such a way as to facilitate eontinuing‘industrializationo

The profitability of these primary exports created power groups who
influenced exchange policy, educationg labor policy; and fiscal policy
in favor of their own interest- vhich was generally incompatible with
industrialization, Only the recurring crises iIn the markets for these
traditional exzports (Yorld War I, the 1930‘s, World War II and finally
the mid 1950%s) led Brazil to tura to industrialization as the road %o

- further development.

Brazilian induetry before the Second Vorld W&r was typical of
that of a country at the start of the procegs of industrializstion. The
leading.sectors were traditional industries such as textiles and food

. productsg. Brazil bad bsen a leading exporter of textiles. around the

turn of the century, and was again during the Second Worid U&*a,
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After a short period of free imports with én‘overvaluad cruzelrc,
wnich resulied in’ spendmng the foreign exchaonge regerves aeeumnlateq
during Yorld War II <= done largely as an incffective effort to curb
" inflation and, again, %o protect expori earmings «= ‘Brazil embarked on’
a ‘de facto protectionist poliey. A striet licensing system was used -
te limit imports, Indastrialization was not a - consclous highmpriority'
goals hnweve;g inflation combined with a fized exchangs: rate made the
licensing system the effective alloeator of foreign exchanges imports
of non-durable consumer Eoods were drastically curtalled; and the
importusubsticut;on process started in earmest. B

The &naugurauion of a state-owned 500,000 ton integrat@d staal
mill at Volta Redonda in 19L6, the founding ¢f the Fational Eeomomie
Development Bank (BNDE) in 19529 and the founding of the state-owned N
petrolevm monopoly Petrobrds in 195l were important initial steps in
public investment and investment subsidies iz infrasiructure and basie
: in&ustrieso Volta Redonda was soon expanded tc one million ton capaeitys
" and together with other steel mllls and other basic inﬁustriee provided

' domestically available inputg for the automohile, capital goods and

other industries. The BNDE im its early years concentrated on electric
" power and transportation, keeping these elements of infrastructure from
lagging tco far behinde . Petrobrﬁs started refineries and explcration
to reduce the demand for imported petroleus snd petrolevm productss

Throughout the period of postawar growth, procection and publ¢e
investment and investmcnt subsidies acted in this complementary manner.
Protection created 2 generally favorable atncsphere for importesubstitu-
tion investment, while public investment and iivestment subsidies helped
to provide the infrasiructure and iavestments in heavy industry to cotie
plemeni and increase private investment. Many Qnalificatians to this.
genoral tendency must, however, be noted. |

The import licensing system in effect until 1953 resu.ltedm among
other things, in a loas of a gignificant poteniial source of publie.
revenue, At the same time, the coffee reteniion policy caused srother
financial lossto the government ., Thus the management of the external.

sector was far from efficlent in providing govermment resources. During
this period (1948 through 1952) investment 4. infrastructure lagged
greatly behlnd what was needed9 and inflation proceedea at an average
rate of 117 per year. . :

'In 1953 the import licensing system was abolished “:m s multiple
category; exchange auction system was established as the main
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means of contrallnw im;orts-aﬂ/ This systemg and ‘the modified suction =
"tarlff systen which replaced it in in 1957, contz ihuted around lsﬂ to 20”
of total government revenues.

 From 195L through 196&, the system of multiple exchange rates
 and tariffs gave a bias to import-substitutiorn of over 1007, measured as
a percentage of the eXFQrt exchange rateq® The averags &mport dollar
cost over twice as much a8 the average expo*t dollar was worth, Expcrts
were furtaer discouraged by the uncertainly due to fluetuations in the
Teal export exchange rele; as the nominal rate Was adjusted infrequentiy
in the face of a contircus inflation.

The managemenﬁ of the import side ef.the foreign sector, at
leasty was thug providing public revenues as well as protecting &importe=
substituting investments, From 1953 until around 1960, public investment
in physical infrastructure mere than kept pace with Industrial growth 5
although it did no% mapage to close the initial gap compietelya InvestmenL '
in soecial infrastructure, especially educationg lagged farther and farther
behind, and even today is one of the most glaringly backward aspects of
Brazil. On balance, public expenditures were growing faster than public
. Tevenves, and this combined with other factors to cause continued infla-

- tion, From 195h through 1950 inflation zarged between ‘dﬁ and 267 per
veary averaging 20%.

The interac%ibn between Inflation and industrializgtion is

complex, and indeed not completely understood. Industrialization el-
ements which tended to feed the inflationm include the followings First,

inter-gectoral 1mba“anees between supply and demand contimually appeared
during the rapidé structural. change, Zmports could onliy partially correct
these imbhlances9 becange of limlted foreign @xXehangs availabiliﬁy and
tariff and other restriefions placed on imports. Thus the imbalance -

2./ See A, Xafke e Lrazilian Exchange Auction System," ﬁgg;ggmmég_
" Boonomics and_St Saptatics, hugust 1965, ppo303:522, " st
3/ See J, Bergsman "Brazil," in B, Balassag(égg;ggwgnﬂ,

ag%gg Count ?1939 s0 appear‘

b/ FO{fthrﬁethterestnfg analgses of the Brazil%;gTinflationgsegrAngogic'
Delfim Netto and olheps. A U As'ectoqﬂda aCa0 & g@ sty
dos Anpes oo Ls S§@~Paul Gy L9653 lario HeaT §§53§R“ “Aspectos da
Inflagao Brasileirs, EPEA, Ministry of lenningg Rio de J&ne o eo) ;
w6, 0D Git. chapter 5 L .

L ogﬁ p

Q ¥




caused shifts in relative priceg which,as always in a grawimg'eeanamy9,
maved wpward more than dowmward. ' Second, meny new industries were -
menopelistic or olig cpolistic in structure, and since they were-strong

1y protecﬁed_from foreign competition tended to sell at high prices
relative to imports. Thus the contimuing substitution introduced more
and more price inercases as supply shifted from imports to higher-priced
domestie production. Third; the inflation made cost accounting extreme-
1y difficult., Even in o competitive market structire, businessmen may
tend te adopt priceeleadership behavior if they den't know what thelw
costs are, If one seez his eompeti%ar raising pri3339 he ean“t says
"T0m making monsy at the old price; I'11l just stay there and take his
customerg away" if he doesn®t know whether he is making profits at the
old price, and is also a 1little bit afraid of "spoilimg the markett

| At the same time, inflation played several important roles
in the industrialization, Perhaps the most important of thess was to
. facilitate the transfer of resowrces from weges %o profits and from
‘the private to the publie gector. Both of thess 3wan9fers iacreased
the resources for investment in industry aend related infragtructure.
In the 199-1959 period, physlcal production per worker imncreased 907,
real wages per worker increased 26? and wages as a percentage of wvalus |
added decreased 187, The government shere in GDP went up from 177 o
20% 4in the same peraeddﬁ/ The inflation was aertaimly partially caused
by thi@ increase in government spendéng By inflatlo@ary finamcing 9
the government could achieve its desired real expenditures more easmly
than the private sector; in the face of rising prices, As %o the
transfer from wages to profits, it surely would have been hardeﬁ-‘tag'
keep real wages from rising faster if nomimal wages had pot been rizing
go fast, There ig some evidence that this "illusionm" effectg it 1%
did exist, was discovered; in the early 1960!s wages ress fast enovgh
" o make up almost all of the losses suffored during the 1950°s. ;

. It is alse likely =- althought we have no quantitative data
%o show this effect -- that the inflation increased the income of the
uppefeinecme classes relative %o the 1owera Thig would have increase&
the demand for many indus»rialized consuer pr@ductg which would have

§/ Data from In&ustrial Censuses of 1950 and 1960 !;;r$g;?;;33,_v_”_“
- £8s and Center gor Fiseal Studies, Funda ao Getulio
Basea Va nomicas do Plana Decenal (EPEA, Ministzy of Planﬁing :
io de aaneiro 19-“1 't {s estimated that fo; the entire cconciny
the share of labor in production fell 8 Guring the 19119-59 pama&
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been very little consumed by the lower-incowe ¢lasses In any case, A
similar effect of vwhich we can be more certain is that the inflatlon,
cnce establlished, Inc speased the demand for eohsumer‘durable goods as a
store of agsets, and for inventories as imple vay to make a profii,
The use of housing as a stors of private agsets, so. often chserved in
inflationaﬁy sinuani:nsgw 8. somewhat suppressed by rent controlse

Around. 19;)9 rapld and diversified inaugtrialization became
a primawy conscious zoal of the govemment0 Subgidies and special
{reatment for both forelgn and domestic investment were widely wused
to help attain this abjective, These'incen%ives included loans at low
or negatlve real intavest ratesa tariff exemption and lower exchaﬂge
rates for a &1gnific1ut amount of ﬁmported capital goods“/ and liberal
profit-remittance rezulations, TForeign private investment was seen
not only as a source of savings but as a source of the even more
important "know=how." Another device used to-facilitate new investment
- was the executive gr;upl(Grupo Executivo) for various industries, These .
groups combined planaing and execution, tihiey were formed by cabinet
ministers or their représentatives, and the heads of other important
ingtitutions such as ‘the BUDE and CPA (Teriff Counc.:.l)o These groups
had the power to ?mnlement their plans for investment and proauction in
the wvarious key industries such as automobiles, chemicals9 shipbuild;ngﬁ
and capztal machinezry and equipmentn

The subs dles to investment caused over-building, and probe
ably increased the use of more capital-intensive technology in newly
established indusiriess.” The negative=interest loano and ¢'ubsaid;f.ze.:i.
smports of capital goods were taken advantage o? in full measure, Overe
capacity is hard to meagure, but certainly occurred in many industries
suech as automobile assenbly, shipbuilding; some chemicals and most
triditional consumer goods, The effect of the bias toward capital-
intensive technology ls even harder to estijidte, but the abnormsly
high productivity of Brazilian industrial lahor (discussed below in
Part -II) indicates that it might‘have been significant, | |

3

| 6/ See I, Befgsm&né "Brazil," gp.eif.
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Prezilian industry in 1949 nccounted for 26% of GDF, Ia 1964
this participation had reached 35%, Y - This inerease, brought about
by & growth of over &7 per year in indusirial value added highlights
the dynamdc nmature of Brazilisn industrial growth, whiech brought
about one of the most rapid znd radical struetural modifications
recently observed in an underdeveloped country.

This degree of industrialization is typical of a country with
much higher ineome per capite than Brazil., Oge factor which partly
ezplains this is Brazilfs great sizey when both incoms per capita |
and population are taken into acecount, the degree of industrializsstion
of Brazil is only about 157 above the imtercountry pattern. :

Industxyts share in emplaymant is only abopt 87 of thé total,
As 1s shown in Table I, this is far below that in cther countries
with similar degrees of industrialization. '

7/ 1In current prices, Prices of industrial goods went up at a sioves
rate than prices in general; thus industry's share in physical
output rcose even faster.

8/ See discussion below,
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Table I
Industry.ts Sharve in Produetion snd

| Tngustrial production | Industrial employ-

Cquntfy o . ag pereent of GDP ment o%? tggzient .
Brazil {1949 ﬂ 264 B 87 (%)
émsu,‘_ % 8 ("
| Apgentina : : o 3 25 . (%)

. Mexico. o 25 . 16 (%)
Ttely =\ %0
Vetherilands | 0 25
Canada =~ | . 28 ' - 26
United States 30 26

pemmarc . | . o7 - 30

- Horway | | 28 23
Greece b 18 16 (%)
,Spa.:f.n | 1 23 i8 (%)
Troland R R 1 | 16
Portugal - 35 P20 (%)

. (*) rvefers Lo econciuleally active population.

Source: Some, Fagtors in Economte Crowth ix
~ United Natloms, 196L. .
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There ore soue statistical problems ia tha inter-country compar
isons in Table I; the imin one being that the data for sowe contiries
zefer to persons actually employed, and those for cthers refer to the
"economically active population.” EHowevery the inter-country difference
is so great that the greater relative productivity of Brazilian indug-
trial labor is beyond doubt, High=productivity workers in Brazil are
a very small perecentags of total employment. While in the typieal
developed country a hizh perceatage of workers are employed in high-
productivity occupaticis (industry and some services), in Brazil only a
very small percentage are in these sectors., In addition, the differences
in proauctivity smong he sectors are much greater in Brazil. This situg
tion makes growth through development of mase markets extremely difficult.
The great majority of Brazilian workers are just too far below the in-
come levels which would make them significant consumers of a rapidly
groving industrial cutput,

The post=World War II development of Brazilian industry has
only aggravated the d.fficultg?ﬁncreasing the distance between the
lower and the higher producitivity seetors, This can be elearly seen
- 4n an aralysis of the alements of the growth of overall productivitys
In this analysis we divide total productivity growth into two compo-
nentsy called Y“structural" and "technological.," The structural compo=
nent is defined as the inercase vhich would havegcurred if productivity
in each sector remained constant, with only the structure of employment
changing. The technological componenty defired as the part of the
total increage not accounted for by the structural component, is mainly
that dvue to productiviiy increases in each sector, assuming a constant
structure of employmens, The breakdown of the overall increase in
Brazilian labor produc:ivity into these two components is shown in
Table 2,

S/ This analysis follovs the general idea of the UN analysis, Some
Eagtors so. 0ps Sits
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Sector , sLvunlogiend Strretural
Agriculture 8.1 h.o7
Manufacturing ‘ #0.3 o 1.6
Mining ' 0.6 =
Construction 06 -
Electrie Pover 0.2 0.3
Commerce 3.0 . LaT
Transport and Co-mmication 2.7 0.8
Services . . - 214 = 0,2
- Government ~ 1.6 - 0.8
Total . 28,17 1%

Sources Calculations based on data from Demographle Cengus of
1950 and 1960, and Revisha Bras 2 :
1962,

Inereasing productivity in a small part of the labor force,
leaving the rest stagnantyls a poor kind of development, It would
be better to emphasize increasing productivity through a2 shift in
the labor force to the more productive occupstions., (This is the
"structural® component,) Instead of concentroting more and more
capital on the same small portlon of the labor force, genuine devel-
opment i1s seen as the shift of an over=growing percentage of  the

labor force away from lower productivity towards higher productivity
activities, *

A pure policy of the "technological® kind of increase in
productivity is unsatisfactory in itselft it carries part of the
poﬁulation into the modern world and leaves the rest behind.

| E
This follows one of tho basic ideag in Fel and Ranis, Develomment of
the Iaber Svrplus Eeeporwy, Richard D Iring 196k,




Moreover, such a polivy is unlikely to be self-sustainimng: with
nmost of the econorny siagnant, the growing sectors will run out of
markets for their prodvcts., International trade can alleviate this
problem to some exteni, but a continental couniry such as Brazil not
only shouldﬂ?%ut in fact cannot avoid basing sustained growth prin-
eipally on expansion of its own domestie markets,

Thus a balanice is requireds some of the capltal intensive,
modern industrizl sectors are highly profitable, have rapidly growing
‘demand, and exert dynumic effects on other sectors. These sectors
will and should grow rapidly. Most of ther will not absorb much
labor., On the other hand, development cannct take place without
expanding the percentage of the labor force engaged in higher produc=
tivity sectors =~ most of industry, and part of agriculture and serv-
ices. -

As shown in Table 2 , most of the recent increases in
productivity in Brazil have been of the "techrological® type' of
the overall labor productivity increase of 327 from 1950 to 1960 ,
207 was due to the "tochnological" increase in industry; and another
8% to that component in agrieulture. The "atructural® component in .
agriculture was only /i’y and in industry it was negative, The Brazilian
labor force has not been shifting into the high-productivity industrial
activitiesy, and it is iikely that reliance on continued productivity '
increcages in small secilons of the labor force has already reached a
dead end in the contraction of the early 1560ts, The weakness of
consumer demand as a factor in the recessicn of the 60's, the abnor-
mally high consumption of food products relastive to other industrial
goods, and in general the obvious existemee of a strong duality
between the stagnant, poor Brazll and the developing, prosperous
Brazil indicate that both industry and modern agriculture must be
induced to absorb labo:r somewhat more rapidly than in the past =- and
perhaps also that the laborers should be allowed to retain a higher
percentage of their productivity inereases. |

Perhaps one of the reasbns why highly productive sectors
have not absorbed morz labor is that Brazil's famous cheap labor 1s
not cheap at all == bi: simply low priced, With half of the popula-
tion unable to read or writey and another large group without the
basic education needel even to start onethe=job training in modern
industry, it may indecd be more sconomical te apply more and more
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.physical capital to a emall modernized labor'force9 rather than %o

- absorb more and more rew workers with less capital per worker. The |
best way to start to srread capital over more workers may be through
education. By providicg today’s children with the abilitles and

the attitudes needed to work in modern activiues9 we can expect

" thesge activities to be more willing to employ them,

In addition to a poorly prepared working population -«
and very high‘fringé Lenefit labor costs == government policies reduc=
ed the real cost of copltal equipment, Subsidized loang; and tariff
exemptions for imports of many capital goods biased the capitale-labor
ratio still further, | '

- Bo Intra~incusinial davelopmentg

The ‘structural modifications wilthin Brazilian industry
took place in the coniext of sustained rapid growth, The overall
Jevel of indus strial activlty rose an average of 7o 2% per year from
1939 to 1919, 8,57 per year from 1949 to 1959, and 9.7% per year from
1959 to 196l. The average annval growth for the ZSayear period was
an impressive 8637

The eariy structure was heavily coneentrated on food
productv and textilesc' These activities are still lmportant, but
have been joined by diversified chemicals, metallurgy, and machinery
and equipment sectors. Paper products and rubber productss'although
much smaller in magnitude, have also been dynamic sectors. In tThe
most general terms, the evolution has been more or 1ess typieal, with
emphasis shifting fron consumer goods to producer goodss and from
traditional to modern 1naustrieso This,hiétory is summarized  in
Table 30 o

if we aggicgate to the level of ecnsumer~oriented and
producer-orientad goodi, we see this structural change very clearly.
Especially during the 1950983 a marked increas & in the importance of
producer goods occuredl ;his is shown in Lable uo



— VALUE ADDED, IN MILLIONS PERCEDTAGE AVERAGE ANNUAL
. , OF 1953 U.S. DOLLARS DISTRIBUTIOR GROWTH RATES
181G | 1939 | 1949 | 1959 | 196k | 1939 | 19h9 | 1959 | 196l |39-h949-59 59~6L1 |39~6L
'Food, Baveragas, & Tebacso (20-22)| 345| 612{1 118j1 859 20% 27%-4 218l 22% a97 6.2%1|10.6%] T.0%
Textilas, Clothing, & | | 1
Footwear (23"210 §07 53? 815 i 1&1 2? 23 16 M 50? ha5 7eh 5.5
Wood, Paper, & Products =~ (25=27)| 79| 200] L56{ 519] € 8 8 6 | 9.8 8.6 ]| 2.6 7.8
leathor & Rubber Produets (29-30)| 26; 75| 181} 239 3 3 {11.2 | 9.2 | 5.8 | 9.3
Chemicals - (31-32){ 124} 230) 7235|1386 11 | 10 | 4 | 1T | 5.6 [12.2 {13.8 |10.2
NoneMetalllc Mineral Produsts{ 33) 6L{ 165| 356| 355 & 71 71 b [10.5 | 8.0 | nid | 7.3
Matals & Metal Products (33-38)| 150} 3L9{1 L37 2 su7| 13 367 27 1 31| 8.8 {15.2 j12.0 ;12,0
Others o (28,39)| sb| 129] 2u7| 288 5| 6] hL | 3 9.1 6.8 ] 3.0} 69
Total manufacturing (20-39) {1 1462 297|5 333{8 3571 100 | 100 | 100 | 100 | 7.2 | 8.5 | 947 8.3

SOURCE3 Industrial Censusge for 1939, 1949, and 1959: Indusirins

published by IBGE, April, 1966 for 196,

AdJustmants for comparability made by the authcrsa

°¢T



SECTOR . PERCENTAGE DISIRIBUTION

Consumer-orionted | 80.1% | 75.48 | T1.62 | 59.08 | 56,53
Producsr-crisnted 19,9 2.6 28.4 bi.0 h3.%

100 £ |00 4 (100 ¢ |100 ¢ |200 &

Sourest Calculations éasad on some data used im Table 3,

" Studying eng ease history ean be more meaningul 1f we have

. in mind siailar histories. Hovw does the evolution of Brazil's

- industrial structure compare with the experience of other countries?
For comparison, we shall use the results of a study published by the
United listion ~ whieh shous ¢hat a strong relation exists between
the structure of industry in a given country, and the per eapits
income and population of that eountry. In other words, if we knou
only the levels of per capital income and population, we ean do a
pretty good job of predieting the level of value added in each
branch of industey.

The existence of this volationship does not imply that the
lovels of inecome and populations gpusg the levels of indusirial
production to be as they are. iNor does it imply that, for any
particular country, the pattern of industrial activity should be as
predicted. Notural rascurse endawments, demand patterns, tradlng
relotionships, and other fastors mey and do causa actual ecountry
patterns to differ f2om the average‘inter»country tendeney.

: Apart from country peculierities, the rnorcal evolution of
the- pattern of industriel production gyax Lims may not follow the
path - pradieted by the gress-segtion study. Varianee bstween time

o ‘ 19630 Sales NQ 63oII Boz
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gerias and cross-section behavior is common in seconomic activity;
savings functions are a common example. The data in the UN Study are
congistent with the pogsibility that the ercas-scction pattern iz
shifting over time==, Thus, even the "normal" cvolution of valus
edded irn & geetor may not be that predicted by inserting time-series
of the ineomes and population varisbles and deriving tima-seriass of
industeial, value added from the aquations based.on the eross=ssetion,

Another of the problems vhich ogcurs when tims-serises
behsvior is compared to cross-sections is that of changing relative
prices. Relative pricss have shifted significantly im Brazil in the
last feov decades, and the pattarns of growth look quite different
if one attempts to hold relative priees constant. The corrset vay to
treat this problem is not perfactly clear, but we boliaevs tha bagt
way is to lat rélative prices vary. The major resson for this is
that there was no corraction made for different roletiva prices
among the observations in the original UM Study.

- These problams of possible tims-shifts in ths cross-section
pattern end ehanging ralative pricas imply that the changes over
time « that is, the growth rates ~ apparently predicted by the

' results of the UN Siudy may not really represent the average

. inter=countyy tendency. The absolute magnitudes predieted for ons

" year are algso subjaet to soms difficulties. The most ssrious of
these is probably the choics of an exchange #ats for “walusg a&ded“;
anothey is ditferences in the industrial classifications. We hava
tried to minimize the dlstortions from these sourcss, but must
point out that a significent margln. of uncertainty remains. We hops
to reduco errors in intsrpretation by snalysing absoluts position
and chengas over timc together, as well as in the light of other
information not dependent on the cross«saction comparison,

- Having stated all these qualifiecaticns, ws present on the
following pages ninc graphs which show the bshavior of sslagtad
sactors, relative to the bshavior predieted by the UN Sfudy, Each
graph shows the deviations from the predletsd valuss as parcentages
of ths predieted valuss. In Table 5 we present a comparison of
the predictad and acfual structures for 19,9 and 196lL, and in Table 6
a comparison of predicted and actual growth during the 1949~8l poried.

11/ See the Study, pages U3-52. CL .
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CHART 3
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CHART 5
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CHART 8

DEVIATIONS FROM INTER-COUNTRY PATTERN
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ZABLE D

ACTUAL AND_PREDICTED TNDUSTRIAL STRUCTURE

20,

1942 196L
'SECTOR .
AGTUAL .PREDICTED ACTUAL |PREDICTED
Food, baverages and
tobacco (20-22}§ 27% 22% 229 15%
Textiles ( 23) 19 i 10 8
Clothing and footwssr ( 2h )} L 3 3 h
Wood products (25«26) I b I
~ Paper and prbducts ( 27) 2 2 2
Printing emd publighe
ing : ( 28) '3 2 3
ILgather produets ( 29 ) i 6 ) 7
Rubbér produsts { 30) 2 2 1
Chemicals (31-32)} 10 1 15 il
Non-metallic minarsal
produets ( 33) 7 6 h 5
Basie metals (3 6 5 - 9 10
Metal products {35-38y| 10 18 21 25
Miscellsneous ( 39) 2 2 1 2
Total  (20-39)| 100% | 1008 | 3008 | 1oof
Totel million doliars - ! $2295) g28u5| 88620 87 k2o

SOURCEs "?fedieteé“ values caloulated by the authors from the
~ equations i, the UN Study. Actual values from sané sources

as Table 7,
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(35-38) |

ZABLE & :
AGTUSL AKD PREDICTED SRCTORAL GROWTH. 39h9efly
‘ AVERAGE ALNUAL GROWTH RATE . -
Bl " ACTUAL PREDICTED gﬁ%ﬁgﬁ
Foed, beverages and | - :
toboeco ‘ {(20-22) | ToT% - 609% 124
T@xtiies' ( 23 ) ka9 9.2 ~ b7
Clothing and feotwess ( 21 )} 6.9 8.1 ~ 15
Wood products '@25m26)? Sel 9.6 - 16
Paper and products ( 27 ) | 9.5 12,3 ~ 23
Print&ng amd p&blashingix 28‘): 'hgé 9.5 “ 56
Lesther products ( 290 55 743 o 25
Rubbaf‘praducts £ 303 Gl 708 20
Chenieals | (31-32) 12.8 8.8 15
Nomemetalilie mineral - R | .‘
products £ 33 )} 502 8.2 - 37
Basic metals 3y 1zd 10,1 - 32
Matal products . 152 12,1 | 26

SOURCE¢ Sza Table 5,

_ liow that we have taken apart the e%élu%icn.of the strueturs
of Brazilisn industry, we will ¢ry to put it baek together and seg
We will start with the overall

if we have amy insights left over,
pisture and then discuss soms sestors individually,

The high level

- of aggregation imits the analysisg and much of vhat we say will be

hypotheses rather than prcvem conelusions.



The sustained, strong growth of industry in Brazil is
justly a well-known and much-discussed phenomenon, As-we noted
earlier, grouth averaged over 8% per year for the entire 25-year
period, with the rate rising more or less steadily throughout. This
is an experiance thet few presently less«devalaped eountries have .
mateched, - W |

b If va eomparc this performance with thz € predicted by tha
UN Study (chart 9 abeve)g ws sea that the actual grouth rate mns
aetually Jesg than woutld ba expacted for a country with Brazil”
“4ncome ‘ond’ populaticn during the 1940!s, and barely equal te the
expacted rate from'1950 to around 1955-57. Only sinae the m"dmse?

‘has Braallian indusﬁry grown faster then “normal®, And if wa gan
‘beliave our ezchange rate, only around 1960 did the lgva), of industrisl
activity roach "nopmal" -~ it was avound 20% balow normal from. l9h9
through ¢he midusoﬁso

Brazil“s industrializatiang viewsd in this light, does
not appear excessive oy overdona, A thorough evaluation of evegy
poliey which affsets industrialization, end of every relevent
investmsntg would surely discloss some wlge decisions and some not se
wiga, But the evidence we have here indicates that the overall
level of industrial activity reached in the asrly 60%'s was
appropriate for a country the size of Brasil,

The relative importance of consumep-oriented goods and
producer-orisnted goods gives a similar impression, {Chart 8 above)
Both follouad tha trend of the totalg consumer goods wera more oF less
. at the leval of the international pattera, riSing'steaplyfsinea the’
mid-50°'s to about 254 above the "normel® lavel in 1963-6h., Produser
goods ware wall balcw the “normal® level until the early 60's, end
in 1963«£l; wers only about 10Z ebove it, :

Thig means that the deglining importance of consumer goods
and growing importance of produger goods ves. quite consistent with
the typical behavior of other gountries, DMNoreover, relative to
avarage imter-country tendencies, Brazil's consumer-gdods industries
appegr to be relatively more important than har produ@eragoods
industries. This mey be partly due to the higher ?ela%ive price

-
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of consumar goodg; which recsive far more tariff protestion than
producer goods.™ |

£900, . bAVexage s, on

Production in this sector has baen consistently above the
"normal® level, with a slightly rising trend. We can speculate on
two prinecipal esuses for this greater~than-exzpected aetivity. The
first is the relatively good p@r$0?ménee of Brazilian agriculture,
which has provided a very elastiec (i.e., easily expandable) supply of
raw materials, A second, less certain, is that a relatively high
dagree of incoms inequality may be hiddem behind the average incomsg
per caplite {igures for Bragil., If income distribution 1s more skewed
in Brazil than in countries with similar incomes and populations, we
would expegt the conzumption of food proéucts to be relatively higher,

In a study of the relative efficieney of variovs Brazilian
industrios, wo found that many brenchas of this sector ranked very
high., The overall viev of thisg sector is thus one of efficilaent
production, adequate raw material supplies, and p@?haps g stronger
demand than Brazil's sverage per capita income would indiczte,

Jextiles (ISIC 23)
, Tha textile industryy as is wall knoun, presents a dramatie
pieture of a oncenhealthy, but now sick indusiry. Before and
during the Seecond World War, Brazil was ope of the world's prineipal
producers and exporters of textiles, Today a significant part of the
industry iz extremely insfficient and produces almost exclusively
for domastic congsumption, at high prices permittad by a teriff wvhich
~until Mareh 1967 averaged over 200%

Thera sgemg tO be 1o ratursl or fixed technological réason
for the daeline  and prasant stats of the textile industry. A fow
Brazilien producers ere able tc exports The valua of Present
productibn is more or less at the level of the international pattern,
but this is partially a gtatistical phenomenon dua te high preduet
priges .

The industry can really ba thought of as composed of two
parts. One produces synthetic and highequality natural textilss,

12/ See d, Bsrgsman, "Brazil®™; op. cit.

13/ Brazil's textile industry hes beon frequently studied. See the
EPEA Dipgpdstigo and the studies cited therg,
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for higher - incomo domestic consumption and for export, Most firms
in this part of the industry are either quite young, or have

recontly invested heavily in m0dern equipnent. The other part of
the industry produces lowerequality patural textiles,; in conditions
of great relative ineffieiency., This part is faeced with weakening
demand ard overcapaclty bsecause of the shift in demand to synthetics
and because of deersasing or stagnant purchasing power of the
lowsr-incoms groups. Many firms in this part of the industry are
trapped in a viclous eyels of lov sales, low profitsy and inability
to finanee thé modernizetion nseded to inecrease sales and profits.

- Customs tariffs on textiles (and on clothing) were highee
then in any othar seetor - averaging 200%. In the revised tariff
schedule adoped in sarly 1967, the tariffs_still'avafage about 100%.
Lowering, this extrems barrier to compstition wowld probably be a
guad'idea in eonjunction with the re-gquipment and reorganization
program which has already been started. '

* A large part of the recent growth of this seetor is due
to grouing demand for tirss for Brazil's automobile industry. .

 Normally one of the most dynamic sectors in eny developing
econonmy, Bregil's @hﬂmical sector has grouwn even more.rapﬁdiyfthan ’
normal., Analysis of this extremely heterogensus sector is very
difficult at this lgvel, but one may hote generally low tariff
protestion, prefersntial treatment of invesiment by the governmant,
ané a relatively meture and efficient consumer-orisntsd branch of
the seector (soaps, fharmaceutiecals, ete.). {



ﬁoth Basic liatals and Metal Products have bean tending

towards the "normal™ level of production. The Basle Metals sector
‘had been gbove the normal level, probably reflecting Brazil's matural
@omparative,advantages,rprincipéily in iron and steel. The iron and
stesl sector is one of the most efficient of Brazlil's industries, .
rglative to international patiernss non-farrous matals are relatively
inefficient but rapidly becoming mors sfficisnt. The Metal Products
sector, whigh inecludes all capital and consumer durable goods, electri=

cal and transportation eqﬁ;pmant, and semiefinished metal produets as
- far back as foundry products and forgings, has been below the "normel"
level but has recently caught up. This recent growth 13 in 1&?3@
part tha autonebils industryg sterted in the mid 50's.

In the drive to indusﬁ?ializs, inports of capital goods were
often permitted with lov or zero customs dutles, and with other
spacial benefits as well, This naturally retarded the domestic
1néustry, At prosent, tho domastie industry is reasonably well
daveloped, and with tha racent "DBuy Brazlilian Act" 1limiting speeial
treatment for imports; the whole metals . ~ metal products sector will
probably grow quite rapidiy. -

Mhny‘aspecté'of the struetursl chanpes becomg clearer when
we aggragots to a elassification by uses consumer durables; consumsy
non-duréblesg intermadiate goods; and cepital goods. The evolution of
production aseording to this scheme is shown in Table T. The out-
standing aspecets sze tha growth in importance of ecapitel goocde and
consumer @urables, and the maintenance of the position of intermadiats
goods. This points up the intggrated nature of the impertesubstitution
process vhieh constituted the major baslz of industrial development:
not only finished goods bubt also the components and rav materiasls wers

produced more and more in Brazil.

1/ Thera is s gignificant difference bstwssn the Brazilian and the
ISIC elassifications of these two sectors, and we have adjusted the
originel data as best we could, The difference is that many
activities in ISIC 35 are included in the Brazilian sector

"Mataldrgica®, lie are zndebted to Walter Farrl for pointing this
out ¢s u&a |



CONSUMER DURABLES
COLSUMER NON-DURABLES
INTERMEDIATE GOODS

CAPITAL GOODS

1949 1955 1959 196h
el 6.8% .95 10.5%
58.6 §2,2 el 16,0
32,1 35,2 29 32,0
5,2 5.8 11.6 11,5
160,90 100,0 106.0 100.0

SQURCE s Basie deta from 1949 and 1659 Industrial Cansusg, Indus’crial R@gisﬁer for 1955,
Rados. Qarais. (gp. m Y for 1964, -

L] 92
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The non-durable consumer goods industry, as shown in the 2 i
compard seis with international patterns mentioned above, was already 'fg
well developed at the start of this perlod. The rapid growth of the
durable consumer goods and caplital goods industries indicates that ‘
grouth was led by tuoelements yhich had little to do with tho overall
grouth of income und purchasing power in the economy, These elements
vere import substitution, and publie investments and investment
subsidios. The inmport substitution affected every industrial scctor,
snd ulmost completely eliminated imports in most, 9The publie investment
and subsidies were important in electric power, roads, railroads, and
basle industries such as steel, petrolcum, chemicals, non-ferrous
motals, heavy machincry, sutomobiles, and shipbuilding. The complemep
tary actions of the import substitution process, vith an already
substantiol industrinl tradition and 1mportabla "know=how, ~ -uné the
publie investment and. investment subsidies made possible in fiftecn
vears o structural chonge which took many decades in countries now
developod,

The changing industrial structure must be studied in cone
junction with the importesubstitution process, which gave it its main
impulse and also its internal logie, The import substitution model hos
tuo important aspects: the increase in domestic production as a percent
age of total supply, und the qualitatlve effects vhich stimulute the
change in the structure of imports and total supply.

«11 imparts as a percentage of GUP fell from an average of
169 in 194749 to 9 1/2% in 1962-6l, The participation of industrial
products in total imports fell from 97 in 1953 to 585 in 1965°L5/
Especially outstanding in this svitch from industrialized %0 none
industrialized products is the behavior of fuels and lubricants,Refined
petroleun products fell from 217 of total imports in 1953 %o 5§ in
1965, vhile crude oil increased from virtually zero in 1953 to 30§ of
total inports by 196%. Industriul growth vas éurriciently rapid and
diversifisd to reduce even the absclute value of industrialized imports
liberating forelgn exchange needed t0 provids nonwindustrialized rowe
material imports. This could only have happened with the "big push"
type of industrialization on a bread front. On the other hand, this
c@htinuiﬁg reduction of the import structure tovards an cver=larger
quantity of o fewv basic rav materials which Brazil as yot cannot supply
causes increasing rigidity in import demand and makes &ndustrial

Ry

15/ Data from national accounts,snd from IBOB, Edmaros fndices
a_das OQuantidades no Gomerci E;taricrye,de‘Cabo;a;
Thig latier sources for detal ; ‘
goas back only as fa? as 1953,




pvcduatiﬁn il a vay even more depsdent on capacity to import.

Qg

: In Table 8 we show the interaction between the: chaages in the
stmctum of pmducm.on and those in the stx'ueture of importso
uofts of industrialized produets are considered. '
:_.,vi;: ml idea of the results,

Only

Ch,,rt 10 gives a

PHODUCLR GOODS.

COISTnR GOODS
‘ ' . i TUDUSTRIAL
durables inon-durables {intermediate {eapital i GOODS |
Ao Im . ‘ Yo Vo
| | %%%%%g’n cruzeires of 1953)

1949 8,9 5.0 18,2 | 15,8 148,73
3955 2.1 4.5 22.6 13,7 L2.9
5'1959 209 2e8 ) 21&2 '2962 5601
¢ 19511. 3.2 3.9 18,6 897 32sT

n cruzairos of 3.955)

4.9 1110.0 521 | 9.0 |  206.0
19,0 200,9 1040 | 18,0 341.9
431 258.0 159.6 | 59.5 5204
93.8 319.5 261.2 | -‘?_%7' TS5l
60,14 3.7% 25,94 sgga;z 19,08

- 100 B2 17.9 1.55 111
603 lol mo? 3&&5 9”?
1,6 1.2 6.6 o2

Scmrem Imports from IBGL Mimeros fnd
: industeial production from Inéustra,
Indust?ia.l and Indices of Physical Production from
L n, Imports of 19&9 projected backward using

‘thesrouth and Decling.o” op. cite
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The reduction of imports as a percentage of total supply
is especially striking when only industrial goods are considered,
"as in Teble 8 above, The data for 196l are somewhat distorted
because the recession which started in 1963 affected import demand
more than demand fo"'domestic producte; the capital goods imports
for 196l especially is -an abnormally 1cw flgure, The plcture is
nevertheless clears Brazll imports far feuer 1ndustr1a1 products
than she used to, and at present there is little room left for
future su.bstitutionq except in capitel goods.

We can distinguish, in a rough way, three stages within
the 19lG-6l period. During the first, the outstanding progress in
import-substitution was made in consumer durables. Consumer -non-
durables had already been almost completely substituted, by the late
1950°ﬂ3 most durables as well were produced domestically.- |

. As imports of consumer pgoods were reduce&; the importesub-
stitution process entered the second phases completing the estabe
lishment of Brazil's broad, highly integrated, and-almost self-suffj
cient industrial park. Thusy both domestie production and imports of .
capital goods inereased rapidly during this period (roughly 1955=59%,
Domegtlc production of - inte?mediate goods also expanded at a rapld
paee, S0 rapid that imports remalned at a moreaorcless constant
absolute level,

The third phase started around 1959, when the investments
made during second phase entered into fullescale.operation. This
phase showed a marked decline in total industrial imports as a percente
age of total imports, as imports of more and more unprocessed rav
materials were needed by the new industrial structure. |

Until the eariy 1960%s; the process of progressive vertical
iﬂtegration' and self-sustaining growth can be seen. The investments
of the 1950%s indeed had high linkage effects and’conStituted' the
similtaneous creation of -both demand and supply for a wide variety
" of industrial products. As Baer concluded, "The picture which
emerges ;op from the simultaneous growth of industries which to a
large extent are each ofhef% customers is that of 2 remarkably
balance growth... Many complementary industries grew up simu_taneously
end acted as self-reenforcing factorsa"

16/ Baer, op.cit., page 142,
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Ve have seer that Brazilian, industrisl growth since VWorld War II
was largely a process. of import substﬁtut$on == that 159 “that  this
grewth was not limited by growth in demand fozr industrial products,

but to a greal extent represented a shift to supplying the fLoial
amount of demand by aom@stlc production rather than by imports,

.Being largely Lndependent of growth in final demond, rapid
' indiistrial growth could proceed in the face of rather slow rises in
real disposable personal income. In fact, the 810w rige in real wages
in all sectors aided industrial growth exactiy by west?icting demang .
for consumer goods and- permitting more investment. - Higher nominal
wages would prcbably:havé been largely absorbed by inflationg it is
doubtful that the goverament would have sacrificed its real share im
expenditure, but real investment would probably have fallen somewhat.'
- in resgponse to higher nominal wagéso, .

We have also seen that the import substitution was wide and
deep, Imports of industrial products of ,virtually all types fell to
almost zero, and virtually all components of these products came to be
produced in Brazil. Thus the process sustaineditself throughout a
long periods it created and satisfied its ovn demand, at least from
1947 through about 1961. One cost of this integrated industrial struc-
ture is increased susceeptibility Yo cyclical behaviors weakness ir
demand now affects domestic activity instead of imports. An offseting
benefit , of course, is reduced depemdence on export esrnings. This
net saving 4n foreign exchange on merchandise account was partially
counter~balanced by a vise in short-term obligatinrms, as well as in
. payments of interest and profitss These rose to levelz vhich have

' repeatedly caused problems in the 1960°s, :

The extengive import substitution did ereate a few very
,highmcost industries. This had some interesting negative effects; for
example; the "1inkages" and/or externmal economies effects were counters
productive in these csses, as high-cost domestic production teok the
place of imports, thic raising costs, contributing to the inflation,
and allowing the establishment of inefficient plants which are still
problems and obstacleu to future growthe

_ InduscrialiLation on a broad front, granting widespread

* tariff protection, investment subsidies, and tariff exemption for
"essential" inputs which had to be imported, was easier to sell
politiecally and psychclogically than narrower efforts might have been,



Since the mid-1950°s; there was a strong public -eonclousness of indus-
trialization, and there was less of an impression of unfairness because
virtually all industrialization efforts were receiving public subsidies.
Adverse reaction from the large agricultural sector was partially reduec-
 d by subsidized imports of tractors gy fertilizevrs, and other asgricul-
tural inputsg, as well as by separate policies for coffee and cccoay’

two of the main exporc CropPSe ; |

The uutomcbile engine has been described as a complicaueda
bagically bad design whieh can perfcrm well only with an even more com-
rlicated set of eompensating devieeg such as the carburetor, variable
ratio txansmissiong flyweel; highly refined fuel, starter mot0?9 eteo
The'Brazllian eeonemy entered the 1560's with one of the biggest
_and most diversifAed industrmal naﬂks of the wnder developed world,
which was kept going with the ald of an equally well-diversified and
extensive, set of distortions in rclative prices,  These distortions
{caused principally by tarlffs, other protects ive devicess and invesﬁmenl
 subsidies to certain sectors at certain times) protected both infant

and mature industries, allewed the establlshment of a few manufaeuurr’
ing proeesses vwhich should never nave been installed as they were anu
some others which should have been postponed, and allowed elfficlent
industries either to earn bhigh profits or 6o become less and less '
effieient. | o |

- It is easy to point out specific mistakee after he fach:
it is even easy to suggest some modifications in policy whieh clearly

~ - ywould have svolided the greatest cnefficienciesJ It is mach harder tu

- compare the aeﬁual results with those vhich wizht have come from a
totally different poliey which would no¥ have 4neluded industrializate
icng on balance one tends o think that the industrialization as it
- wag done was better for Brazil thsn no industrialization at all, or
than what might h&ve resulted from a policy of non-interference with
" a market that was‘féx from “perfectgﬁ~8razii“s industrialization through
import substitution compares favorably to the experiences of mest other
~ underdeveloped countries in at least one important respect: DBrazil
- succeeded in severely 11m¢ting industrial imports -- in fmctg in reduc:
ing them in absolute amount while the economy grew at 67 per year for
15 years. In other countries =- ﬁrgentina and India are good examples
-~ a less complete 1nduutrialization is enly increasing demand for
imported industrial products, and aggravatinn balance of payments
problemso Brazil's very extensive and almost completely vertically
integrated growth had a cost in the few very inefficient industries

\ . " . /
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vhich were established., Given the inherent uncertainly and defleiencies
- in knowledge needed to plan efficient industrial growthgy it is difficult
to conciude that in.fact Brazil could have been better off today . if
more selective policies had been adopted, and the risk of railing to
reduce import demand had been increasedo ) '

The discusslon in this section has all been on the level

of the main aspects and broad effects of industrialization, If we drop
to a more tactical’level, we observe that the instruments were more or
less well chosen and efficiently used. The goals of extensive, diver-
sified, and rapid indusirialization and relaxation of balance of pay-
ments problems were achieved, The'ﬁariffmmultiplé rate gystem worked
mach better than systems in other cbunt;;es which rely principally on

uantitative restrictions and licenses; the "monopoly profit" went

to the government rather than to the importer, and somewhat more
flexibility was permitted. On the other hand, a more uniform Structure
of protection with a lower maximum level wouid probably have avoided |
the worst inefficienciss while still indueing virtually all the other
substitutions. Public investment and investment subsidies complemented
the protective system where necessary, and resulted in many efficient
heavy industries and.muqhvof the necessary infrastructure; en the
negative side these subgidies to‘cépital probably increased both the
capitel intensity of industry and capacity beyond the optimal points.
Tariff exemptions for required imported inputs, the many vays in vhich
the inter-ministerial Egecutive Groups oiled the bureaucratic machinery, .. -
and the weleom;ng climate for foreign investment all helped to create .
a strongly supportive elimate for new industries. Brazil did not .
exhipit the "We need you but we donﬁt like you" attitude toward industry,
seen in-some other coumuries, which seems to result only in even higher~
cost operation. :
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IV = The crises of the 3960's. and cholgas for the future

The year 1962 wos the last year of sustained industrial .
growth, The  averare annwal industrial growth rate during the fiftmea
year period 1948=62 had been 9.8%, without ever falling below 5§ in
any single year, The contrast sines 1962 1is shown in Toble 9 belaus

. IABLL 9
INDUSTRIAL GROWTH

. © ANHUaAL

PERICH . GROGTH IR INDUSTRIAL )
' PRODUCTI CRE

194862 9.8 4
1942 ' 8.2
1963 x ’ R o 1%
198l | ' 5.0
1955 * ] ’ g = }40?
1356 ? | 12,1

. Bources FundacBo Getfilic Vargas.

- The net siagnation durlng the fhree~year period 1963=05 was
epused by & combinztlon of factorsy; some ackting throughout the peried
and bthers only at times, We belfeve that four factors explain the
decline in growths ' T
3 « The raduetion in opportuniifes for continued import

' substitution, ' |

%

2 = Foreign exchange problems, porticularly a sharp drop in
forelgn private investment,

3 « Political instability.

i = Bnd af the high priority given to industrial grouth in
setting government policies. L

By the early 1960's, most industrial‘preducﬁs wers supplisd
from domestie sourees. Continued scope for import substitution of
/ ’ ’ :
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- industrlal goods rested almost exclusiwvely in the capiial goods and
chemicals sectors. The structure of total supply in 1449 ané 1961 is
shoun in Table 10 belows (See also Table 8 above)

ARLE

TMPORTS S a PLRCUNTAGT,
OF 'al, SUPP

OF.

N STRCTOR “2.,9&9 b 1961
‘Bag . metals - w&” 2
i rical and;éommmieatmn equi;imént 245 37
Trongport 'equipﬁant | ,, 5% 19
Chenicals amdj._‘. pharmacenticals . 29 . b
»_.f;!o etallie miheral products 10 4
 Paper and products | ECR I 4
Ru %E' and products 3 - 15
o 1) 2
_Tezt:.les 6 1
Clothing . - -
'Feé_idf'fpreducﬁs ) L
Be?@fages | | 2 3
magggt hggig;@igﬁ e%x;d publishing, rumiture, .__.,;a..,,, ...,L..
Total 163 108

Sources ECLA, "The Growthand Declins...” Op. cit., page UO.
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Hiost of the metals imports vere cases vhera Brazil did notg
have sufficient ore deposits wvhich could be exploited economically.
iiost of the chemicals represent processes vhere the scale of tho
domestic market was far too small to permit economic production, wWith
the significant exception of ecapital goods, technical factors had by
1961 placed severe limitations on the rate of future industrial growth
through import substitution.

Continued developmesnt at a pucs faster than that of tho growth
of internal demand coie more and more to depcond on exports. These wers
linited in part by high manufacturing costs (notably in consumer
durables, som> chemicals, rubbor, textiles, and clothing), in part by
an oxport exchange rate which vas both discriminatorily lovw and also
subjoot to considerable uncortainty in real teras due to the inflation
and in part by the genaral absence of an export montality on the part
of most Brazilian nanufacturers. »

2. Ixan in_foreien pxivats investmant.
The high leovels of foreign private investmant in the late

1950%s started to fall off in 1962, and dropped very sharply im 1963,
The overall picturc is shown belov in Table 1l

PTRIOD WMOURT
‘ _ 1947 - 54 | o US§ 13 milidon
~1955=61 | | | o 02
1962 | ' 69
1963 30
1964 28

. Sourect SUMOC bulletins,



Total levelsof givthmenu in the ecqrﬁny 68 a vhole vere not
notleleehly affecled by the fall in direct ppivate foreipgn investment.
In industry, however; this foreipgn invesiment has been impertant both
in amount and also as 2 dynamic fores which craated new industries and .
thus more demand for other new products, and which induced qhd required
! significant amount of complementary domestically financed capitol
formation, Unfortunately, no detailed estimmtes of investment by sector
of destination exist, we ecan make a rough ostimate that annual gross
invegstment in industry was about one=third of total investment, or about
¢ 1,100 million per year. Thus Just the amount of the foll in foreign
investment, uhich vas directed principally to jindustry, must have bsen
fignificanto, The indirect effects were prcbubly oven mOre §0. The
decline in foreign private lnvestment was itself probably dus la?gelj
to declining opportunities for impcrt substitution, and the imstitutional
aspects discuﬂse& under points 3 and 4 below, -

gggg; foraign exchange avallability aaeg no& appear %Q have
baen a problem for 5ndugt?y during the early 1960's. Iwmports of
industrial iﬁputs = raw materials and intermediate goods = rosé,througg
out the periocd of the decline in industrial growth IZL

some of the effects of those tuo esuscs con ba sSeparated, hut ,
'it secms easier to discuss them jointly,

" The high priority given to industrial grouth gave way %o ather
goois starting with the ndministration of rresident Janio quadrosg aﬁ
tho boginning of l?éla s a study by “CLa vanelndeda

ooath@ swalling preportions assumed by the infiation problpm
(in 1961=63) shifted the centre of attention from industrial
'developmen% to the control of the 1nfxationa§y preeesaeco

No longer were cxchange, monetary and fisecpl measures placad
at the sexvice of industr:alization m;ihsuﬁ dua th@ﬂghtoeo' lﬁ/

_ The annual pata of 1nfl&ticn rose above 307 for the first time
in 1961, 1t increased steadily through 196li, 0s shown in Tabie 12,

-

17/ Thers are thfes sources of estimates of ¢liese data. Both the ECLA
data (Statistieal, Bulletin for Latin nmorica, Velo II, H@ 1, 19659
pp 226,7) ond the Drazilfisn Census Bureau data(IBuhg Sumero
£880005,00c £iko, page 12)show imports of industrial inputs stea&ﬂy
*1singy Thgwfhdag published by the Ge¢itlic Vargas Foundation in
gggg‘f, ra T.eonOniea shows imports of industrial inputs falling

139 in 1962, and rising 27% in 1963,

7%&/ ECLA&, “Fifteen ¥eaFss.." Op. ¢itcs page AL990
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Table

ANWUAL RATES OF INFTATION
(GDP impiicit deflator)

PIRIOD . ANNUAL RATE
1955 = 60 | 207
961 o 35
1962 ‘ Lo
1963 S | 72
196l | 91
1965 | - 57
1666 B ' 38

Source: Natiomal Lccuumis, Fundagdo Getidlio Vargas,

The politice’ situation dld not permit a coheremt, continous
anti«inflaﬁion prograil, From time to times_partial'measﬁres‘were taken,
without much success or lasting effeet, Quaﬁ$os resigred the Presidency
after only seven mon:hsy in August 196l. 4 short crisis, caused by |
opposition to the succession of Vice President Jofo Goulart, was resolved
by allowing Goulart o assume the Presidency with reduced powers, Goulart
lacked both a stable political base and a cocherent economic policy, He
tried to consclidate and increase his power by catering first to one
group and then o another. He adopted soms measures aimed at supporting
growth, seme to combai; inflation, some to inerease real wages, some for
agrarian reform, ete,, with the resuliing total effect belng contradic-
tory at any oune time, and vacillating durlng time, He succeeded neither
in stabilizing prices nor in sustaining eccromic growthg The poor
economic results of 1963 (vhich ineluded stagnation in industry and a
run-away inflation), and his demagogie and Ic fe-leaning political style
finally proved to be oo much for the more ccmnservative pover groups in
Brazil, and Goulart was ousted in March 196l by s military coup with
vide support from urvan middle clags, business and land holding interest,

Whatever ubtility the inflation or inflaticnary policies may
have had in the 1950's seems to have disappeared as the rate increased
in the 1960's. Vage increases in industry, whieh had been held well
below productivity Lacreases during the 1950°s, reached 187 in 1963,
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and anotheyr 9% in 195&;%3/ A stabilization program was avtempied durins
llapch-tiay of 1963, The program relied mostly on credit and government
deficit control; wagads-kept rising throughout the perivd, In any: case
the shortelived attempt probably caused more harm by its uUpsetiing
effact on expectations and current business operations than 1% did good,

- The year 1963 was also marked by wideespread strikes &nd
labop unrest, qod4 sovere pover rationing (causegby a drousght) in the
Ldo=5%0 Paulo region: uno one can only wonder why 1ndustria1 production
did not fall,rathar than remain at the 1962 level as 1% did,

Gna of the causesof the drop in foreign private investment,
mentioned above, was a now law controlling prefit renittances. This lav
vent into effect in Septembar of 1962, Remittances vere limited $o 105
of ofricially registered capital, and royalyy paymants %o foreipgn parent
firms were prohibieado There was soma nationaliszation of foreign
‘investments in povey and transportation during the joulart adninistraticn,
‘and the whole political tone of the government was hostile to foreign
capitalo

The government which replacad Goulart, stnrtiﬁg in april 1964,
gave first priority on the economic front to'controlling the run-avay
inflation., The traditional means of controlling credit, government
deficits, ond salaries were used. The goal was to achieve relativse
stability only after about threé years, to svold the hardships which
voild have resulted fvom a more rapid program. levertheless, even tho
"gradualist” stabilization of 1964 to the preseat (June 1967) was no
‘exception to the rule that stabiliiation has negative effects on growth
in the short rum. 4t this time there are indications thot 1967 may
mark the return 6f more~oOreless normal economic rosults. in Brazils
inflation under 307 per year, and industrial growth of at least 5 or 6
pep eento :

_ This coacludes our discussion of the four major faectors which
we bslieve to ba proximate causes of the declime in industelal grouth
‘4n the 1960's, Bafore entering directly into the discussion of
alternatives for the future, ve would like to discuss a more general
problem, vhich lies behind many of the factors discussod above and

aenlstico Preliminas aAf=0c=0bra, Preliminnry version,
fago 2lil, dage and productxvity data fron z_Indu
BGE, wages deflazad by cost of living indox for-Sho Faulo from

2¢/ Lov Noe hl3l, S@Pto Je 19620"
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vhich some urazilian ceonomists think may be a crucial problem in the
future, This problem, as 1t applies to industrial grouth, is. the |
problem of ﬁemande : 4

slready in 1961, import substitution of 1ndugtrial praducts

had reduced the potential for rapid future growth based on demand for
imported proﬁuets. (“1his is shown in Tables 8 and 10 aboveo):;f

+~lthough ve. cannot bu sure, we bellieve it likely that industria¢ grOuth
in the 1960%s would heve faollen short of that in the 1950'9, even if
the other disturbing factors discussed above had been present, .oreover,
foreign private investment was in 1arge part motivated by the governe
ment'"_policy Yo subztitute domestie production for imports; forelgn
firms vhich had been exporting to irazil wvere faced vith the choise of
producing in urazil or simply losing the murket., 21/ ‘e bolieve it
probable that foreigr. private investoent would have fallen belov the
vory high levels of the late 1950°'s, simply because of reduced
investment opportunitiss in apsropriate sectors, If Upazil 4s able to
malntoin o nore or less stoble and healthy economic and political
onvironmenty'thc futuras may cast some light on these guestions,

snother cause of a possible demand problem 1193 in the distriby
tion of incomeo There is some evidence - inconclusive at best - that
veakening consumer demand has already played a role in the decline of the
early 1960's. This evidence is of two types: the structure of ‘the
decline in producticn, and real levels of salaries, disposable inconme,
and personal consunption, Domestic production of consumer goods fell by
on average of 1.3% per year in the threeeyear period 1963=65, Imports
of consumer goods, which are not very significant even as a whole, also
fell slightly in the same period. 22/ This means that the per eapita
total supgly of industrially produced consumer goods fell by an average
of over L} per year for the three years 1963, 6, and 65, The only
significant part of this fall which can be attributed t0 a supply
constraint is the stagnant level of industrial production of agricultural
rav materials in the ~ne year 1963,

" The second uype o: evidence of pgssibie demand problems is

21/ tuee Lincoln Gorﬁnn and tngebert Grommers, United States liapufachu
e 1 \J.,;..‘jqég‘ uarvargngi§22,”pagel3;w’md‘t'! :

22/ Data en productinn from CLPaL, Bragil 1966, Rio de Janeiro,
varch 144, 1967, page 38, Data on imports from IBGEL, Humares
,Mwb Op. ¢it,
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the prolonged squeeze on wages and personal. consumption throughout the
1950°s and 60's, «varage salaries in industry, as we have mentioned
earlicr, rose only by about 2 or 3% per year throughout the 19/9-196/
periods 23/ Personal consumption per capita rose by less than one<half
of ono percent per ysar between 1950 and 196l, s a pereontage of
totnl domestic oxpenﬁiture,'personal consumpiion fell from about TT%

in the late 1940°s to a range of 68-T1¥ in the 1951=39 pcriod, and fell
again to a range of 51567 in 1960-64. 2/

‘ Wene of this is conclusive, 3ut the long continued Squeeze
on wages and consumption as a wholey when coupled with the fall in per
capita consumption of industrialized consumer goods in tho early 1960°'s,
suggests that industrial growth might have continued more strongly if
there had been fastersgroving consuner demand to take the pl4ce of

import substitution s a leading factor,

As & basis for analysing possibie courses of 1ndustrial'grow&h
in the future, the point of the preceeding discussion is thats
| « The chief dynamic element in the past was import
substitutiong
= import substitution can no longer play thi« dynamic role,

e Jrazll has not yet found a policy which will create or
supgggt Gther dynamic factors to provide further rapid
Ero

This does not mean that pg room exists for additional import
substitution, Impor: sybstitutlion may still play tuo.sighifieapt roless
First, a diminished continuation of its past dynamic role, as the
domcstic murket expands and new activities become Pc351bl§ at economic
scales of production. oSecond, as one avallable means of avolding or
by-passing future baiance of payments problems,

The importance of these effects will depend on decisicns to
be taken conmcerning winimum levels of productivity to be requifeﬁ in’
new activities. Government policy sinece 1964 has moved towards _
requiring domestic incustry to be ever more competitive in international
markets. Tariffs have been reduced; competitive price has come to play
a more imporiant role in obtaining protection under the Law of Similars,

23/ average wsges from Industrial Census of 1950 and 1960, and
‘ Registro Industrial for other years., Deflated by cost of living
- index for 58¢ rFaulo,

-2/ Data from natiocnal accounts, Deflated by cost of living index

for 58¢ Paulo, Personal consumption is estimated as a residual
in the naticnal acecounts, and is perhaps more subject to error
than other estimates.
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z2nd there 1s scriois thought now of relcxing the extremo requirements
for high domestic ontent in automobiles and other products, There

seems to exist a goneral consensus that overall procuetivity in
industry should be increased,

This greater emphasis on productivity and competitiveness is,
of course, of grea: importance if exports of industrial products are
to bo increased. In the short run, industrial exports cannot be
expocted to play an mibortant role. They are presently a very small
part of elther totul exports or of total industrial production. ¢about
65 and 27 respectively). . very great proportion of srazilian industry
1s.far from being usble to compete in international markets, both
begause of its oun low productivity and because of institutional
restrictions arising outside of Brazil. In the lamger run, Brazil
should look more and more to exports of industrial goods, both as a
source of foreign cichange and as a dynamic internal element. Imports
as a percentage of GNP cannot be much further reduced, !xzports, in the
long run, must therefore grow at a rate at least equal or nearly equal

to that of GNP, The current lou level of industrial exports is all

the more reason to start immediatcly on measures to increase this level.

P

Un balance, however, the continentol dimensions of irazil as
vell as the reducec possibilities for additional import substitution
and the difficultics of increasing industrial exports indicate that the
ey to future industrial growth must be the domestic market, How is
this to be done?

luch of the current thinking about future industrial growth
seems to fall into cne of two models. 25/ - e will describe these two
alternatives in a simplified and perhaps extreme form, OUne emphasizes

public spending as a leading factop. It implies increasing government
investment and consumption, with government activity not only throughe

out infrastructure (pover, transportation) but in manufacturing
industry as well,It smphasizes favorable conditiona for investments,
rather than increasai productivity. The alternative model emphasizes
consumer demand as the leading factor. It implies a constant or
reduced participation of the public sector in total demand,The emphasis
is on increased consumer purchasing power and productivity improvements.

To a certain extent, actual policy can be a mixture of these
tvo models, For exanple, current government policy soems to imply an
increased emphasis on public investment, but also involves reduced

25/ For on early discussion along this line, see EGLA, "The Growth
' and Declinecoo" .220 3&09 pages 56‘590 .



tariff protection and more emphasis on cost-tutting. But in many
agspoets the two models are mutualiy 1nconsistente' The . basic conflict
is one of income distribution; the first model implies more for |
government and for capital, and the second implies more for the private
sector, and labor in particular, The first model probably implies -
at least in the short run - turning the internal "terms of trade”
agalnst agricultura. The second model, aau1e of the large porecentage
of agricultural vorkers 1n the labor force, implies turning the internal
terus of trade in faver of agriculture. The first is likely to lead

to a much more autarkie econony than the segond,

The first model, which might be called the “investment" model,
requires the lesser change from the lmport substitution model of the
pasts The major breck is that in the past, demand was present before
domestic supply, in the form of imports. In the "investment" model,
nevw demand comes from increasing publie spending and from investments
in general, Lven if the resources for this spending ean be gathered,
it 1s not clear vhether this nodel can be selfesustaining in the long
une L

The second model, which might be called the "consumption"
model, is a much sharper break with the import substitution model of
the past. Given the present structure of the Brazilian ecurnony, the
"egonsumption” model appears to offer greater chances of being self- -
sustaining, but presents great difficulties in reaching the starting
point. liow to transform Brazilian industry from a highlyeprotected to a
more coupetitive; lower cost set of producers? How to increase the
income, the produetivity, and thus the purchasing powor of the mass of
agricultural workers?

We believe that something 1ike the "eonsumption" model offers
better prospects for Brazil in the long run. Our reasons are three:
First, this type of development seems to be more likely to be self-
sustaining, GSecondy it appeals more to our sense of equity. Third,
and perhaps most important, it seems to offer greater chances of
reducing the tremendcus gap between the modern Brazil and the under=
developed Drazil. We fear the social effects of continued rapid
developmént for a smell part of the country, leaving the rest behind,
The "investment' model would imply such a continuation; the “"econsumpte
ion" model implies a raversal., It implies seeking widespread products
ivity increases in the mass of Brazilian workers in all sectors, rather
than heavy investment and rapid productivity increases for a small part
of the labor force. | ‘ ‘

: If 1t be accepted that the long-run goal is a “consumption
model" type of industrialization, how can such a goal be reached? To
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get from the present industrisl - and total cconomic « structure to a
mass=consumption structure requires a transition peried, during which
many policies from the "investment" model would be used, These policies

would be changed through time as widespread productivity increases
nade a consumersled prowth feasible. : : ﬁ"!

Initially, resource allocation should focus on providing the
complementary capital needed for these productivity increases, This
complementary capital would include physical infrastructure, where the
greatest lacks seem to be in communications, agricultural varchousing
and marketing facilities, and transportatidn,_ It vould include social
infrastructurs, vhere the preatest doficiencies are in'educction and
health, Improvements in education are, indeced, probably the nost
important requirements for attaining the widespread productivity
increases required. for the “consumption" model. 26/

- In industry, policies would be oriented to a- gradual, but
steady and expected decrease in protection, programs .to assist business
in meeting stronger competition; and probably removal of the subsidies
to the purchase of eapital goods which have probably. hiaaed technology
tovard morec capital intensive forms, The reduction in protection has’
already been started in 1967, with a reduction in tariffa, elimination
of the special category of imports, and grasater attention to competitive
price in granting protection uncder the Law of Similars. The government
-should attempt, vherever possible, to counter demandq for restoring
higher protection with proposals to assist 1n 1mprov1ng“eff1eieney and
lowering costs of production, Some such prOgrams are alroady underwvay
and others are in the planning stage: examples are the' ubsidized loans
for replacing obsolete equipment in the textile 1ndusfry, and the
plannad Productivity Center which will offer training and tochnical
agsistance in various techniques ‘of management and administration,
mainly to smaller fiyms in traditional industries, - Ramoving subsidies
to purchases of capital goods would imply increases 1n protaction to
cortain eapital goods vhich avre now virtuaslly unprotected. and eliming-
ting tariff exempiion for certain importers of these goods. {(Contlinued
subsidies to capital equipment for agriculture may still be a good
ideaj the above applies more to capital goods for industry and

28/ For studies or the deficiencies in the sectors mentionod in this
' paragraph, the reader is referred to the EPEA on
those subiects, published by the uinistry of Flanning of the
Government of Brazil in 1966 and 1967.
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Transportation,)

_There are many difficultiesg political as well-aS'econbmicg in
attaining this kind of development in Brazil, But development comsists

 of more than ten more years of rapid growth of GNP, 580 Paulo and the

Koriheast, favelas'and_luxury apartments in Copacabana,'offer cqmtrasts
wvhich are not only undesirable, but indeed umstable, Brazil has created

the most moderh and diversified industrial park in Latinm America.Perhaps

the new direction should be to ineresse the number of Brazilisn this
industry.seryeé; Such a goal appears not only to be equitable, but
also to offer the best.cﬁanees for selfnsustaining economic and social
developnent., o
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