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I. Introduction

-~

In emulation of the apparently successful example of the
European Common Market, the major countries of Latin fLmerica have
banded together for promotion of trade among themselves. Result is
the Latin American Free Trade Assoclation, commonly known as LAFTAL/,
which commenced to function on August 1,1961, The original membership,
end the one representing LAFTA for this study, was: Argentina, Brazil,

Chile, Ecuador, Mexico, Paraguay, Peru, and Uruguay=.

Intra~LAFTA trade is promoted by lowering and eventually
eliminating tariffs among member countries, Now, however, tariff
concessions are being granted more slowly and with greater difficulty
than is desired, and this situation represents and eauses deep concern
about LAFTA'S future, Suggestions for change have becn many, ranging
from: converting LAFTA into a common merket (i.e. imposing common
external tariff barriers), to dividing LAFTA into groups‘of a few
countries cachy to disbanding LAFTA complctely .

-l

Brazil 1s LAFTA's most important member - being the largest
in terms of population, arca, national income, and foreign trade. This -
condition suggests that the viability of LAFTA, or a similar associa=-
tion, rests significantly upon the willingness of Brazil to participate,
Brazil's willingness, in turn, depends upon the related benefit to
Brazil. . '

The rationale for LAFTA is that participating countries

~ benefit from attainment of LAFTA'S prime objective, 1,c.t to increcase

trade among member countries. The purpose of this study is to deter-

1/ In this study? the term "LAFTA" refers to that body of doctrine and
agreements whiech constitutes the legal and polltlcal framework of
the association,

2/ In addition to the LAFTA group of countries, there is also in Latin .
America another trading association which is known as the Central
American Common Merket and is c¢omposed of the five Central American
republies,

3/ Recently at the Punta dcl Estc Conference of April 1967, it was
agreed to establish by 1983 a common market which w111 include
almost a’l Latin American countrics.
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mine if Brazil bencfited, during the periode 1962-1965, from membership
in LAFTA., Determination is made by cXamilning developmcnts in Brazil's
trade with the LAFTA rcgionu/in accordanee with LAFTA's objective and
with special rcfercneec to cxportation of Brazilian manufactured
‘products to the LAFTA rcgion, If LAFTA should be climinated or sig-
nificantly changcd in thc futurc (as is now ecnvisaged), Brazil's
previous experionee with LAFTA can serve as a uscful lesson for form-
ing Bragzilian policy with rcspect to new trading arrangements.,

In order to obtain a proper perspcetive of Brazil'!s partici-
pation in LAFTA, it is important to understand the policics and
pressurcs whieh lecd Brazil to join with other Latin Amcrican countrics
in forming this trading assoeciation., Therefore, the study first pro-
vides a brief rcview of dcvclopments in Brazil's international tradce
and pattern of economic growth following world War II (Part II),
Subsequently, thecre arc prcsentcd: explanation of the form of analy-
sis employed in this study (Part III), thc spceific rcsults of the
analysis (Part IV), end gencral conclusions (Part V).

IT -« Brazilisn Forcign Tradc and Economic Dcvclopmenti/

At the cnd of World War II, Brazil appecarecd to bc in a favore
ablc position ecconomically. Substantial intcrnational reserves had
been accumulated durlng the war beceause of strong demand for Brazilian
exports, whilc imports werc nceecssarily limitcd by restriction of
transportation and conecntration on war production in thc traditional
manufaecturing countricse.

Aftcr the war, there was a large cxpansion of Brazilian
imports., This cxpansion rcsulted at first from rclcasc of the pcnt-up
demand occasioncd by war-timc deprivation and then from the incrcasing-'
ly lower pricces of‘imports comparcd to domestically produecd goods and
services., For cxamplc, bctween 1916 and 1953 Brazilts cxchange ratc
was hcld constent and there were no significant incrcascs in rclatcd
texcs while the cost of living morc than doubled -~ thercby rcducing
the relativc pricc of imports in tcrms of Brazilian moncy,

L/ The term "LAFTA rcgion" 1s uscd in this study to indicate ecollcetivg
1y all LAFTA countries exeluding Brazil.

5/ A fuller trcatment of this subjcet is found in: Diagndstieo Prolimi-
nar de Comcreio Internacioenal, Escritdrio de Pesquiga Economiea Apli
cada, Ministcrio do Plancjamento ¢ Coordenag¢fo Eeondmica, Rio de Ja=~
nciro, Brazil, liovcmbcr 1966,
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Exports camc to bc hampercd by compctition from ncw sup=-
plicrs (notably in Africa) of Brazil's traditional cxport products.
Also, rising intecrnal ecosts coupled with the fixcd cxchangec ratc were
rcducing export profits. | '

These devclopments lcd to tradec deficits = causing scvcre
balancec of payments precssurcs, Initially; the trade deficits werc
off'set through decrecasing foreign rescrves. Next, commercial, and
later inter-governmentel, cte., loans wcro obtaincd. When it appeared
that the trade decficits were potentielly of a persistent and long-run
nature; quantitative and monctary import restrictions were imposcd.

In 1953, Brazil began an cxtensivec scries of devaluations whieh has
raised the exchange rate from 18,38 to 2700.00 cruzeiros to 1 US dol-
lar in 1967,

After cach tigh caing of restrictions and/or devaluation
there was some improvement in the balaneec of payments until the integ
nal rate of inflation rosc sufficicntly to nullify the correcetive
influence of the new mcasure, And so the proccss has continuecd -
with balance of payments pressurcs erising not only from tradec dcficits
but also from nced for rcpayment of past loans,

During the ycars following World War II, Brazilian partici-
pation in world trade has fallen., This trend is to be cxpceted, in
part, bceausc of the rcecovcry of Warntorn ceconomics sinec 19I5 and
the gradual rcturn of the traditional major trading countrics to
thedyr former positions, There has not becen a significant shift in
composition of Brazilian exports. Howevcry thcrc has been a notable
change in composition of Brazilian imports. Consumcr goods have
fallen whilc production goods -~ both capital cquipmcnt and raw
materials = have riscn, This changc in composition of Brazilian
imports has occurrcd beceausc of thc massive program of Brazilian
industrialization, which most markcdly becgan in 1955.

Oftcn this program'is rcferrcd to as "import substitution®
beecausc the pressurc of ro-oceurring balancc of payments problems,
to a considcrable cxtent, motivatcd Brazil to industrialize in order
to obtain through local production thc typcs of goods for which
import demand was being rcstraincd. Therc was also prcscnt the wish
- to promotec cconomic dcveclopment through industrialization rather
than take thc altcrnative path of investing to cxpand export rcecipts
and thercby obtain the desircd goods, '
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Pcssimism about achieving adequate development through
cmphasizing cxportation was nurturecd by: memorics of the pre-World
War II deprcssion, for which dependence on international markets was
blamcd; apparcnt stagnation of export growth; and by the type of
cconomie philosophy being promulgated by the United Nation's Economic
Commission for Latin Americgé/. '

In order to follow Brazil's chosen path of development,
barricrs werc placcd against importation of products competing with
domcstically supplied manufactured goods. Exportation of some raw
materials was limited in order to providec checap inputs to local
produccrs, Forcign capital -and technology were encouraged., Importa-
tion of inputs rcquired for industry Was granted concessions through
spceial crcdits and lower tariffs,

Thc cmphasis of development was dircetcd toward the inter-
nal markect, which also accounts for th¢ deeline in Brazil's share of
world trade. Nowecver, in spitc of the c¢ffort toward self-sufficicney,
Brazil's depcndcney on imports was increascd.

Thc ratio of Brazilian imports to gross national product
rosc in rcal tcrms. Morgover, many imports camec to comprise integral
parts of thc industrial proccssj; so that a reduction of such imports
would inducc a multiplc rcduction in domcstic produetion. Thus,
Brazil's necd to import incrcascd becausc of industrialization,

Exports provide about 90% of Brazil's forcign cxchange
rceciptse. Jllowing for cxternal price changes, ete., the capacity to
purchase imports with Brazil's exports was only slightly larger by
the period 1959-60 then in the period 1947-L8.

By 1961, it was obvious that Brazil's exports had not kept
pacc with the gencral cconomic activity of thc country and that
industrialization was bccoming inercasingly dependent upon the
imports for which cxports were needcd to carn forcign cxchange,

Llso apparcnt was the desirability to obtain for Brazilian
industrial products a wider markct than was availablc domestically,

6/ is an cxample of this philosophy, scc: Prcbisch, Raill; "Thc Eco-
nomic Dcvclopment of Latin Amcrica and its Principal Problems",
United Nation's Economic Commission for Latin imerica; Economic
Bullctin for Latin Amcrica, Vol., VII, N2 1, Fcbruary 1962,

1/ Dizgnéstico Prcliminer de Comdreio Internagional, op. cit., p 55

PRt Y
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In addition to dcpendency upon cxports in ordcr to obtain
needced imports, cconomic devclopment through conecrtration on indus-
trialization produces e scecond dependency upon exportation, 4Lfter
ebgsorption of the initial internal decmand (providcd by blocking
compecting imports), further industrial growth is limitcd domestically
to the rate of incrcase in the sharc of national income available for
purchasc of locally supplicd industrial products. Thecreforc, exporta
tion of these produets must oceur if industrialization is to grow
faster than the rclated internal dcmand, and thereby rcmain the
impeclling factor in devclopment,

Through cxportation, industrial production rcachcs incrcascd
ceconomics of scalc fastcr than would be available from rcliancc
sclcly upon incrcasc of domcstic consumption, This condition pcrmits
an carlicr rcduction in prices to thc domcstic consumcr of those
products also being cxportcd, ixportation allows incrcascd purchasc
of thc products at home bcecause of possiblc lower intcrnal priecs and
becausc of the incrcascd incomc gencrated by the cxports. Thus, by
cxporting, industrial procduction, for both domcstic and forcign
markets, can cxpand at a pacc fastcr than is thc national cconomy;
and in this way industrializaotion can continuc to stimulate ceonomic
development,

However, by 1961, manufacturing costs were gencrally
highcr in Brezil than in countrics which had industrializecd carlicr -
as cvidcnecd by the ncecssity for maintaining high import barricrs in
ordecr to protcet Brazilian industry. [lthough this condition might
have discouragcd dircet compctition by Brazil in the world markct,
possibility for exportetion of Brazilian manufactured products to a
more limited market was offerred with formation of the Latin American
Free Trade Association,

LAFTA is supposed to promote - through the mechanism of
mutual tariff concessions- - exportation of manufactured and other
products among member countries., By stimuvlating trade among a re-
stricted group of countries, LAFTA may well provide a necessary
"transitional stage" in the present process of a member country's
industrialization, This transitional stage occurs after the period

8/ Thls is not to prccludc the possibility cxporting to the world
by mcans of dual pricing - i.c, whcn revenuc derived from cxport-
ation nccd cover little more than the ms reginal cost of those
goods exported while gll additional costs for total production
are covered from sales in the domestic merket, which is reserved
for local producers.,
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in which a country's manufsetured products can be sold profitably
only in its own highly protected market and before the period when
the manufactured products eould be sold profitably under conditions
of free trade.

Brazilian participation in LAFTA has offerred the possi~
bility for perpetuating Brazil's economic growth through industrial
ization, Included in the remainder of the study is examination of
the extent to whiéh LAFTA has furthered this possibility in accor~
dance with Brazil's exportation of manufactured products to the
LAFTA region,

III - Method of Analysis

Our interest is to determine LAFTA's effectiveness in
development of Brazilian trade - particularly, exportation of Brazil-
ian manufactures - with the LAFTA region, The task is complicated
by many diverse and often divergent forces which simultaneously
influence such trade end which largely arise because of internal
policies and conditions in individual countries. LAFTA, being only a
trading association, has no jurisdiction over such policies and
usually no capability for controlling or offsetting most of the
forces affecting trade, which include changes in: tastes, national
income and its distribution,credit, administrative procedures and
discretion, exchange rates, internal taxes and subsidies, and
governmental expanditures,

In addition to influence from LAFTA tariff changes, Brazil-
ian trade with LAFTA is strongly determined by these other forees -
not only when they occur in Brazil and other LAFTA countries, but
also when these foreces occur in non-LAFTA countries, with which
Brazil and the other LAFTA countries have trading relationships. It
is impossible to isolate and to compensate fully for the influence
of all these other forces on Brazilian foreign trade. But abstrage
tion of all such influencels required in order to establish the precise
effect on Brazilian trade which results from a LAFTA tariff change or
set of changes. Therefore we are unable to relaté LAFTA tariff and
Brazilian trade changes specifically.

Nevertheless, we can approach obliguely some conclusicn
about the influence of LAFTA on Brazilian trade by determinings: 1) if
LAFTA has been ineffective with respeet to stimulating sufficiently
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Brazil's intra-LAFTA trade and 2) the possible LAFTA influence on the
composition and balance of this trade. The analysis is divided into
two steps. First, it will be determined whether Brazil's trade
developments have been consistent with LAFTA's objective of promoting
intra-LAFTA trade. Then will be examined the general composition and
balenee of Brazil's LAFTA trade in light of the possible influence
exercised by LAFTA, as determined in the first step.,

We shall consider that Brazil's trade developments are
consistent with LAFTA's objective when: Brazil's trade with the LAFTA
region increases (decreases) relatively more (less) than Brazil's
trede with countrics outside of LAFTA, In particular, variations in
Brazill's LAFTA trade will be compered with changes in Brazills: 1)
total world trade and, 2) trade with non-LAFTA countries in Latin
America, which are grouped under the heading "Other Latin American
Countries" and hercafter designated in the text as the "OLAY region?

In this analysis, Brazilian exports are classified broadly
acecording to threc categories: I Primary Materials, II General Food
and Beverage Products, and III lManufactured Products, Together these
three categories account for over 99% of totel Brazilian exports.lg/

9/ Other Latin American Countries include: Bolfvia, Venezuela,”Costa
Rica, Guatemala, Kaitl, Honduras, Nicaragua, Pahama, Dominican
Republic, Il Salvador, Dutch Antilles., As explained elsewhere
in the text, Bolivia and Venezuela are not considered in this
analysis as I:AFTA members,

10/ Statistical data employed in this study were obtained from: Ser-

- vigo de Estatfstica Econdmica e Financeira (SEEF), of the Brazil-
ian Ministry of Finance, which is responsible for collecting and
publishing the official data on Brazil!s international trade.

The relationship between the export clsssifications used in this.
study and by SEEF is as follows:

Categories SEEF
- used in Classi- SEEF Code Example of

this study ficotion _Numbers _ Product Types

I Class II (20000-29999) Hides, wood, minerals,
(Primary Materials) : cotton, jute,

II Class IV (L0O000-119999) Cereals, coffee, fruits,
(General Food and cocoa.,
Beverage Products) . :

IIT Class V (50000-59999) Chemicals, drugs.
(Manufactures)

Class VI (60000-69999) Machinery, vehicles, and
related parts.

Class VIL (70000-79999) Tires, textiles, refined
and formed metais‘
polished stones, (i.c.
manuractures are classi-
fied according to main
raw moterial employed)



»8 -

For Categories I and II we shall eompare trends between
Brazilian exports to the LAFTA and OLA regions, Brazilian exports to
the world (i,e, total Brazilian exports) do not provide in these
categories a useful basis for gomparison beecause of special market-
ing arrangements occurring outside LAFTA for certain products (eyg,
coffee, minerals, etc,), which strongly influence Brazil's total
trade figures, However, for Category III both Brazillan exports to
the world and to the OLA region seryve as bases for comparing trends
of Brazilian manufaetured exports to LAFTA,

For purpose of our export analysls, the OLA region probably
provides, more than any other group of ecountries, eonditions most similar
to the LAFTA region, Variations in frelght costs should occur
proportionally for the two reglons, Composition of imports, the
domesti¢ economies, and development stages of the countries within
each reglon are roughly parallel, Absolute differences in effective
import demands between the two reglons are not important begause the
analysils rests on comparison of relative trends,

An example will illustrate how we wish to make use of
such a comparison, Suppose that during a ¢ertain period Brazilts
Category I exports to the LAFTA region rose 10% while Brazil's
exports to the OLA region increased 5%, For this situation we can
say that development of Brazillan exports conforms to what would be
an effeetive influenee by LAFTA on Brazilian trade, It should not
be assumed that tariff reductions by LAFTA countries were responsible
for this increase of Brazilian exports to the LAFTA region, What can
be said ist 1) the pattern of change of Brazilian exports is
consistent with LAFTA's objective and, 2) the export side of Brae
zil's intra-LAFTA trade has grown,

Kow suppose that in the preceding example the numbers are
reverscd, namelys: Brazil's exports to the LAFTA region increased 5%
while Brazil's exports to the OLA reglon inereased 10%, For this
situationy deveclopment of Brazilian exports shows that LAFTA influe
ence (if any) has been ineffeetive, Although the export side of
Brazil's intra-LAFTA trade rose, the pattern of increase is incone
sistent with LAFTA's objective, |

Exports are examined first aceording to the three basie
categories mentioned, and then manufacturcd exports are subdivided
into thrce groups and examined sinllarly.
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In order to evaluate possible LAFTA influence on Brazil's
total balance of trade with the LAFTA recgion, comparison is also
made between trends in Brazil's global imports from the LAFTA region
and the world (i.e. total Brazilian imports), The OLA region docs
not serve as a satisfactory basis for import comparison beéause
Brazilien imports from this region are dominated by one type of
product (i.c, petrolcum and its derivatives) - the importation of
which is subjeet to speecial Brazilian policics.

Although Brazill's trade decvelopments may be consistent with
the basic LAFTA objective, this result can lcad to a deficit in Bra-
zil!'s LAFTA tradc, For examplé, Brazil's exports and imports may
both increasc relatively more with respeet to the LAFTA region than
with respeet to the region(s) of comparison, EHowever, the import
incrcase might execed the cxport increasec = lecading to a LAFTA trade
deficit for Brazil.

It may be that some LAFTA countrics galn cither temporary
or permancnt advantages at expecnsc of other participating countrics
through luecky or astute bargaining for tariff reduections, Accord-
ingly, some countrics may bec ablc to ecxpand their exports to LAFTA
more than other countrics - which mcans thet additional cecxports
gained by some countries represent additional imports for other
countrics,

Of course, it cannot be cxpected that all LAFTA countrics
will constantly maintain favorable or ncutral trade balances with
the region., It must be expceted that at lcast for pcriods of one or
two years a country might cxpericnce tradec deficits with the region,
Some countrics (or country) must have deficits if others have sur-
pluscs, Neverthelessy, perpctuation of a LAFTA tradec deficit should
indicatc, to the country suffcring this decficit, neccd to cxamine
the possiblc adverse influcnee of LAFTA and opportunity for acquir-
ing improved trading conditions within the recgion.

It 1s not the purpose of this study to pass judgment on
whether a LAFTA trade dcficit (or surplus) cxperienccd by Brazil was
harmful or benefieial to that country, Our intecrcst is to indicate
when and in what direction Brazil's LAFTA tradc balances may have
baen influenced by LAFTA,

Our analysis of Brazilian participation in LAFTA is based
on a year by year evaluation for the period 1962 through 1965. Al-
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though LAFTA was formed in August 1961, it is unllkely that influencs
of LAFTA on Brazilian foreign trade could be dlccernable for the
later half of that year, For this reason, thgaana1351s begins with
1962 - the first full ealender yaar of LAFTAQ§7op9ration.

Venezuela became a member of LAFTA on October 1, 1966,
after having earlier that year announced its'iﬁiention to do so, On
October 2, 1966, Bolivia officially expressed its desire to enter
LAFTA and will probably attain this objeetive during the middle of
1967. Thess alterations - and their anticipation - in LAFTA's
structure preclude extension of our present means of comparison to
include 1966 in the anslysis,

_ Yearly changes in Brazilian trade are measured from two
bases: 1) the average for the six year period 1955-60 and 2) the
preceding yesar. Thus for any given year a particular trade develop-
ment is evaluvated by a pair of changes. These changes sometimes
show movements in oppesite directions and often vary cor31derably in
degree. For this reason a welchtwug system was employed in order to
recon01le conflicts which arose fPOm u51ng two bases of measurement,

The "1955-60" base was coinsidered the more important and
was assigned the weight of .7 because of the desire to reduce
possible distortions intrade trends caused irregular yearly movements,
Use of the "previous year" base (weigzhted by .3) permits inclusion
of short-run trends descrving of some COﬂSlderathn. For example,
measuring a change from the "1955-60% base may. show a decline while
-measuring the change from the "previous year™ base may. show an in-
crease, This increase from the past year might rellect a substantial
recovery from a depressed position in recept years apd therefore
deserves some eredit in determination of the: over«all trade trend.

; Adml‘“ealy the weighting distribution is arbltrary and
’arises from the author's subjeetive cvaluation of. the comparatlve
“significanee of the measurements utilized in the analysis. Mention
is made where appropriate when different conclusions, from those
301ted in the text, obtain from varying the weight for the "prev1ous
'year" base between .5 and ,3.

IV - Resgults of Analysis

A - Consistency of Brazilian trade developments with
LAFTA's objcetive of promoting intra-LAFTA trade
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1. Exports., Table I shows the division of Brazilian exports
into the thrce main catecgories and according to the regions used in

our analysis. From this table it is seen that for the years 1962 and
196l; Brazilian trade developments were consistent with LAFTA's
objective for all export categories., For these two years in all
categories L.>0signifying that Brazilian exports to the LAFTA region
rose (fell) relatively more (less) than Brazilian exports to the OLA
region, Also for 1962 and 196l Brazilian exportation of manufactured
products (category III) increased relatively more to the LAFTA region
than to the world (i.e ,L>W).
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AND TO TEE WORLD

LAFTA AND OLA REGIONS

1962-~1965
YEAR CATEGORY LAFTA OLA WORLD [COMPARISON COMMENT
1962 I % 2548 23 387
a - 35.2 - 82,1 L 0
b = 3800 -6LL¢LL
R 39.3 el 792
a - 1306 - 9000 L ) O
b - LLB) — 15.0
TIT O 10,5 1.2 232
a 22.1 5040 - 6.T| L >0&W
b 23 9,1 1271
1963 I ¥ 27, 1.5 297
a 7.8 - 51,6 L >0
b h 3302 haed 8208
II $ 39,0 b 9638
a - o 100,0 0 >»L
b -~ LL3.8 ) 50.0 —
Tﬁ ffg 8.8 thb 5703 L)w When
b 183.9 300,00 155.5 Nang .5
1581, I $ 2.6 .3 1132 i
a 53.2 80.0 L>»O0
b 24l 96.6
T § 56,1 2 971
a 113.8 0 L >0
b “;1-(9'2 it 50‘0
IIT ¢ L e Sl 7040
a 27945 2945 LE.T| L& W
b 97 T.lL 1118,2 379.5
1965 I 0§ 56.9 - L8T
a 33,6 - 33,3 O>L when
_ . a
IT [ 6048 - i 98T
a 2hody - 50,0 L>0
b 06 - 7500 -
ITI [ 68,6 5.0 109.5
a 105.0 12.5 36,1 L*¥0 & W
b 2 112,9 3511,5 650,0
Keys $ - in millions of U,S. dollars F.0.B,
a - percentage change from the previous year
b - percentage chahge from the related average for the period
1955-60
L - LAFTA region
0O - OLA region
‘% - World (i.e., total Brazilian exports)
Source: Calculated from data obtalned from:

Serv1go de Estatistica !
Ministério da Fagzenda do Brasil,

Zecondmica e Financeira,
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Brazilian trade developments for 1963 appear to have been
inconsistent with LAFTA's objective, Although L » O in Category I
(primary materials), O » L in the other two categories - particularly
in the important category of manufactured products, If we consider
only total exports (not shown in the table) to these regions then the
result is: W > L » 03 and L » O only when the weight of the
"previous year" base i1s less than .31, Beecause of the special interest
for promoting exportation of Brazilian manufactures to the LAFTA
region and the comparative weakness of this aceomplishment in 1963,
we coneclude that LAFTA for that year did not contribute satisfactorily
to stimulation of Brazilian exports,

In 1965, Brazilian trade developments were opposite those in
1963: 0 > L in Category I, and L > O in Categories II and III, In
terms of total exports, L » 0 & W. Especially impressive in 1965
were Brazil's exports of manufactured products to the LAFTA region -
which increased significantly greater than similar exports to the OLA
region and to the world., By 1965, manufactured products had assumed
an important share of total Brazilian exports to the LAFTA region -
rising from a participation of 2,7% for the period 1955-60 to 35.L%
in 1965, This increased importanece of manufactured exports to the
LAFTA region was sufficient in 1965 to allow the trade trend in this
category to offset; and morec, the trade trend of Category I exports.
Therefore, on balance it is judged that 1965 developments of Brazile
ian exports were consistent with LAFTA's objective,

2. Imports, Imports and the related changes are shown in
Table II. It is seen that for all years under review (i, e, 1962-65)
L >»W - indicating that Brazilian imports from the LAFTA region
inereased rclatively more than total Brazilian imports, This result
in consistent with LAFTA's objective of promoting increased trade
among member countries.

B, - Brazil'!s trade balance with the LAFTA region

Table III presents Brazil's exports to and imports from the
LAFTAL recgion, together with the related percentage changes of these
trade flows, 4s shown in this teble, Brazil had a ncgative trade
balance with the LAFTA region for the first threec of the four years
under review, Furthermore, 1t is seen that in 1962 and 1963 imports
inereased rclatively more (aecording to measurement from both basis)
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TABLE IT

BRAZILIALN IMPORTS FROM LAFTA AND TEE WORLD
1962-1965
YEAR LAFTA WORLD COMP.RISON
1962 8 128.6 1 75,0
b 1.8 TeT
1963 $ 163.? 1 14186.8 -
a 27 .11 18 L > W
b 29.8 845
196l & 168.0 1 263.5
a 2.5 - 15,0 L>W
b 3300 r = 7.8
1965 $ 190.L 1 0961
b 50.8 = Z0.0
Source s Calculated from data obtained from:

. o L. - . . .
Servigo dc Estatistica Econdmica ¢ Financeira,

Ministério da Fazenda do Brasil,

Keyt ¢$ - in millions of U.S. dollars CIF
a - percentage change from the previous year
b - percecntage ehange from the related average for the period
1955-60
L - LAFTA region
W - World
TABLE IIT
BALANCE OF BRAZTLIAN TRADE WITH THE LAFTA REGION
1962-1965
VALUE IN PERCENTAGE CHANGE FROM THE BASE® |- = ‘ v
MILLIONS OF ‘ EXPANSION WAS
YEAR US DOLLARS - PRECEDING YEAR|1955-60 AVERAGE| RELATIVELY
EXPORTS | IMPORTS | EXPORTS | IMPORTS | EXPORTS | TMpoRT S | CREATER FOR
1962 76 129 | - 20,0| 18L.5 | - 33,9 1.8 | IMPORTS
1963 76 16L 0,0 27t | - 33,9} 29.8 | IMPORTS
1960 133 168 7540 2.5 15.7| 33.0 | EXPORTS
1965 197 190 h8,1{ 13.3 71.3| 50.8 | EXPORTS
- Source: Calculated from data obtained from:

Servico de Estatfstica Econdmita e Financeira,

Ministério da Fazenda do Brasil.
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than aid exports.;i/ As previously noted, LAFTA was ineffective in
1963 with respect to stimulating Brazilian exports to the LAFTA re-
gion and this circumstance contributed to Brazil's LAFTA trade deficit
that year,

There was substantial expansion of Brazilian exports to the
LAFTA region in 196l and 1965, and for these two years exports in-
creased relatively more than imports.lé/

Now let us combine the conclusions which have been reached
so far from this and the preceding part of the analysis,

We determined that Brazllian trade developments for both im-
ports and exports were consistent with LAFTA's objective in 1962,
196, and 1965, In the first of these years, Brazil had a trade
deficit with the LAFTA region., The cause of this deficit cannot be
attributed to the ineffectiveness of LAFTA in stimulating Brazilian
exports to the region - although this stimulation can be considered
"too small" in relation to that received by imports,.

In 196l and 1965, trends of Brazil's trade development led
toward a trade surplus with the LAFTA region,

On the other hand, Brazil's 1963 trade deficit with the
LAFTA region was aggravated by faillure of LAFTA to stimulate Brazil=
ian exports in conformity with the basic objective of that trading
assoclation,.

11/ It might be argued that a deficit in the trade balance arises
because of increased transportation and releted charges. In
1962, the proportion of these charges to the total CIF value
rose 7% for Brazilian imports from Argentina (the only LAFTA
eountry for which the related data are available) and rose 0,9%
for Brazilian imperts from the world, These figures indicate
that an adverse effeet to Brazil!s LAFTA trade balance may have
regulted from a rvelative increase of transportation, ete, |
charges plaged on Brazilian imperts from the LAFTA region, For
1963, the opposite egoneclusien is drawn sinee for that year there
was an 11% fall in the propertion of these eharges on imperts

from Argentina; while for imports from the world, the proportion

of these charges inereased 12%, .

12/ Measuring from both basis provides the same conclusion concerning

. ' trends in Brazil's LAFTA trade balanee for 1965, However, for
196Ly the over-all conclusion is less obvious., Based on the
preceding year, the degree of the 196l. export expansion greatly
exceeded that for imports; while based on the 1955-60 average,
exports increased rslatively less than imports, Reconciling
these two results (according to our weighting system) shows that
the over-all inerease in exports was relatively greater than for
imports, The notable export recovery based on the previous year
more than offset the understated change which obtains (as in
this situation with the 1955-60 average) using a base with a
value that lies between the starting and ending values of the
year for which measurement is being made, Our conclusion for
196l; wouvld only be reversed if the result from measuring aceord-
ing to the "previous year" base was weighted less than .19,
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C. - Participation and composition of Brazilian manufactured
exports to the LAFTA region, _

Table IV shows the percentage participation of manufactures
in Brazil's total exports to the three regions vsed in our analysis.
For all of these regions, this participdtion inecreased markedly from
1962 through 1965,

Moreover, participation in exports to the LAFTA region rose
relatively more than to the other regions for three of these four
years (i,e, where L > 0 & W), Thus except for 1963, the trend in
composition (i.e, manufactured versus non-manufactured products) of
Brazil's exports to the LAFTA region was consistent with LAFTA
providing an effective mechanism for stimulating exportation of Brazil
ian manufactures within the region,

During the years under review, 1962-65 there occurred a
significant change in the composition of Brazil's manufactured exports
going to the LAFTA region - as is shown in Table V, Most notably,
there was a sharp fall in the percentage participation of Class VI
exports (i.e. machinery and vehicles), This fall was contréry to the
trend of Brazilian Class VI exports to the OLA region; and although
in the same direction, the fall in Class VI exports to the LAFTA
Taegion was considerably greater (in terms of relative change) than
‘the decline of Brazilian Class VI exports to the world. ‘

There are, of course, many possible explanations why Class VI
exports going to the LAFTA region failed to maintain their previous
participation, Nevertheless, the degrees of divergence from the
trends of the two regions of comparison suggest that the cause might
lie within LAFTA, itself,

In particular, it seems important to examine past tariff eon
cessions, granted by the other LAFTA countries, in order to determine
whether Brazilian industries supplying Class VI exports have obtained
opportunity for entry into the LAFTA market equal to that of other
Brazilian manufacturing industries. If not, then future tariff
bargaining by Brazil might be directed toward correcting this imbalance
- unless by foregoing tariff concessions for this one class of exports
there is a more than compensating gain obtainable from tariff
coiicessions for exports of other classes.
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PARTICTPATION OF MANUFACTURES IN TOTAL BRAZILIAN EXPORTS TO TEE

LAFTA AND OLA REGIONS AND TO THE WORID:

= e

(In percentages)

Servigo de Lstatf{stica Econbmica e Financeira,

Ministério da Fazenda do Brasil,

Key:

=

it

REGION | 1955-60 | 1961 1962 1963 196hL 1965
LAFTA & 2.7 8.6 13,9 11,6 5yl 3l T
61,6 - 16,5 116,L 38,2
¢ hili,8 329.6 829,6 | 1185,1
OLA ‘a | 10.5 17.6 273 7045 90.6 91,2
b 55.1 158,2 28,5 |
e 160,0 571l 76249 768,6
WORLD & 1.1 245 2.7 2.7 1149 649
b 8.0 0 81.Ly 10,8
c 1hE .5 15,5 31545 %2743
—
GOMPARISON L7y 0&W |07 L&W|L70&W |L>»O&W
Source: Calculated from data obtained from:

Percentage of total Brazilian manufactures exported to the

region,

Percentage change in participation from the preceding year
Percentage change in participation from the average of the
period 1955-60,

LLFTL region,
World

0

—
-—

OLL regi

on,
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COMPOSITION OF BRAZIL'S MHLUF“CTUR D EXPORTS TO THE LAFTA AND OLY
REGIONS 4D TO THE WORLD: 1955—603 1962-1.965 |

(1n percentages)

MANUF..CTURED EXPORTS |

e 4 o

_ Y J“J &R S

: . I Ei?-‘ i e it " i oo 2 g
BY cuass &0 e ys k O
195%60 1962 1963 196l 1965
LLFTA A 1999 1093 lS;ll 505 30[.!.
VI hé.1 | 70,6 58.3 3542 31.8
VII 28,0 15,5 2045 56401 629
VI 1642 Lok 6,6 6l,6 69,0
VII 55 2 3047 29,5 28,1 20,3
WORLD v | 623 | 6 | bus 25,1 | 13,2
VI 13,7 36,1 28,1 26,1 26,1y
VIT | 19.9 | 16,3 23,6 15,9 5745

Sourcet Calculated from data obtained from:

Servico de Estat{stica Egondmica e Financeira,
Ministério da Fazenda do Brasil,

® .

Note:

footnote

products exported by Brazil,

10,

Manufaectures are sub-divided by class according to the SEE
system outlined 1in

- These three classes represent about 95% of the manufactured
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V -~ Conclusion

From the foregoing results of the analysis, we find that
development of Brazilian trade was consistent in 1962, 196lL, and
1965 withs 1) L.FT.'s objeetive of increasing intra-regional trade
and 2) L/FT. successfully providing a means for stimulating export-
ation of Brazilian manufactured productss The results also indicate
that L.FT. was largely ineffective in fulfilling these conditions for
Prazil in 1963, '

Furthermore, we find that the combined influence of LIFT.L
most likely contributed toward a deficit in 1962 and 1963, and a
surplus in 196l and 1965 in Brazil's trade with the LLFT. region.

It seems that on balance Brazil probably'benefited from
participating in LLFT. for the period of 1962-65 - at lcast with
respect to development of Brazil's trade with the LIFTL region, Of
special interest, the form of this development contributed to the
opportunity for industrialization to continue as the prime impelling
force in Brazil's process of economiec growth,



