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Àic.t't Fbo!a() 

í. 	 piano 	iftai onit to iy eonc1vod ar, a tS:tion&i 
3)iart, iti an ohat on thr. one han? ori nowtary ç1 2oa1 oiicir!. • 	 __ 
dignozi tu ç  n'jçji 	 • 'shiah prevent 
hi}er ra 	L'OJh nc on c other a Set of a11ocat1içjo 

O 	 iI att&inUet oí the target rato af erowth,  

The flrst task is to dQ:Linc this iontiu oquiibiwu 
arot rtc of' Crouth TM roqvizos oi ,typo af aggroçati.vo 
;roct1on nctton íçh. oxpr 	s • tb rato 0Í cha3Ce of oitut as 

ictíon oí ates uf han .or jnuts (•of. ali Id.nds), aion tilth 
.L aiLt1vo jirn cOneoriin the capaity of te eonoy to 
•si 	or it 1 cica' th.t hL,,hør tarzotS can bo atta1n 	.n 

tcrii o,j -  uit I'ittor iv1 of caiital ach111itton 
te thu horto torr. osibiiit1os 

- 	Tho Plano )ocnai ud 	theie purposes a CGbh-DoiZlcis  
roictioxi functiozi uth noutral tahno1o;ica1 chfle wUoo para 

üters yi.eldod the fbrtuziató. iinpiicatlon elther Of a cor..tinrnl17 
roitu invostcit rtio or WL oquilibriurn vate of rath of por. 

c.pita iroat of oniy 19 pr cent por year srnaiier tha-l!thQ 
avevcge ev1opnt f tho o st-'va eriod bOit t1a rQsuit, 1 
tiizh .tq niako anly tho toi1oijij ab rvtions In the first intane 9  
nd poss.1b1p noà 4  iortant th• d"-tã thexseive rcjQct tha foru1atiox, 

• That is q  tho funtion uoci In tho Piano DQCOLL81 	both tho 
ef fte f .ctioi an itri 91, JL:1 	yith the single excoption of thê 
ctra1 techaoloiaai rroros trond whic1i siü fit to t10 data, ALA 

• itpt to fit thc• fom rin,3 doriv the eiastic1tie and t.mo tron 
kUtai2ooï1S1j eoct tio hrpOthois In the s 	place e  the 

• 

	

	4tíons Of flGUtD.l chano Is a priOri w&accoptabio bocauso it. ral 
ro ífort to xp1an its càure0 The 1oweçju1i1biurn rato of Crcuth 

d by tho r0Iti iprotiitr fzom vaiuin th subtntia]. rie 
'in t.be capItal/labor ratio hï tho asswed rtuirical elas tIcities and 
: ciriitaryoiasticity o ibtitUt1OflG If ttchnolo1ca1 irogrosi is 

• 	 •\ 	 1, r2odi?u in. cepital zhe otent of it oontr 	ou to otitput s 
• reater zn henco Uc ..ior:  tho required chance o± tho pi.tIiabo, 

., 	• 
() This paper reprooxi. tho private viowsf the aitIior an(t is 
• cÏrcuiatd tor -itient ai dicuss1on only • 

• 	• 

\• 	.• 	•, 
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rti.o irz the future to achieve a. giren rate •of gowththe eiastictty 2  
f ubstitution Ís ia1lsz elridentl7 a greater amowit of eImoloical 

cbano occuared although this is of probable losQr iznortaJ 

To offsêt thee disadvantages, 1 tried to use tho. foliowing 
specff:tcation of the ',roduction relatioiish±pz 

4JL 	: 	+ 
Y 	L 

Tlr..s foru, uth,.ó'  speeified iii advance and equal to the s3h4re of 
1aor :iri 1ncore, idiea41rnQ1qg1cal 	i_thejptgont 

£t firt subtrapts 2 roni the aggrogate chane izi output 
trio o'tton that can beLQinod by addltions to the labor torce, 
and a-'(-,tributes tho resr1ua1 tn ca2ital0 It is similar to tho Cobb 
Dou1as, as cano seenby rewriting it in the fol1owin • n (af ter 

civ1cUiag by Y, iøtting ziarginal product equal te tho z'alwce rato 
iid oo1udin tI'ë conStan. 

Áó 	
:•.': 	 4 o 

whr 	ln3tead of .ropresenting only tho riarginal product of caoital, 
LJd)udes the . effeet 02 teohno1qgicalcange0 

Ia ita. original percentage chnge fozm ar1 oven wtth ari 
.nc1u3ion o2 a dwiny to account tor the cyclical underutiliaat leu iri 
193, 1956 1963 and 1961, tho reaults are poor0 Perceritage changes 
ia incoiu oirex' the poziod were reaonab1y regular, witil little varlarice 
loft to be explained br variatíon in the lnvestment/lncoe ratio0 Ü 
ia otho words 9  short term varlations in income are not predicted 
wJ 1 uith this type 02 formulation. Slxice our principal interest is 
witii 1ongor-.trm capital requirements, bowevor, it is permissible to 

ir1te the relatins1ijp in tho foliowing form: 

	

,..,.4 	 +t' 	,orto. 

Dtfuato tho labor eoeffioiont directlr, ainp1y by specifiõatlon of 
the eqtatioxu 

Y 	(4L 1 ) +'( Iq,.l 

Neithor 2 oriu turned out te have anr considerable advantage 
ovor a siiple and diroct r1atonship between the change iii incorne 
;nd last period's 2 ized investment The first form, wit"asumed 
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to be 	.6, did wose aa an explatiatIori at incoine change than invest• 
ent .alone; the sønc, 	in e.fl óstiviate af flof 	,18, a value 

that ishoth uxusanabie as wall as 

The faiiui of statjstíca1 tests to aceépt poduct1ozi fozmS 
ic.i)g labor 	a rribie rhthe the CobbtDoug1as tunctofl oi 
Ulís riodifled foTin, rfiects funde.nonta1iy the un..eUability õf the --- 
labor series 	Thoso data On the .co.noiiically active opuiatiozi 
•were derivd by titrpolat:Lrig Census data on the indices oC real 
product0 Tho 	erpLtion hoever, sesns tô hava been done on. an. 
jneoxasjztet basis. 1952 with a rato of gotth of rea' 2roduot of 
56 por cent lias 32 po ceni., incroae .ta the tabor foroe; 19L.9 1  vlth 
the soze real prcx1ut chano anly a 24 p€r cont  .ehaige. 1964,  trit-h 
an increa.e af real ,rodu..ct of 31. per cent displays labor absorptton 
o$ 29 per ceM ute l960 ii1i a 67 per  cont cbønge iri pDOI9Wt 

hows an euploynient inorease of 2,3 pr eut(, Interpolatttig eaeh 
rector of .ernp1oaon by its otit7Ut index is pvobab1r reoponsible for 

• this variat1on Yet tIe res1ting variation, inaggregate, ftx 
comparisori wlth the real product index aesc r,1.hm9 j.:of 

Rathor than ereato additiona1 uwzertaln data, it tbe'efoDe 
eerns botter to eenize the lacl ef anr roasonable bais ou whích 

• to ixitroduce 7GZ t' year changes in the 1abor foi'ce to e*pIain output 
• changes The functia usod therofore depenT,.i solely upon PUxed invest 

niont. .in te iast poriod. abor enters iinp11cit1y, in the sense that 
tiith the eporienced trenc] growth of labor over tbe period 19L81964  
• the actual 1nvGstflieit ras 0u2ficient to produce the reaitzed •output 
ehanges If the acta1 produetion re1atioxthip is one of tized' 
eoefficients, a 11gor rato of izvestzent uould• be requlred br hihcr 
rates o$ labor force grotb in the futuro; 11' the t,raductiøi relatlonuó 
ship pomits of subtution, ore labor requires relatively lese 
capital0 For ou' puposee here g  it is staffcient to note that over 

• the period ot tho ojoctiõn labor rorce a roiitíi will not differ'13reatly 
from provicus rcttes, and adiittng the possibillty of some substitution: 
the potontial grovth target has beon set rnarginally higher 

• 	• The funotion estirnated frorn the flata is tu fact 

8! = 10e61 * 	If 	- 230 O 
• 	. 	(067) 	. 	(36) • 	= 	.78 v  

ith both coefficíoats siif.aant at a 5 per ce.t levei Note tliat 
the ecivat:ion  be.s bea fit uin a dumny to absorb the offêcts of t1t 



iess than fuli utilization in the rears 19539 19561 1963 and 1964 Irt 
this fashion it is possible to convert tiie roalized observations into 
a "potentia111  supply funotion of the kind needed for the anal3rsis. For 
projection into the futuxe, of cource, tbe dummy is set equal to zare, 
and the estimates made as indicated by the imlied marginal caita1-
-output ratio 

L This ratio is equal to 	4L_ and thus increasos 
p322 

ave' tinio, approaohing tbevalue 3.11 iri the lirnit. Its valus ia 1967 
is 229 (oalculated on tbo basis of the charige ia potential ineome ia 
that year)0 This is in gross terms and of the sarne orderof magnitude 
as tho 25 calculated by Baør and Kerstenstsky over the decade 1950-
1960. The roquiied gross fixed investment ratio for any given rate or 
rowth is similarly given by tho equation 

1 	- 
32 

'ihich, for a rato of g'owth of 6.2 por oent yields a lim:Ltia3 ratio 
of 19.2  por cent. ia. the long run Ia the inteodiate r 	iile the 
teiiïi 10. 67/ 	etili lias an effect, the requirod ratic is sna11er, 
nounting to 166 per oent Óf potential income in 1973.  Toobtain the 

total ross 	at ratio, an aclditional allowaace for investment 
n stcks must also be nade, oí' cour.e. 

Thus far we have roidod the question of deprciation. As 
is  well knotyn, it i.s virtually inpossio1e te accurately measure the 
dspreciation of capital throuh use and absolescence. Iri theNationai 
Acoounts the conkrention of a deduction of 5.0 por cent of :Lücoine has 
been adopted. if there is ia fact, a relation between net investment 
ad income cliango- 5  but a gross canital coeficient is used, the 
iatter will overestiziate capital requiroments if an atteapt is made 
to aecolerate dove.oprnent0 The reason is that replacelnent requirementsj# 
do not grow protortionately with net investment. Tlim, problem is 
furthsr cop1icatod, however, by the possibility that the rate of 
rowth af output nay be influonced by gross invostment rather than 

not (duo to tho more rapid replacement of oldor equipment 'w'ith more 
rnoden.) Undez' the circujtaaces 9  since our principal objedive is a 
set?àons1stent projections for the short term4 this matter needs no 
furthcr analysis hero. One may note 9  howeirer, that the capital 
requironents ovor the longer torri are possibly an overestimate. 
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Ou the bats of this analysis, ano can make a persuasivo 
case for a groith taret 2.n the range of 6.2 por cent. The trend 
grorth imlied by te tuxtction itseif over ti-ao interval 1947-1964 is 
63 por cent a yoar, iit12 the actual iate, excluding 1963 and 19641 
attain:Ing af 6.1 pe' COfltD The more rapidiy groing labor force in the 
next doade, with séa11oi'taxice for substitutibility, hozevor smail,is 
also a positive factor. TIie. investment requirements lmpiied by suoh 
a rato are ontirely Leasible and witb historical precedent, especiaU.j 
ivei the poss1b111ies af overestimate noted above. IntbjLt3 

dç.io, then, ve ase the rate óÇtiaput 	04 

3. 	The re1evtnt question, then, is hcw to accelerate the rate 
of crowth from its current levei af about 5 por •cent por rear to this 
taret levei in the shortest possible time0 The constraints, .•izi ti-da 
process are of Wo types, real and financial, The latter are. espeCiall4r 
relevant duo te the síinultaneous necessitj to retrain the rato of 
infiation. There âre inconsistencies betteen the objetives or 
mac±mizin rowth. and rninirnizing inflation a situatiori whjch: calis 
for tie use Of as..: v&xied a: coliection of policy lua trumonta as possible. 
in order to limit such contradiotions0 

The.two principL real cozsiva ~ntt to bó considered are the 
foreif - . exchange gap and ti-te sitings gap, although a third, tbe 
phrsica1 abilit7 to accelerate investnient from ita curront to ita 
required equilibz'ium rato is ielevant as veil, The primary difficultr 
in such a raid e paao, i-iotiever, is ti-ao ilability of the prõceas 
in. taaciai terma, and it will be treated iii that cóntext0 

49 	Two importarit studles of lmport bohavior in the Brazilian 
econoir since 1953 b.ave beon conducted within the last twa years by 
Paul Clark and Samuei Mor1ey. Tbe3r differ principaUy in 3 ways0 
The two principal methodological differences are that Clark usos 
current doliar measures af importa and a linear functionai form0 
Lorley, ou the other haxid, emplo7a a constant doliar, ar quantity, 
measure of importa and logaritlnnic equations Tho final difterence 
is to be found in ciffferont estianates of tlie effective exchange rato 
by category, Clark UE ing an unwighted averae, with Morlo7 soolUng 
to obtain one that is weighted3 

The prosent funotion diff era in somo reapectsfrom the 
previous work0 In the first iizstance it has beon estimatod for 
agare ~Tate,1mporta rnint.e wheat on1r rather than for individual categories 
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Orie rason for this i tho aparent dendence ai' tlie varots ub-r;: 
)ofl th sanie deiand varía 1010 9  invest'ient, and tho relativa 

unraliabi1itr of the pri.ca elasticity by crow's, uhile it i& ikiíi"i» 

ant in the a3greate Eqwally lnDortarit to baar in mind hcweve' 
is te objectiveof the iport funetion In this contexto It i 
dosiriod to provido an estivate ot tho a2GL2gat2 irnport gap, 1,0r 
a Gívon exchane rato polior Tho allocation of this aggregate t 
sacific cateories Ir> part of the soctoral plan itsolf with tho 
objectiva of irootÍn battlerieeks and deficionces by re1inco w,on 
externa]. suolr To ',roject te íraports by category into the futuro 
ir)1ios that tha saxe pattern ai' past eveloprent vill be re1ieatad 
in tho futare. Âlthouai1 for sore iuroses this assuintiozi is valid 
it is px'obably an epeciaUy weak ano in the context of inorts0 
Izdeed 9  variation .ot iports by category is ano af thc- fexy instruxnents 
of phySical planninj3 apoia to the javerment,,  

In the agz'tate itnrort 'e1ationship, tioat has b€cri set 
aside duo to Its especial denendence upon intrnaI and external po1ie3r 
ari hence it is better t'eated as an exoenous, or izjsrU3Cflt variabla 
Iri acicition 1 hye etiployod a cjuantity usasuro of liports rathor than 
the current cloilar approach favored by Clarit, because tie latter 
rosuita in a downuaL?d bias; of tbe estimated price elastloity;e(*) On 
the athor hand, 1. bave chosen Clar' s estimato of ofÍ'ective.agreate 
oxchane ratas zince thoy soem te move nore reasonably over. the period 
thari ior1eys 

T-he funotion erriioyod, then, lii imports aí billions of 
constartt 1953 C,. j 

ri = l'ï/i. i1005 	.3135 e.0030I  t + 	+ 

(4200) 	(.0080) 
where L is eçual o total import3, 1 flxed investinent 9  R a relativo 
price index composed af two:eleents 	the effoctive exchane rato 
divided by axi aggrogate domes tio prico index riultiplied by the lmport 
price in doflars —, ta proxy for import substitution over time g  and 

and 1,1 	 the addition of iuiports of wheat and net current acoOuntser  
sorvioes to arriir at total lmports 

() Righer doilar im2ort prices incroase the eurrent doliar value for 
a iven real quantity of oods and also simultaneously undcrstate 
tho truo eost of ixnports, both of whioh aet to depress the calculated 
e1astioity.  



Dnport s projeóted by this r1ationship n1ar beóompared 
uith some of the aternatives Uslng the saine estimated irivestment 
total and tho swne relativo price assumptions, Ciark e aggregate 
ftinctiort less whoai yields an estiniate o 	2042 , iri milhlons of 

dohlars for 1979 against our indicated total of 2 1171 in 
doilars 1nce iznpoz't prces have declíned since 19539 

currezit].r being at about 80 per cent af their 1953 value., our $ 2 9171 
estimate coxwerted to .ourrent príces iinplic inperts aí' $ 4737 ar 
some 20 per cent lesa. The principal reason for this d.ivergence is the 
1arer partial elastiolty. of importe tÉ th respeot to invostznent 
implíed by C1ar1za fw'ction although on1r .95 at tbe moan, the more 
rapid growth. planned 'for investnient over ths next thre jears causes 
it to increase to more than 1.15(*)0 The logarithmie funetion by 
contrast e  ha3 a eontant, alinost tmitary, elastioity0 

The imphied behaviõr of importe given br this funotion 
actually used iri incremental forra, is some'what at variance with the 
World i3ank absoluto ostiniates over the seme period Real growtb lii 
1nports bettToen 1967 and 1970 in their projeotions is 18 por cent; 
ours is 31 por cent, but with a mucb i.arger Increase of invostment of 
53 por cent, aÉid boiding relativo prices at their 1967 levei0 The 
World Bazk estimate are probe.bly ovorly pessimistio despite their 
apparent 1otr .rQta1 eiastioitr with invostmont, trIthout acw ahloiianee 
for price ar substitution eftecte, of about 75 per cent. This z'ato, 
rhich in hibt of b3t1 Clarks research and our own resulte, seenis an' 
underestimato is acttally excessive since it takes no account õf the 
future nozi'-e1ast1c part aí' the a000unts, principall7 wheat, With wheat 
renioved frorti their ?rojeotion, the rato aí' growth of residual importe 
is 32 por cent 2  and the e1asticitr dth invztment more thaa 131 

Ora the ottor hand it is necessary to add that the funct:ion' 
described above is porhaps a 1oer bounci aí' requirernents. This view 
receives additional confirmation from the etatistical results obtained 
from another regresion fuactiori, which has considorable thearetical 
appeal: 

- 

(*) Tha elasticitr is equal to 	____ ar 4L x .j; tho firet 

1 
terrn is the ooeffic:Lont in the regrossion e.uation, xihích is constant, 
thls second the inv;at1ment1mport ratio hich incroases relative to 
ite value in the pa due to the piwmed acceleration in output0 



50 	Anbv1ous alternativo and/or additional oozraint that 
iiust be eonsiiere4 is the supp1r of domes tioUy 9ene1'atÓd saviiags 
to finance1'ie investment required hr bigh rates of. oith. High 
leveis of eà upticn domand aecompanied bt gbvernment .Ieterinina tion 
to achieve. hgh ].evGia oÍ investznent can easily create )?OSOrt to 
1nf1ationarr: fjflfleC 

In tho caso of the ?;Lano Treinal ther is tho:fui'ther 
nócessity o±Hconsiderirg personal consuznptioki for its.Ôand generating 
properties. tn the Piano Decenal, required consuinption as e11 as 
requlred istriont irere ca].culated; for shixter .terin purposes sueh 
azi assumptiori, part1cuiai'1y in the absonce of poiicy déscribing ita 
attanent, ií not possibie. 

Uortunately, a simple azzd straig1itfor':ardoonsuznption 
relatioriship does not appear to chazacterize the Brazilian econoYny. 
Table 1 beior indicatas the variations iii the ratio of consumption 
to gross nationai product and disposablo income (in bili 1953 Cxi» In 
recent 3rears(*): 

GNP d p 
C 1 , P' C, P'4 d 

- 
C, 

PF  GN? 
AO1 P14p 

1953 426.1 35709 303.1 .847 .711 
1954 460.4 401.5 327.6 .816 .56 .712 .71 
1955 492.2 Li28.7  358.9 .837 i.15 .729 .98 
1956 501.2 Ltdl.0 350.2. 0832 1.13 .699 091 
1957 536.5 L45.0 378.9 .851 1.20 0706 .81 
1958 571.4 466.6 421.6 .900 1.81 .738 1.22 
1959 613.2  504.1 438.3 .069 .47 .715 .40 
1960 654.0 523.0  457.2 .874 1.00 0699 .46 
1961 703,4 593.0 479.6 So9 .32 .682 .45 
1962 740.8  63101 513,7 .814 .90 .693 091  
1963 754.3 614,9 517.6 .806 .36 .686 .29 
1964 777.0 68300 545.4 .798 .68 .702 1.23 
1965 80502E 688,98  597.80 0868 8.88 .742 1.86 
1966 840.4 • 691 ,2°  621.5 . ,899 3.0.30 ,740 1 	.67 ____________ 

(*) No adjustment ter variations in the torms ef trade to convert trem 
t!ationa1 product to national income L made here. It would not alter 
matters appreciably and its importanco is discussed subsequontly. 
Disposable ineome and aross nationalproduct are hotrevor adjusted to 
consuinption prices. . 
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fuxLdamental hypothesis concerning behavioa, but introdul3es a 
distributed lag Luto the z'e1at1onsbip 

= 	+ 	. 68c97 P/? 1  o313 	E2  o99 

(156) 	(22o17) 	(189) 
It lrnplies, tu the sItuation• tu whleh real 3onstm1ptton grows about 
5 per cent a yeai, a long rim.magInal prop3nsity to eonswae out of 
ouvrent disposable ineoe of o916.  

Both of tbose astirnatos vere derived using statistical 
techniqus whioh istu'e oonsisteneybut eaLn biased upward tu their 
absolute level Te reason tor this is t1e inclusion of eoxisiimption 
within disposable ineome itself.0 Te eliniinate this e:rfectp ne' 
consumption estttaates tor the Plano Trienal were ealeulated ou the 
basis of exogenous elements, rather than dtsposable ineome and 
substituting estimated imports (ftom the tmpart equation te be 
deseribed subaeq12oxt1y) tu place of the actuaL 

The tollcwing results are vorth noting tu the firet. 
instance, the forcd saving effeet whioh the first tiro eqitions 
cóntains is not tu tact verified tu the post.1953  results0 Th.is is 
primarily the consequence of the changed technique ot estimation 
price is not signitieant when the funetion is estimated tu a redted 
form for the wholo periõd but also refleots the alteration tu the 
time period0 Price p£aIzet3 up t}e declIníng, C/Yd  ratio between the 
early post..krar period and tbe 195Os; vhen the former ttme penoU 
is eliminated, the rariation with prieo is more Irregulare, A seooud 
point lá the dramatic redtion tu the marg2.aal propensity te consume 
when the stattstioal bias is removed tu its s1iplost farxn 2  
(C f (Y •- 	:tero r te aduated te oonsumption prieesthe result 
ic p = 2481 + alio 	- Cp) 

(ek7) 
which iniplies a argtnal propensity te consume of 68 By conarisOn 
for the sarne data, Cp = t (!) ytelds the followlng result* 

E2 097 
(O3B) 

illuatratiug both &he upward bias tu the rnarginal propensity te 
consume and the exggeration of the measxed E2  due te the cornelation 
of C with itself0 

tu au eftont to fit the obsered data over the penoU 
1953.'1961i and apting the eonventional subtraction af in&trect 
taxes te arrive at isposgble income, tto other vaiables were added 



forign avins jicb lqas JVpothesized to 11ue drnst•L 
iinption pitiveÏ and pr-evia0.s poaksaving5 9  irittch wee 

hyptheizéd 'o irea crent censimption tEough past 	vic 

iatim of asst 
The r&t1tivg ft1on wa 

5T 5 + 
 

7-61 (!d C) + 60O9 ( - 

(36) 	(a27) 	(675) 

&trelatlonshlp g  holding alt otbr factW.,n3 eotant 
1.p11 a warcUnI popen1tr to come ot' 07Z, highe. 	the 
ipletrc t YelaUMOUP revoa1 	lt aio 71e1 a. coerficient fcw 

the Second var£--,Xble that SignIridantly 	eeds thl e Z061 hih i.yould 
be aitieLpated if the only effect pf £iÈxodming a tem9 of 
fatOr were toadt fron a rationa1 jrod12t to a national incoe 
deíinitioa Foi? tb3.g rason• it; is post;ibLe to asseit t;hat eoreLg, 
avings irease. doest1 onswiption Fir&iy, pat peak a?ing 

signifant in dtorrniniag eent ao simpt;lon.-  

Uzitot-cna.te1y in apite of th q'Ztte satiSra:otO27 Op(?t1G$
11  

of tbe tmtiõn Jurtig the peiód 1953.1964 it; tails athor beÂly 
to p&tt the geat tease in pe2;011a1 eonsiption cMiig the 
1at to YearS zbi1e disoab10 incono 	b.t s1ight1y In abo1u 
terms 9  the predkto1. magnttuds for 1963 and 1966 aze 4769 bililon 
1953 C ard 5633  sgaint obsevéd totais oÍ 5978 and 6Z15Stat' 
ing from a 1964 base the resvIts ae a soaerhat btter 4999 and 
5865; the p'edition ioe 1966 ti1iig te .inforaion about. 
conumption in 1965 -ts 683.4 x~h o estimates the hage This i 
to be epeted in Iigt or the very ler,,,y2. rise in oo wtion in 
1965, and the fact thC'.t it th?ofore do3s not rQpZOSent an irrevers 
ibio ghange to whih the funotion subsqunt1y applies0 

Recaloulationof tão tu-iiction to inolude the d.tvegent 1965 
and 1966 - obaeÀ-vations has the predIetablé effect ot 	eaaing the 
marginal propensIty to conzne as weli as tIie if1uenoe or p&zt 
saving bahavior, 	the sme, tiie diriinisa1ng the sinifioar2 
or fooin savings .(Forign SavLnãs wre ngat1iTe . in 1965 and sai1 
in 1966 withot total oonsption oiing a 'sal1er rate õt inoease) 

1 9  when eutrent savings excead 1ai peak periods 
( 4*) These axe in UMAons ot 1953 Cr and difer from the Contas 
NacionaIs . tIie FCW becawe of eobtraction of 140 and 70 
respeot.tvely for. 'inventory aecmlationQ These estIMtes hav iittl 
hais and may be in exrore . 
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The predited niarginai p psnsity to eonunie icrases froi tho 68 
2geg1stered tu the period 1953-1964 to 75 for the period 19531966 
and roniatus bighly ign1ficaut; the importance ot past savinga 1evci 
!is 1ai'gez s w11 and 1iket1 reia1ns signffieant 

The implicat.tons ot thls resoarob, with the excoptian o th 
bhavir oÍ the last two years point to substantial potential domestíc  
savings Note moreover, that the sharp inroase in consumption 
registeed in1965 and 1966 was not assoziated vith any rapid oiitput 
inerease as was the case tu 1957-58  when a similar growth ot're& 
1oioover! tu 1igt of otber' inforination showing virtnal stagnation ot 
tie consm-ersI good3 industries au 1ncreaze of oonsrnptiou tu this 
magnituda t real tens is dff'ie1t to aecept 

This analysís also paints up the arbitrax7 and ixiasual 
constmption assaptions implicitly mnade by the World Bank tu their 
piojections4 0rer the peniod 1968-1970  the marginal propensitios to 
consume wh.tch emerge from their data tve as foliows: 

1968 	96 
1969 	09L.t 
1970 	95Li. 

Tto óbviouz conc3.usion whie4 enterges trem sth levols q  and trhich they 
&'w49  is tbe rlequlre~ ot high 1ev615 of tazes te 2amnpn consumon 
&rnnd, and the inabi1!Ltr ef fLiod investment te inorease by morè tiw 

vv 
per cont&the poniod ia spite ot subtantia1 gever»ment savings0 

Louer magina1 propensitios aiter both ooiolusions Thor 
sizggest a fundamental wcakness tu consunier demand rIiiab requtres 
;orin' invtstment te sustain zapid incease tu total output as wll 

ntintjng Gotexnment expenditures ou current accowit The 
1seuence is a tendeny for Govenntnont deflcits te play a positive 

rolo ou the deniaud sido rather thaxi a negttve oneAso, they redue 
!dred gcrervmena1 savings to reaonable leveis and it i tu this 
ouse that ono can speak of the absence ef a savtngs constraints0 

Titis ana1sis of dernand obviouslr directly leads ou te the 
lieussion ot financIal oonstraints tu the nezt seetion0 

¶he obvious lim.ttatiou te any substantial inorease tu aggne 
;ats deinand te stimulate prodt.tction is tbe obsenved excessive mnoney 
.iaud t the presente Of the latter thene can be no daubt since tho 

nora1 prico index continnee te registar 1ncreases0 The paradox of 
ourse is the continuation of inflation tu spite of observed exeeso 



capit7 In ma seci;os and the iote real rates or gráith in reeii 
year 	What reso1vei this slmultaneo-asiriflatlon nrIthout giwth in 
part Is the gvrnmezit1 po1£es.es of orreOtive 	$1iie 194 
reiativs prLc'as oi govem1!rinai servie, rnts pet?oiu and sou 
agrSu1tuya1 podvc 	parc1a?1y rnoaand. wheat, nave hot 
epec!øi1y rapld incrase. Zri the eot ef iivng indrm of Grnnabara. 
whih coniderabi mde 1ghts ent 1ncidnta117 th i3iGG indez of 
Iab1tço has incretued 5068 tkiat of pi>^blie sorvices 3354% and the 
total cia7,  =4Pv44 from 19,Qt intil Qotober,  Í thLøar. Biieh raoLd 
readjistiuent in 	whexse s ,,ipply ?ePce  mS aot forthorning, In 
the hcrt rim mozit no iinnediate s tt,imulus tó prodiietion imUle :at the 
ame t1e absorhlng 	poabl inone of conumera,, and leaving leas  

available foi phae o: otho produots The hïgher relative  
agz1cu1tireal p'iees dttothe bad havet ot 1966 worsend the 
LmatiGn for 	dmand 

Fad t1it1 lower dand, indizstial• prIces zcatd by going 
up1 Witiiln an nii&.Lonary context v  fin po1iy con.<,,£Bts in incimizat.ton 
of cah flow to iiinte 	e3'tant Iaed witJz fized expns the 
response of f1ims si3 	to wek dand was, thus natE1Iy to raie 
prlee to eatage oaih xecelp ,6% ithout waiting rop ay benfieiai 
longr terei deand ffeots frcm - veduced rlative pi'Le3 

Di fct wiile the poiicy õf te 	'rrnent ostensibly 
giaduaiim ii,. se fai as the nioney upp1y ms ooneerned, th ila gaduaiiw 
tias ZQv~9,9.Q ai a res,,Moe te the distortions £n demarid oreated te soma 
dgree by tbe everLty ef the orrootive 1afiation u additioxial 

in thls 	 co2.ree tias gOVG!7mOntal poliy 
iith respct te rags Real iages deelind e-ansíderably 9  as an attept 
vas nade te reduoe,ressi»osfrora the eost s£de. The mde..ired and 

deirab1 on qin .war au 1nrease in ouage Income rather tbn 
a strongdampening c.f prico petes 	 - 

The gov 	nt in faee of this obeivd dLtne in donand 
for ixidutrial pro&Lr~ts wde available krased cl~ecut3 ,, buttheir 
effeet x,.Tas largeir to aintain the status pio rather thau alter 
porspoetives Iii respense te the stbaoqunt inoxroase ef 1iqidity tim. 
pd a more 	iiàis policy of acct1at1ng 1.,York£ng oapS.al - rath 
than irnediatel7 	sing. oi.tpW fti.' tvhen oitpt increaes began 
te eizr goverrimontal poiicy frightened by the appe.zent eesive 
liquidity ii,. he sysP tem begaa to redu2e erdits sotartSzg theyle 
over a&ain This spo motion aeirate1y dscribes events fron 1965 
trogtho siuer of this ne 	and as e1sewhea has created the 
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undesirablo dtBl onseqVence5 of price charige without prevision for 
capacity expansioi 

¶I!able a as foliows indicates the ratico of industrial 
productiàn te baxi. 1~s to the industrial sector to lagged one month 
While not conc1usie it is suggostive of the abóve interpratation. The 
tightening of erodit at the beginning of 1965 slowod down proditton 
and requlred some nonths of higb liquiditr until it increased strong1r 
again iii late 1965 Again toard the end of 1966, u' nionths ot 
oontinued presslw3 againet available finance as eredit was ourtaileri 
led te declines at the end of the rear and the first qimrter of 1967. 
What is miusil about the current recarery is tho rapid.tty with whioh 
it reaponded to Laoretxsed 1Lqtziditr 9  whiGb must ln part be explained 
by the expectaticms tu the businoss ccimuu.tt' concerning a change tu 
policies 1)7 the now government0 Also for the first time, real ered.tt 
lias expanded as proditlati has grounG 

In retrospeot 1 suspeot itwoizld have been better te have 
let the correctivo tnflation take the fom of altered mzpply  prices 
te prodiers, thereby encoursging inereaaad outpu.t over tie, whule 
regulating prico tu sti,3h a vay that the shortterm f1txtuation in 
relative prices uas dampodo Or the a].ternttive was to adopt a fully 
radical stratogy ei failing te ratify the price inareasese Á in.txed 
strategy tu some respeota reflectod the worst ai both woirlds 

Another factor whieh has been eited as contributery te tlie 
inflaticn ei tho last t&o years has bee.n another relative price obange 
that from negatire te positivo real ratos ai interest Its importance 
as a diroot produetion oost has been exaggorated, 1 suspect, given its 
proportion lxi that 'otal. Dut it obvIonsly lias pl.ayed au important 
psyehoiogica]l, role in dampening tho optimtsm ai the private sector. 
Under au int'1ationar7 regime, clarly debt vas desir'able and profitabi 
to the extent possible. This oncouraged hlgh working capital ratios 
and fince of salea. In partia~ consuiner eredit was important to 
the constzier drableo sector where excesu capacity had been oreated 
Reversal ai szh higli ratios impoaed by more 'eallstic charges, and 
tbe inability te seci.we trade credlts, clearly worked to the diaadv'an 
tage ei many firws. What aggrates the problom is the stickinese ai 
money rates depite deeUning rates ai price ehnnge, iiliich imposes 

real rates0 Theze remaiu higli currently probabl7 above 15 
per cent as a consOqinoe ei lender refusal te believe tu tbe end ei 
intlation diwing tbe a&5nstment  phase0 Redtion ot real ratos te 
reasonable leveis ei 6.8 por cent is thus a deirabla pailay move s  but 
ano should not mcire te restoration ei' unrea].istia negativo leveis0 
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LOMS 
asns4 

LOAI 

1964 D 100 100 
1965 3 100 99 	. 95 

98 ioc, 96 
99 103 93 

à 91 109.. 96 
90 113 99 

3. 91 lei 106 
3 101 128 108 
à 107 137 .114 

105 141 11.6 
O 115 146 118 
N 116 154 122 

179. 

1966 J ice .  165 119 
F 100 163 115 

160 111 
A 109 164 109 
M 119 172 111 
3 113 
3 

iTT 
116 180 11L 

A 119  
115 195 11!. 

o 116 199 
N io8 202 115 
1) 111 210 119 

- 	1967 3 108 Zorl 113 
F 10k 205 .  109 

118 1 	 2C7 	. 109 
à 117 216 	. 

123. .2Z7 117. 

(1) + (3L1 
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The prínCIP4 1. Ip) icatiors 1 da; fro tlts ara1ys15 is tàe 
requirenin; that mo 	y piLcy bG goa?et3 to 	 and 
growth suh as to be 1e to reap the posiuw advantage.s of ov.tput 
respollse to oviior of monetay demnnd. 	iargest pa?t of the 
Pe%djvtmut to the c 	£f!ation he s 	ady occ red and tk 

o equi1Lb'J .n iiii u1tirateiy ox ur on ti -m 3i e oí MtPP1y. Iie 
pi'oh1en of intorost res rernain 	presirg one and 1 will om 	pon 
it subsequenUY. A ncond OonclusIOA. L3 th 	cesity of sp6aii1e 
measux?es d2eed to iy deficictnt derwxA, rather tisn genea1 monetary 
Inarea,se whioh c,,un be 	Lpated in views of the. price indeze, £ tUrd 

is sorne p.:Liy ih1oh Ini poses i&iket estraint and preent 
iflstan;anGous 	nsto:ation af drtand xessiies into pv'ie inereas 
Thexe s no reason 	evon uih atniteo. prIoes and oonseq,unt cost 
pwh pzesizo ate 	ifiatLon shoid be asç geat as they Liavo been; 
in Dztl th.e utat ahoitLe ae calId. npon o atify pioe 
inreaes well beyond ost ieea&Q 

The pieent gorernunt has talen cognisance ar aU tliese points 
in Íaing it po1iei, 1s actioni s in 11he1satin esowees to the 
private seto in eabiishing tay groupo on the ioblrn af oosts 
anti markct controis, id a varietï ot' atiru appiying to specIfla  
seatois are wnsisteivL t1th khe conclusXow,,  cirawn ahove Where leas 
inicces lias been acbitzied lias beezi in to aas preve.tng a r íse in 
real interest 1  rates .id tying its manetaxy policy to a longer teri set af 
groizth obJeatives B3o1'o p3$iflg on to 	tts 5u2'li pOUe3r possihiiitie 

is necesary to c itder tili anothei> £irnl set oi ConstraintS v  that 
ot the vlability of t:v :veqizired sotoral composition af ou,tpiit0 

-70 	 a 	set cf cost1 	it ts posibie to genorate 
erivathestirtes of eatoial o'iitpct br  the ise af,  at least twa 

diffent methods. Cx S. S te appiication af rgression analrsis 
abi1shiig te e1aonship betweexi the oipvt of soiie sector and. 

its coespon&tng agat coponent aormipion tn the case af 
consumersI goods, 	Ln the case of capital goods ete uah a 
re1atonship implicidj assumes ha te rtio of internediate nse to 
total prod t.£on 	ibM 5ecto s rat2o of ihe fin1 demand c omponen. 
o.a1a 00rtstant0 	is T.P. (total poLtion) 	b D where 

Botb. conponentb o siuu1taneos estirted 

withoit Identifi tioai of e1ther 
he alteznative approach issa an ggregated version of the 

1959 inpi.t ou.tpzt 	ThIs.teohalque seprate ottlie components 
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ahove, holds, 	conant but aliows variation in Dj to 1nf11enQe 
Di r 

he 	toral requfrenients Its rationale io the assumpion 0± 
ecbnolgLcal constany 7it1 fr9dom to alter seet'al final demands 
Jithin a mrket sytem hcever Dj has to be estiraated rather than 

Iraposed 09  it Ia typally done on the uasis of irtoome elasticities0 In th 
case ef Bra11 the probli of estinating 	becomes rather more 

diff1clt than uta1 due .to tbe laok ot any oo3nznodity flow accomts whicLi 
ditigihsoctoral final demands 

Bot,h ethods have been ued to deri'ue the implications of given 
rates í aggregate growth upon seotoral demands0 

Iegresston relatiorzehips were fit te seven sectors over the 
period 1919.1961 	These sectors were 1) Agrioulture, vegetable; 
a) Âgrietattre an.iai; 3) Con ers Durable and Capital Goods; 
!) lnt;ermediate goods; 5) Consimiers Nou-d'able goods0 6) Constrition; 
and 7) Serv1ces jor 3) through 7) thee repreaent  the folloiing 
aggraton trem the 32 seetor XBGB classifieationg 

ConamersI Dwable and Capital goods. 
Mectnioa Material Eltrico Material de Pra spote 

Intermediate 
Ind45tria Extrativa, I4etalrgiea, Papel Borraoha0 

Quínaica 
Conauer& Non-Durable goodso.  

Mobirio Couzos, FarznaoutiQa, Perfaria,Prodito 
P1st1os, Txti1 lfestu&io, Alimentos q  Bebidas Fuz  
me0 
Editorial, Diversos 

Constrtction 
Corto, Madetra, Minerais Nêo44etlicosg 

erri ços 
Energia Elt.riea Comreio Serv1ço, fransporte 

In every instaneo exeept construction and servioes the dependent 
ajab1e was total suppl3r domestie production plus importa as seeured 

b;r extrapolating the 1959 see;orai domeatic output b3r the appropriate 
prodixit;.on indices and inxports by an appropriate constant dol].ar 
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• 	(*) 
appxoxiwatlon 

The regession equtions, with dependent va1ab1es alI i 
1959 OrG 	due to thei 	rnetJod of derivation ar 	as fõliows: 

l £g 599 + 1660 P13 • Irdex 99 
(O3) 

• 	Z Ag0 339 + 	58O8 PI 	Ldez 93 
(OL) 

• 	3. Capital g:oods '331 .18L!. + 0,609Z 1 + ZOZIO5 98 
i ápitai tcation 

1956 
L toiaiø goods 	«14024, + 11 P 	+ 373i o99 

?odut of sezmdary sector 

tO 199 

• 

	

5Q Conamez,  gods 76169 + D57846 	C S9 
P?Lvate consimptIon 

• 	6 CotetL.on ZO56 + 	88O5 1 • • 	95 
• 1 = Ficed capital formation 

7 ervIes 	102,to5 + 	35 	P13 V99 

9mere Is an e1leat ppotinity to compee te aetza1 and 
predi6td va1s for 1965  and 1966 oi the basis of the rolatIonships 
Table 3 prsent t.h reuits 

ZMEU 

965 1965 1966 1966 
!e1 predLcted real ptete. 

ÃgrLcigtge vgetabie 	 • 1055 461,8 152, 1 
1c''ac 	a]L111& i7Z5 l653 l79O l7Ll 

Capital an conser 	cabie 7l6 • 	Z9O 3372 18 
Intrnediate 	• 	 • 5703 • 5636 6839 6L6 
?ina1 consvinptio. 	 • 7777 • 9L3 8l89 • 9604 

66 Costvition 	 • 2Wl z56a. 
• • $rvios l0968 10 41  L1475 1012706 

C ) - theat imiozts we used fo 	agricu1tur 	vetable; 	oeL$ 
• 	

ah o ïipo 	s 	fo 	saino donesti atgcy einediate Ipr 
db1s fo 	the. intemeaiate setor° 	apita1 goods 

• 	tci that 	à 	 hers is seto 	omp1ieaIon 
and cr 

the fact tbat tho 
• 	c1assiflcation of £mrjorts brateoy does not Goraspond to 	the • 	10 	nti.es to 	i959 	1 do 	ot beiève this to be a ser-,Iom suroa 

of eror 
T'o eliatnate random fator 	a theeyeai' riioving aveage ias 	sed to 
EzUJ5nato eop 	cx.io 	£ 	eg'.1cuitire0 at The P index Is cxua3 to 

• 	100 izi9L9, 	 • 
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in spIte of the mbatantial strmtwal break vith the pastp the 
projation technique doi not do too badly, wltli the oittanding eeption 
o1 consuraer nond&Lea The•etimated values are subalUatlaly above the 
actiai., This is the general direcion ot biaa for the industrial etor 
vhile agrieuitwe and gorvíces haw the oppoite tendey, wliieh of cotsrs 
pQnts tp tho sources of growth durIng the la8t tvo ears 

À seond tet £o tlie constralat that the setora1 growth rates 
weighted br their shares ia natIonal prodt be eqal to tie gzo4'U1 ia 
produet. The eq2ations Wlien tøed ter pojetion do satísfy this eondition 

Tabie L. belor gives the perceatage rates af growth br seetor 
rip1ied bj an aggregate gowth rate. of 197%  betw'een  1967  and  19709  with 

p&e consiptioa epanding at 176. and fixed iestent at 533L 
To facilitate mUera, ela4stleitles are ca11ated epressing the rate of 

owth by sector divided by rato ef grctth ef the corresponding acro 
econorn1 nagnÏtde. Ino1uded ia the table as well are the eorrespoadlng 
coins wh$x,h derive trem tho inroutPut  approach 

Thee inputoiztput ostlwates were derívedp ia part, by reversing 
he uraal techn1quo. Tbat is we started trem observed 1966 total 

•produtioa ia an effort to repiiate the fiz]a1 demand %ctors ia tbat 
year On the bais ef this estimate and the apparent sectoral outpllt$ 
ia l947 we developed a series ef final demand elasticitles p  whih wore 
tien applied to distribizte the growtli ia the maaggregates Theso 
etjcitjosfor whieh infortwatóly there is.. no readily available 
heck piar an obviosly crucial role ia tho estimates 

The values tsed tere as fo1lows 

cp 	Cg 	 1. 	x 

2 57 
3 l30 

1,30 
5 L20 
(LÇ 1zo 
7 
141ages LOO 

L00 - - 	 6o 
1.00 0 50 
100 1073 1,00 
100 LZO lQ40 
100 95 105 
i0O 91 50 
1,00 e190 1,2,7 
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') 	L 

-- - - 
rzcrsszo 

poti rates 
--- 

Elasticities 
- - - 
Growth rates 

- 
Elasticities 

•,76 (PIE) 160 812 (P3B) 
73 	(PIE) 14.5 p736 (PIE) 

39,.9 749 ( 1 ) 45 o835 ( 1 ) 
266;. .49( ? 25 o3 o917 ( P ) 
2OLi. 1.019.( C 	) l89 100711 ( C ) 

:6 	( 1 ) 521 0983 ( 1 ) 
9314 (PIE) l76 p893 

SECTUR 

Ag Crops 
Age. .ynia1 
Cap 	Good 
Iimediate 
C,ns,mier Gooda 
Cõnstruction 
SeriveGa 

(*) Elasticity ealealated multiplying the rate of grcot PIE by 104 to 
obtain estiniate ef growth ot seoondary soctor g  the demand variable 
used ror iittermediaté goods6 

These reu1ts given their completely independei metbod of 
dotermination are eneouragingly consistente Their principal ditference 
lies iii the lirtltá betueen investnient and ita related sources of su,p1y 
the construction and capital goods sectors. As the resulta stand, it is 
the former of the ,  two which exhibitó the widér difterence0 Since the lupitt  
output estiniates .bóth ot construction and capital goods lie below the 
cor'osponding regre ssion estiniates, a realiocation ot final domaM 
el•sticities can redistribute the difference more equally 9  but not resolve 
it0 It is diffiàult te believe that the aliore ot output coming trem the 
capital goods and construction sector is so dependent upon othei' soures 
ot domaM than investment tlmt the elo sticity with investment can bè as 
1oiz as that IzAplied by the inputii.output table. For this reason th 
regression results ni07 be mõre realisti9 

o fundamental sabstantive decision turma on the acceptance of 
one or the .other set gf estimates4 The ratlo of the annuoÏ grovth rato 
ci' industria], and construction sectors t' t'iat ot PIE which comes from 
the regression estimatos is 10411; that from the input-outi,ut tablo is a 
smaller 1D334  From a treM viewpo2.xtt either lies below.historical 
achievenient;. the averaze over the period 19IÇ7.1966  is 1,49, But corzipared 
to recent performauce both re ults imply truly inipre asive aece1eration 
Botween 1962 and 1966  tlie ratie is only 92o Futuro total developnient at 
more reasonable rates therefore requires reatoration of industrial drianzi.si 

Witin industry tbe area wnich hs diaplayed the least satisfaz 
toz'y bebavior lias been the traditional consumar' a gooda activities0 



Tabie 3  indicates the ivarked shortfaU fz'om the regressic» estiate of 
Õ iast tvo years, but suob lower rate9 extend back at::...1oast to 1963 

T1is sector ia siso the ana en.jcring biiest leveis effective prc 
duótion, and reiativeLy ;tower pre oti.vity, a faet 	i 	 lecteCI  
in the hii relativo prlees af ita procIuta by 1nteztk1 standardar  
Suei a price atructure eounteraots a preswnable incomo esticity 
greater tien ano and roduces tio dametic market, whUe t the saiie 
time coinpletely e1-Sminating potential exports Extrarne3 rapid aggr 
gate ineome s~ aveided this probloni unt11 recent reaj 
offet it again in tio futuro to. some extent But .it i doar that 
mOI'e fundamentei po].icy zneares are callod for,  

Tio sarne ia true of tio agricuitural contributón to gro7411h0 

Historically tlie .agricuiture sector lias expanded at a trend rato of 1e 
than 5 por cents .. over tio entire period 1947 to 1966 tio rato is 4,4 
por oent; exclig tio bad harvoat ia tio latter tear tio rato incz'eases 
to 4.75 por cet0 As suei 'ates, general, opinion seerns to be tha 
agriculturo expaz4ed ia proportion to tio demand tiot it. faceci, and 
more rapid growh vas preeluded by lack ci' an $nternal 	t)Thi 
bein tio caso, an augiaented role for agriculture which wouid ease tio 
probleni eonsiderabLy of attaintng Itigi ratos ai' Crowtll by reducing the 
pressure on industrr vould soem tó depeM upov exteral sourcs ai' 
demand. Experto aí' a diveroified range aí' agriculturel producto are 
not eubject to tio sarne argamenta of declining terma of trade and 
variabi1i1r tbat dependeuce upón a single erop 1p1ies. Xnereased 
aieultura1 income ia tumwithout tio peat implieations of unfawrablo 
terma aí' trade for industry. malceb possible widez and re: otable 
markets for coasuere'goods 

Ia 8= ap tiem, tua analysis of seetóral conatrainto indicato 
tio past association aí' higi ratos ei' growth tdth rapid .ic'tustrializa 
tion ia oontrast with tio reoont rgigUn otagnation of tio industrial 
sector. Au especial problem is tio consumar goodo sector0 ven viti 
a poltoy ot diversií'ioation, ia d4ãb tio agricultural sector grows more 
rep4i.y tina ia tio past, dizeet effarts ulil be required to 
coflfront tio problema of iriduotry, 14óreowr In wLew of tio observtd 
1w income and price elasticitios for agricultural producta ia tio 

t*) See for ewnple, tio articles by R.L Paiva tu tio Ri 2j 
42 junho/setembro, 1966 and junho, 1967;  and ADeli'im Nettc 
e outros, "Agricultura e Désenvolvinientó no Brasil", 
no 5. Ou tio other had, tio 1966 P'GV study o1 Qr±L 
temanda de Pr9duto Agcolaa 	ao 	implies moie soricus 
potential supply problema0 
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doxaestio market it is unlikely a sustained e,pansion in, ag1.!icultiro 
can occur without 'vigorous effots at oxpert oir nev cropso 

8 0 	As the prc.cteding sections have argued a high goith policy 
with a rising iuvetnent ratio is possible but imposes tho fcllowing 
principal requiremerLts: 

alieviation ot potential toreign ezchange shortagos 

more effective transfer of the potential savings of the 
private sector for investziont; ei' in the case of a higher prpensitr 
te consume in the futuro than the pant, efficient trarisfer of roources 
te investment br ta,:es. 

e) 3elective stiniulation of demaxd but with continud, 
although 	tg'e gato restz'aint upon the money mzpp1y0 

diveriification oÍ' production to generate more widel 
based sources of dynsrnism vitbin the economr, 

stimulation of industrial grovzth beyond ita roeent porfor-
maneo g  particular].y the traditional industries0 

maintonance of much higher leveis ei' real investtont, and 
its contí~G encrease, over the iimeAiato futuro0 

.&t DliiGs_ Gred tLeLeJ. 
o1enariabLe 

aturally, there will be in addition apecifia actions related to 
individual seetora, but ther go beyond the preøent focua0 

BpecificalLy, 1 propose the foliowing broad 1neasures, some 
of Iiieb merely .zepesent an intenaificatiozi of current policies, 
others of whieh are new 

1) Iii tho azea of inorzetary policy both te permit ot regulai-
inex'eases in ZS4L1 l:Lquidity widob soem te be a necessary condition foi' 
continuing expansiori in recent years, and also to LejLUM interest 
ratos, 1 suggest coisidoration of a non.corrected intereat rato ori 
current deposit accounts. 

1 disoua tho q1est1.on ef labor absrption in a subsequent section0 



The raticale for ueh a polioy is the desfre to persuado 
individuais te hOld larger quantities of noney in proportiori te ineonie, 
br making it a moro attractive asset relativo to ótle)? alterriatives0 
¶rlie consequence of such an increased demand is a lower velocity 9  and 
therefore for a 	levei of monótary expenditureó a .larger arnowt 
.of real money balances. Or put another tiay, it is possible tÕ issue 
iarger quantities C3t money without a corresponding price offect 

1 because some part of the inereese is absorbôd iii id1e. .1Lanoes0 
Increasec real money balancos in the econoity shoiild iii turn 

suppet't higher levls of real production Frt'im the sJ1e of supplr, 
it opera tes by loworing the moner rates of interest chrged te flmns0 
fte reason for the rediietion in moner interest ratos I tbe incroasod 
reaL supply ei mony that is issued te courmter existing demand for loans 
Ftmdamentally, in bpite of the pubiicity-  gevon to the probiem o' 
eomnmercial barik operating costs, the pressure upon intex'est rates 
c<mes froin the sido of 4emarxd • When we ob serve a rea.soriably compoti' 
tive industry with eontinuing higb prflfits our natural coriclusion is 

ie of determinatien of price by domaM rather than cbst of produetion 
.But this eaetly describes the current bazking aituationa Ioreover 
even if bariks vmre te charge explicitly for the . services they now 
provido free and lower the interõst rate te compensate, j 
cõst of financial £ntermediation remnain$ unehanged0. . 

Accordingiy whatever the virtues of reducing.oporating cats, 
these measures do not ecvfront the fundamental factors If industry 
and commerce wish ihe seowit' ei' eredit te reduco uneertainty, this 
can be nade available te thezn whilo at the sanie time attracting athers 
te hoLd the requ.tred offsetting balances0 IMeed 9  the sarne firma may 
have larger bana md lrger deposit balances similtaneousiy and 
increaseproduction as a eonsecjiience of thoir improved liquidity 
position0 	. 	. 	.• 	....... 	. 

It is possible te obtain at least a roughidea of the quanti 
tative implications ef the imposition of sueh a nominal intereat rate 
by oonsidering a deuarmd for money funotion iii ihich the interest rato 
variabbe appears at ieast implicitly0 One such x'elationship is the 
oilowing 	 .. 	. 	. 	,. 	. .. 	.. 	.• 

=270L. + 139 PI1B  LL7.2  P/I' + 76 ( 	) 	.: R 	p973 

	

(02) 	(250) 	(26) 
iieh, fit te data from 19148  te 1964, reprEsents real domand for moner 

balances as a funetion ei' natiottal product, and the rate of change of 
price withlagged balances to reflect au adjusbnent procesa toward 
equilibrium. That is, the difference between this periods 
real balances and isat is some fraction of the difference between 
dosired balances a.cmi last eriot a realiii1 ba1anees 	hus ve have 
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Evidently the greater the ela sticity the more effeetive the 
policy since it periits larger ecpansion of the money supplj withcrut 
intlatioflaX7 ~et o  Buteven at leveis, my, ol' s5 p  the attempt 
seema worthwU1O sínce it viU permit an additional mar giri ei' secm'ity 
to a continued expansiorary policy The prieipal potential objection 
against steh a move ems to tbo ar gutnent tiat commerciai ban1.s could 
not afford te pay such charges, and hence that they wouid be passed 
along as higher interest rates to borrers0. The testhere ei' course, 
is the competitive nture of the industry and the excessive proflts 
crrently earned If compulsory reserves are reduced, as a means of 
ezpanding theirtoney supply and more earr2xig assets made available pe' 
doliar ei' de•sits this obviously is a faverable counterboiance0 
Compulsory reserves can aiso be heid in Treesary obligations te yield 
a compensating reveime 	ina1Iy 9  even ii' the goverznent had. te j 
money to pay part ei' the interest eost, by sudsidizing the banks, the 
move on balance makei sense The real iiquidity of the econonw would 
be enhanced, and that vill reflect itaeif in iwer interest .rates and 
increased stimuli to cousuuiption and produotion. By how mueh, it is 
dffieult te gtitss, but the direction isc1ear 

Z) iii the aroa .of fiscal poUcy the. incipal lAdication 
that emerges from the previous aalysis is au obvious care te aveid 
unduly depreesing the private sectoro, the recent past marginal 

tax coliections by the govex*nment  have risen at an extrRordinary 
rate between 1964 and 1967 (the lest being estimate)., the change 
Ui taz rêceipts rninus tsfers and subsiiep. has absorbed more than 
J4. of tbe chango in grosa domestie product 

Such au acceieràted abaorption of resoixrces moreover, ha 
not proeeded at a eonstant ratos0 I)fLfferent t7pes ei' government 
exemptions fx'om taxos te atimulete businesa aetiuity hve ecurred 
both in 1965 and 1967  but at least in tho firat instance, as with 
working capital, it was a case of added inflationary pressure without 
gupply reponse0 Unroalistio projections ai' roceipta have given risc 
te exaggerated 6pendLng programa and unforesjen de1 its vhioh are then 
offset by vises in tax z'ates Lu the futuro. Such a procesa plays 
haveo with prite sector deelsiori making, and resulta, as was unintondec1 
in au onlarged government participaton izi the economy This is the 
poradox ci' the recent pasta that a govcrrmeut ideologically eonimitted 
te free enterprise should have presided over a more rapid increase in 
its sops thazi had povious1y occuxe80 

In pricip:Le, it is possible te focus e.róloly upon tho dei' icit 
zs a riessure ei' goverrnient imposition upon the econoiny and te iiore 
the absoluto magnitudes ai' recoipta and expenditures that accompaz 
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in an ecoziorny where th prvate sector is éxpected to piar a 
dynuic roio sch a position is less tenable. Wther by virtue of 
rodiced sccpe for private consumption or reduced incentives fàr 
pi'ivate inws -,'-,ment g  taxes take their toll particularly when they 
have increased as rapidly as they have done in Brazil 

Iii light of the clemand problem as it now existo the World 
Baik preference for further inoreasing tho average real tax 

1 
burdon 

strike iae as iznfortunate and unaupported0 Rather, it is necessary 
carefully to ostiniete 2xisting revenue ela stielty in the systen as it 
stands to insure that there ezists no goverrwxental potential surplw3 at 
fuli capacity te restrain the system< One might even make a case for ,  
selected 	reductions at the pesent if revenue projeótions 
conLirn the inipression that the current levies are quite ela otie in 
their yeld In recent months, in any evont, revenue projeotions have 
iriuch nioxe closely approxiinated õriginal targots than previously0 

There is a doar choice inipilelt hw-ree One may use such a 
potential suplus te expsnd governiental expenditures and counteraot 
its inherent deflationary impact. As avgued above such a course is 
w11keiy to produce a viable privete sector0 Alternativoly s  one nisy 
conceive of the govorrinent solely as a source of current acco'uxit 
sarings, directly tran,«e=ínL iources to the privato sector for 
inveont 1 do not believe that this completely br'passes the 
prohieni To the extent that the govornment centralizes thê command 
ove resourcosf it is difficult to imagine it without a role in their 
allocation< Bttt appeal and reliance upon the governiment rather. than. 
the niarlcet create.s an inherent etructurai necessity for governnient te 

tff price and aliocation decis±ons, however erroneons they are0 

This. is net to$tgoverninent froni a crucial developmnental 
oie i Brasil0 It-o direct shaze of invest2nent is a largo and 

necessary contribution te demand e  and supplyG But the quality ef ito 
own aliocation has not beenabove reproach iii tlio pastp  and it is 
•dffficult to acõept the hypothesis that a iddened goverument role in 
industry will resolve the crisis in that sector not a siall part of 
hich represexs past accumulated errc'0 !ny ràasonable plan for the 
ted1ate future agein eontrary te the World Bank given the requirod 
increase ii,. total t.tzed investment te sustain futuro growth,, will 
necessarily imply a largo governmnent share in capital formation0 It 
is unlikely te perforni this fwiction. weli whule at tho sane time 
secking te direct prlvate investment0 

This discussion thus far lias been cQuched in torne of a. 
potential,. surplus when in fact there existo a eurreut deficit 
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1èeduction of reveniie g  t.ho mone' uppiy is 	nnted OI veioety u9t 

inorease throurh increased saie of governert secur1ti and hígjor 
interest rats0 Urder the pesure of incraced dan1 pri 	oz. 
output pise doerLding upon the response of producers ct wag goods 
Yith ireased money ircome a lar ger roirnue f1ow ets the Trj 
to offet the original detieit 

With a > o as it is tore is soiae irnnediate iupaet 
upon pices alone likedse4  Íro the cost siãe, independen of 
• deiand Tbe inerea se of the moiy u,ppiy eanato s in th caso o' 

wage ixerease røt from a gove:ent defic1t bixt as a moan af 
permitting firus to Pay the highe wage iithout suffeing ay 
in tirnancial iesoices 	!ithout corrospoieig rioney sur;piv 	G&UJ 

the rcquiernent t 	highex wages woild cmse a tempcay c1 sL i. 
liqnidity ar1 consequent procluction stoppages Fuheroro it 
unlikeiy that tho monetary vW-izo of social secuity exp idituo will 
roiiain constant iritplying a decease i rcal teirs An augd 
deficit is therforc »robable in this case ac weli 

Iii light ef thi conpario . it may be that tho incone 
redistibution itfltiofl of the wage inereaseiay be offeted ro 
• satisfactwily thougb the fiscal than tho wageecnsi 

An excise tac reduction on wage goods iri the flrst 	anc 
reduces prices a wage increase iaises them to the eent a 
Since ioney supply Increases are requireci in aw evont theo is 
least no obvious dlfference on that seore and gõverniiexit debt to 
iinplicitly pay the rage. ncrease atherthan entprise debt, has 
negative implications for private sectór investtrierxt decisions? Finally,  
the political controvesy rrouriing wage policy may ta!e it difficult 
te oprate constructively in that rea rhereas fiscal PO!icIr is 
exempt from, that onus0 The principal difficuity is a sufflcientiy iar 
reciuction in the prices of wage g6ocis to have an effect. 

L) This inonetary ansi fiscal strater is desigd to provido 
elements of epansion at • the aggregato leveL by increaing real inoney 

• balances and by providing a respite from the pressure of growirtg taxe 
It is dubtfu1 ihether by thenselves they aro suffióient to im.pel the 
ecoxomy toward highex growth ratos and aceelerated investment For ti 
reason it is essetztal to frao a raedíum tei poiicy dosigned te 
supplernent market forces of agegato domando 

TheoneprincipalffíMing advantage of tho exemption frow. social 
security taxes is that it reduees the wedge between age receipts aDd 
wage costs and se haips tu eljniixïate sone af th bias againt; eiipioyng 
iabor. Seotion 9  discusses this questiona 
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One corneretone af such a policy mnet be reactivation ct 
private fixed inveetment0 Between 1959 and 1967 tbereas virtaliy 
change iii tts absolute levei0 There are at 1eat tiree ditinct hypot'• 
see that relate to tie lack of grovth. The ri.ret is política]. une ct 
ty wich is borné out. to a certain extent by a contiuin a1tiough 
modest increase of private investment tc a peak in 1961; the ccond is 
inoreasing difficuity vIth the balance of payments makIne IMPOrtso 
capital goode more difficult and at the sane time not fae1iitatín 
domestic iinport substitutíon'because aí' vartous spradic attenpts to 
centrei the acceleratíng domestio inflation; andthe third and most 
baslc g  is the failure ei the donestie dístribution aí' income te upport 
the industrial etruoture rapidiy buílt• up irem 1955 onP and enee at 
overinvestment in facilittes iihíoh can only be remedied by-t1me 5  and 
oniy avoided in the future by etructural reforme 

1 euspect there were contributory clemente fron ali threo 
sourcee An investment denand equation reveale the inportaneo aí' 
elemente 2 and 3 	!he funotion Lit over the pericd 1948.1964 was of 
the foliowing forw: 

1 pf 	7o1 + 27 PIB 6115 K + 6481 Px x 

(12) 	(069) 	(261) 

Realized private fixed investment is here decribed as the cunoe 
oÍ' a capital stoclt adjustment procese with the additionai factor ei 
tmport capaeity enterig in a positive fashion0 Jligher rate ei rowt]2 
aí' capital than income tend to doprees investnient as is predictsd by 
the hypothesis ei too rapid development ei the industrial park iithout 
eorresponding etructurai changes ' and the failure Oi inport aapacíty 
te •grÕ7 siso depresses inv'estment as is argued by tbczse t.Tho piace 
faith in tbe balance ei payments orisis0 

Uniortunately the equation í'aiis te contInue to work, in 1965 
and 1966 9  predicting leveis aí' investment far higlier thanthose rea1ierL 
It is precisely for thIS reason that it acene impossible te rely upon 
larger real income by itseif to spark a recovery0 father epecial invo1 
mnt credita •ought te be nade available to facilitate capital formation 

The form of suoh crcdits is crucial for the shape aí' sube 
quent developinent0 1 suggest two features for mnclusion in any borne; 

a) the credita ougit te be given at thc time ai actual 

2.nstailationof theequipment rather than prior te the investmont ao 
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is charactsriatic of Arta 34 / 18; tb.ts in praotice meana au acoelerated 
depreclation offset of aoms type; b) the inveatment ought to be directed 
by markst torces rather than ailocated to reequip a given industry A or 
B whoae clama depend upon political power0 But tbe way to pernit the 
market te operate effioiently is not te aflow prevailing relativa prices 
to determine tbe pace oÍ expansion0 With the distortions introduoed by 
rapd industrialization of the paat, this woúld not oreate a more viable 
industrial. park Ihat etrikaa me as feasible under suob conditions is 
te tis investment credita to ezport o£ the final product. Thus a fim 
trould receive a greater drawback te tbe exient ita produot was aold abroad3 

What are the advantages o£ suoh a acheme? In the first instance 
it aliows comparative advantage to operate te seleot the site o£ marginal 
indus tria1: expanaion Secondly, it provides an indirect oompeti;ve 
rnecis!a'to reu.tate the domestio market0 firma engaged in the .eXpox't 
rnarket hare tboir pz'ioe determined by world prices as veil as domeetie 
dnand•o the extent tbat tbere is an incentive te niaintalu a pos.ttion 
in the world market, the firni ia oonstrained tu prematurely paasing along 
costa a4 :otribting to inflationary pressure. Thirdly, it may, •perhapa 

h addttcna1 measures, provido au opportunity for the traditional 
ndtatriep to re-equ.tp, lower costa, and enter into a new market to Drovide 
1ternatrv sources o! demand. The reduction in relative price o! tbe 
rodct der.tving Írom productiv.ty increaso tu turn would mean au ao1arged 
nternalmarket by virtue o£ price elasticity effeota. 

pote that while the emphasis o£ the polioy is upon export 
oaaotio there is a correaponding iiaport subatitution oomponent In the 

nvt!zet gooda sector itaelf. Increaaed demand for machines te supply 
ector iith real comparati4zs advantage oreates corresponding poaaibili 
les for upp1y. Jffioient, domestio produotion o£ capital goods dependa 

tltimatey upon effiotent production o£ conaumere gooda tbat provide a 
rodctab2s, and growing m4tet. Ideed, in part, tbe artificial past 
paratiqn of the processes of consumem gooda and capital goods SUbBtitUc 
an has been reaponsible for lack o£ dernand for the formem and exceas 

o paoity !or the latterfr. Produotion o£ consumerel goode, and separation 
f on the o xterna]. market, meant 10w ratos of prodnotivity growth and 
u'.timae1y for reasons prevtoualy diacussed relative atagnation. 
Te cápital gooda tndustry aroge more independently of the conaumere' 
g oda eeetor 	wbioh ws rat a reliable customer 	and depended more 
ia on prodution o£ consumera' durables and ita own mate o! expaneion0 
& ticulation betweezi the capital gooda and consiimers' gooda seotõr in 
B azil thus haa nevar etrongtheied and reixiíoroed the induatrialization 
p..ocss0 
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The dangers ot an expanaionary polioy, mórooverp may be boded 
against Supply of imports to nieet temporary shoxtages whieh threaten 
to have £~kr xteaohing prl.oe aid aupply offects ia a zea1iatiopo1ic7 
if adquately foroaeen • The expez'ienoe of the paet yeara has been 
disapoiting in this respect, foreign reserve aoquisition leading 
to monet17 expanajon j.n 1965v and substanttal dissipation duo to 
apeculation in 1966 and 1967. Improvement governmontal ilexibility 
eou1d yield substantial benefita0 

Ovei' the longer term j, the strategy here advocated has the 
pos sibility of guiding futuro induatrialization more rationally and more 
'Tiab1y0 It offezs an alternativo modol to the amplo conoeptualization 
of o onswner impórt aubstitution toUowed by Capital gooda aubatitutiõn 
whici bas proveu unsuoceasful in Latiu Amerioa It Locuses upon 'tho 
eimultaneous poasibility ot export aZ oonsumeraVgoods (and for that• 
matter other capital gooda) while oompleti.ng tbe prooeas oZ import 

subgtitutjon. It emphaaizoc tbe atrength of a procesa OZ industrializa 
tion tu depth rather than width 

What 1 nean by the formei' term is a vertical industriaUzaticn 
tu whioh grow2iig capital gooda production ia diraoted to a etrongand 
growtn.g eonsuxøer gooda output sector g  tu which au indigenous toabnology 
developa iitially ttthin a limited compasa o£ industry and tMu 
breadena out Rep1aoomut oZ geada importe by domoatio manufaCture of 
capital gooda is not aufficient to complete the proceas o£ import 
subtitution. What is equaily required is the teobnological capactty 
to deelopnew modele o!. iachines over time and to adauat existing 
modela tu yield higez' produotiv»y. Suoh a teobuological impart 
re'loament ?oquires a larga and apecialized growlng, marketo It 
probably also .e i1roa alarge d.ogroe o£ indigenõus ownership, which 
lá anothe reason to favor a etrategy which o£ doinestio: savinga 5.Z'ó 
su!t1oient9  can genorate ita own foreigu exchange reuirem.nte. 

'.tual1y the atrategy advooated here is ana wbich retaina 
and atrengtbens tha mar1cet Th2.s is not to say it relies upon it 
blindly. Rather beàause of ali the well kuown defecta oZ existing 
doieatio market struotures it gaas beyond it to iinpoae moi'e x'eliable 
mesouz'oe aliocation iudicatora Que inay abaxtdon the maxket tu favor 
o£ direct decision inaking o£ ano type or another g  and as is the case 
with many oZ the Oomuniet planned economies may eveu aucoeod tu growizig 
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AMUMIX 

A set ot iliustative macro and sectoral ca1cu1ation in 
1952  Cr$ Is here ic1tded, ad designed to refiect, qaaU.tatively at 
least, the itnp1icati()1s ot t!e policies discased tu the text. 

Table_A-1 

The estimaticrn rnethod used for te maero-esttmates for 
1968, 19693  and  1970 is tie foliowing: 

l Establi;hnient of targe$ rates c.f gro'th af groei doeet10 
product. 

Soltt10 of fizod investrneiat req;ired tO sustain equilib-
riuni growth of 62 por cet u4er the two constrainte tbat the mnvest.-
inerit-inoome ratio attain its atationary viue in 1974, and that te rato 
of growth of irzvestment follow a pattern of accelaratton f011owed by 
,radua1 deee1eeation The last eenstraint is qualitative, but succeeds 

ír iocating fixed inve.stinent er&ctly enoxgi. The ecLuil 1briw1  ratio ia 
growth by the equatior. ay 10.67 	322 x -1 

Solatior, for incrementai net tac coflections by appiica-
tion of rases oÍ .21 tu 1968, and .20 in 1969 and  1970. 

k. SolutIoii for rsoat consuniption by application ot a 
marginal propensity of 82 out of disposabie inconie, 

So1utto for chages tu cornniodity icports frotn the 1967 
base by application of the equat.on oa M 10 	10305 	3135 , 0301t 

The 1967 relative prie of irtiport was kept coetaut. Wbeat iniporte ad 
rniscellaneoua servícas were maiiitained at thcir 1967  levei, and extra-
polation of payrnents to the exterior followed tbe 'Tor1d Bank estimates. 

J3surLlptior. oir export 5rotith of 6 per ceut par year. 
Assmpt.on of investment tu inventories equal to .01 PIB. 
$es:tdual solutIon for government consumptiou: 

Cg=PIB-CI8 -X L 

Djvisior of tixed 1r2ve8tment into covernment atd 
private componenta applyiug the dual cfiteria tzat the prIvate rhare 
ot fied lavestinent inrease slightly over tbe period and that overi.-
nient investment as proportiozt of governxneut expediture tucrease4 
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PUNO  RIENAL P0JECT1ONS OF1ACROECONONICVARIABLE8 

Ia B111. 1953 Cr$ 

riB Cp  I pt Igi' T X M 
(MSENT 
P0 EX-

TERIOR) 

1965 
- 

8099 
-------- 

597,8 
_______ 

110a6 
- 	 .---- 

38 
--- - 

36.3 14.6 
- ---- 
146.8 41.7 

- 

29,5 
----------. 

4,7 
1966 84.8 621.5 i16.6 56.1 36,6 7.0 167.3 47 39.3 5,2 
1967 890.6 650,0 123.0 6.o 40.1 8.9 167.3 42.8 5.3 
1968 941.O 684.7 1262 73.2 4 7. o 9.4 178.6 502 46.7 5.5 
1969 1 002.5 723.1 128.2 85.4 54,0 10.0 190. 532 51. 1  5,7 
1970 1 065.7 76135 1306 98.6 61.0 io.6 202.9 56,.4 56.O 5.9 

SOiJRCE: 19650 1966 Contas Nactoais (with exeeption of taxes tiii1ch are estirated). 
1967 Estirnated, 

1968 1970 Projected. See text for expl&xation. 

PIB 	Prodito Intro rito, 
Consumo pessoal. 

C 	Corsuio do Govkno. 
Ipf 	investimrnto 

iwestirziento 
16 	1nvestiineto 

Iripostos meni  
X 	Eportaçes. 

Lnportaçes. 



TPJ3LE A-1a 

OF 

 

MiNUiL XTEE OF flOikI 

1 PI3 	 1' 	 T 	•: 

1966 

1967 53 

1968 6o 

1969 6.2 

1970 633 

( 

53 46,1 08 1 	521 14. o 137 332 149 

4.6 536 6 71 oo 030 89 19 

2,6 i4.4 17,2 5.6. ! 	 68 60 91 i 38 

56 1,6 167 19 64 66 6-0 100 336 

57 139 1535 1330 630 6.6 6,0 8.9 1 
22C1 Th1e A-1 

"4 



TAMLJi 
PLANO 	O1' ØOVRNENT SECTOR 
ae ar .r-  tW sW 7a *fl a 

iI'ATIO It  M ECOOk4 

___ ( 	) 
ig+I'g +IT 

1965 17 161 75 ,3 24.7 OG6 45 18.1 61 08 

1966 138 18i 761 239 367 4,3 198 81 09 

1967 138 18 75 L6 355 4,,5 88 

1968 13 18' 729 27O1 f 	63 50 189 013 

1969 128 18,2 	1 70 9)6 36.1 5 0 4 190 07  0,1 

1970  12v3 181 682 318 35.8 507 191 10  0.1 

a1e A-1 

I'f Eqais goverzinert tixed iveatnient from Tabie À-.1 niixltlplled by 116565 to convert from the investmot 
ieflator to to P13 defitor ,  

- 	 ihe defieit -Ne'e is i 4toa1 accoutt tems Te federal Sovemment cash deficit after beiag adjusted 
fo diffece ia co±eem, t.. is abot.tt i7 percontago poLnts of PIB larger taxi the federal aatlonal 
a000u&.s defloit bis accOw~t.s for theaparont1y iow absolute leveis of the perceatages ia tbis 
p,clumn,, It souid terefore be read tvternis of cszges from our'eit leveis. 
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P1 

-- 

_l_ 

3$65 

- -. U-W 	 _.-* 	 - 

738 875 

---------------. -. 

1110 

1966 735 87.3 1i8 

1967 868 22.7 

1968 725 8509 17 

1969 7&3. 149 

1970 717 84,0 

- 

160 

-- - 	 LL - 	 - 

SOlIRCES Table A.I0 

t$1 



TABLA-1 	 - 6 

1JJAN0 	NL?OJflQN$ OF 01CQE 

I4ILLIONS OF 	1966 $ 	(1966 Werms of Trade) 

X-M (including 14 sont 
to exterior 

X 	 14 	14 (sont to exterior) 	X-14 (including 14 sent te 
exterior) 	- 

1966 ).7L!1 1511 193 37 2.1 

1967 17141 16146 189 - 914 5,14 
1968 1844 1795 197 -1148 8O 

1969 19514 1976 2014 -26 -11.6 

1970 2072 2153 211 .292 -114.1 

MILLIONS OF 	1966. ;NCZt$  (1966 geS of rade) 
- ------- 	 - 

X 	14 	 14 (seat- to exterior) 	X.M (inoluding 14 sert-to. 
exterior) 

- -.-*----------- ----.-.--- 

1966 148 3619 552 53 
1967 14118 3911 542 .365 
1968 14362 14301 562 "501 
1969 14622 4733 583 -6914 
1970 4900 5157 603 -  -86o  

- 	 - 	- 	 --------------- 
STURUt ?rojectioxis rrom Tabia  L-1 oonvertod using exchao ratos based on 1966 pces 

X-IT (including 14 sent 
to exter!o - 

x 

- 1G3 
- 89 
-115 
-15. O 
-17 5 
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¶ab].e Â.2 
lu the sectoral estimates, the regression inethod was used in 

ou of tho inputoutput approaoh. These equations are deacribed tu 
e text tu section 7 	te principal question is how te pro3eet further 
ange 	hether to use tIe initial relationahtp unaltered, to apply 
e equation tu ineremeital fõrm te tbe last obssrved value, or te apply 
e percentage obange given by tho euation te ttie laat observatiou. It 
y be eaaily ahown that when the last real value lias below the 
gressier une, as ia uBtE.l1y tbe case liere, the niethods outlined abovo 
eld projeotiona ofsuccessively declining magnttuda. Eah of th 
tbodc oorrespond to a substantive aasumption encerning the perxnence 
d tona of the last obervation'from the regrcsion. If random the 
uation sbould be ueed tu ita original form; of abaolutely permciant, 
e method of incremente; if permanent tu a perae.ntage tom, the ;'nethod 

f peroentagoe 
In short.periods the.chotce ia not especial3.y oruoial0 In Zact 

e applied absoluto inóremente tu the case of botb agricultural sectora, 
aervices 1, and: for intermediate goods and capital goods. Iii consurnsrs 
n nedurables and oonotru.otion, for botb of ,h.tch somo polioy measures were 
a suiaed to sustain reoovry, we nonetholeas damponed the tmplied growth 
b using a percentage projectionu 

There is one ari.aU inoonaistency tu tiis methôd which wy bo 
n ted. To arrive at au ostimate of the combined output of-Industrj and 
e natruction, uaed as tbe independont vartablo to project intérrno&i.ate 
g oda production,an elastiolty of 14 was used •ith total product Iii 
£ ct, the calculated elastioltica tu 1968, 1969, and 1970 are 145, 145 
a d 1.38. It is poasble te solve consiutently Ior interinediate p'oduo.. 
t ou by manupulating ita pro3ection equation to xpress it in temn of 
á 1 othex outputa.. .Thenegligtble effeo-t ou the projeottons does :iot 
3 sttfy the additional oLfert. 

One ahould aleo note the problom of aLlcatiug total suply te 
is domeatio and import sources. Tbe deatri.bution hera ought tofollow 
fom sectoral estimates ef bottlonecks, favorabls3 opportuuities Lo—, 
i part aubstitution, etc. Separate equationa ihioh are avai1ab1. for 
t e aubugroupe may be used te determine tbe aroximate price deerrent 
n eded to arz'tve at the destred proportione. Iiuorte by sector sbuld 
n t be simply pz'o3ected, bowever, sinco thie is the ano ano aí the few 
p anning toola available. The aliocation actusily given bote ia dsigned 
o the aasuuiption tbat Íoreign exobange will be 11ocated ao as te permit 
p co contral te be appiiodin the ano hand, and positivo incentives 
p oduction ou tbe otber 



IM 

- 	- 	- 
1966 

- 
1967 

- 
1968 1969 

- 
1970  

-- - 
T0T.L SUPPL! 

PRIt4AIt Z32.1 250.1 z6z.z 275.3 289.5 
Vegetable 165.7 179,1 1880 197.7 208.2 
ÀnlmaI 	 :-., .66.4 7100 7402 77.6 81.3 

SECCIqDARY 71918 759.1 8z603 902.3 982.3 
Conuier goo&3 279.2 287.5 30309 2.2 341.8 
Intormediate gooi3  256.4 276.0 297.9 321.9 
Capital goods 110.8 123.9 111.0 1602- 179.5 
Construetion 84.3 91.3 10594 122.0 139.1 

TRTIARY 
Services ' L11.8 430.2 453.4 478.8 506.0 

01E$TIC PRMJCTION 
PRItuily ZZ5.Z 243.2 2553 z68.4 282.6 

lTegetable 1.58.8 172.2 181.1 190,8 201,3 
Animal 66.4 71,0 74.2 77.6 81.3 

.. 688.9 724.7 788.0 859.3 934.7 
Consiner goods  276.6 28404 301.3 319.4 338.8 
Intex'mediate 

gØ431 
229,0 239.4 257.4 276.9 298.7 

Capital goode 100.0 110.6 124.9 31z.1 15902 
Construetion " 	83,3 90,3 104.14 320.9 138,0 

TEETIAI 
Services 430.2 453,4 Li78,8 50600 

INPORT8 	 , 3903 4z.8 ZjiS.7 51.4 56,0 
6.9 6.9 6.9 6.9 609 

Vegetab1e 609 6.9 6.9 609 6.9 

SCONDAR 30.9 34.14 38.3 4.3.0 Zg.6 
Consinier gooda  2.8 3. 0  
Interntediate goods E- 	16.5 17.0 18.6 21,0 23.2 
Capital gcds 10.8 .- 	13.3 16.1 18.1 20.3 
Constructjen 1.0 100 1,0 . 11 101 

TJRT1ARY 
ISet services - 	 -_-----__-_-_.i-..•- 

1 _ 105 -__- 1.5 __1__-__-__-- ------ 

1o: 
______________ 

QÇs See Text 
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RATES 

1969 	1. 1970 

	

1967 	1968 

¶12 0TLL SUP PLY 
PRIMILRY • 	 L8 

1Tegtab1G 	• 	 8i 	5Q 

	

69 	L5 
ECONDARY • 	 O 	 89 

• 	Conuxnr goods • 	30 	507 
Interrnediat good • 	 764,4 

• 	Cpi.tai goods 	118 	138 
Coibt.otion 	83 	• 154 

1RTIÂRY 
S€vis 	 405 	50L. 

D0TIC PRWUCTION 
PRIMARY 	 80 	500 
• Vegetable 	 84 	52 

Iuina1 • 	 • 	• 	69 	4,5 
ECONDARY 	 52 	87 

Consurner goods 	 208 	509 
Inteniediate gd 	405 	75 

• Caita1goocs 	• io6 	129 
Coiis trti o 	 • 	• 

 

	

8 .4 	1.56 

TERTIPJiX 
4.5 

IMORTS 	 89. 	91O 

FRIMARY 
Vegetabie 	O 01.10 	O0 
Animal O 	 O  

SECONDARY 	 O  
conswiergoods 	 192 	161. 

Intermediate gooda 	3.0 	94 
• 	Ca1ta1 good • 	 234 	• 213. 

Cørtzvction 
TERTIARY 	 O  

&et sexvi.co 	O 	 • 	04 	O0 

5 ., 0 • 52 

• • 	48 
92 • 	•89 
6o • 	64 

a0i 
136 12.0 
157 

• 1 	iLkc. 

36 1 
501 • • 53 
5/4 .• • 	5,5 
4c6 • 4Of3 
90 88 
6 0 0 64 
76 79 

138 
•• 

158 • 144 

56 •. 	5;,7 
10.1 89 

000 
	

00 
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• 	Th atthed Tabie, wh 	f.ndiKgs am diu9sed fli Setion 
9 aÃica1s ettiated 

 
rat1-es •f Ibor &tçand over the thee 7eara 

• 1nc1d1. :Ln.the PanTiena1 The e1at1cities used to proect 
the 1abOX fo 	equiant3 come fimm the oberved bebavior ef 

ricu1twe and ndustry from the iate l95O to tb presente The 
ra 	a12.ed to ind ry refleet te substaprUal arnuai vDrícublUty  
in dtriL eloyment over th2J inteTirai; for agri culture 
randoi variatiana iake arnivai data lese r 	ngfui, a eimple average 
vas, ised 

The ettated induetrial deran are confirmed by an 
indepndent regresion etidy of labor force absorption by the 
Industrial Sector af IPIA Ths &Laticity of emploent tith re.pect 
to output aicuiated vas Lt26. Apiying. this parametr to tho 

goods capital goocL, and iritermadiate gode sector 
yields an estimato of 2l8000 new JOõs created in thee areas ovo 
the next three yars The correeponding entry in Tabie JL3 i 
beten l35O00 and 275 7000 new jGbs vith the mean equal to 205,000 
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