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The Planoe Triencl ought to bo concéived as a tiransitionsl ’
plan, wita an omnhasie on the one hand en'"onctarv angd f*qoal policia:,
degigned to plinidase. ipiorin. eme ralits. whieh prevent a

higcer raie of growili, and on the other, & set of allocation nolieles
0 prsliiyveliv acsdst in attainneru off the uarnec Taﬁe of growthﬂ

-y

Za - The firsu task is to deline this long—term @nuilibrium
tarpot P ;Mte of grovth. Thls roquiroes some type of &?gra;auivc
sroduetion function‘which.exprésses'the rate of change of output as
«. Jsaction of rates of chane of inpnts (of. all kinds), alon; with
: rualitative 1udgnrn£ concoraing the capacity of the econony to

. auTest. oy &t 1s eleay that highor targets can be attained in
e longer torm only it higher lovelq of casital aceuvulation,

caterer the ¢ h@rac*mucrn‘,ﬁﬁaibilibiaga

- The Plene - jccemm. us a&‘*cr thege purposes aicsbbwﬁoﬁﬁlas
,fo&uctlon function L%fh neutral echnolo;ical change; vhose para=
neters yilelded the u&fortunano imnaication either o; a continuslly

To wnn& investweint ratio or an dguiliprium rate af growvith of nor .

f
" capits product of cnly 1.9 per cent per year ~ smeller thanthe

average developnaent of the nost-wvar neriod. about this rogult,; I
wish t¢ make only the follouing observations. In the first instance,
and possibly most important, the data chemselves rejeet the formulation'

{That is, tho funetion used in the Plano Decenal gggumed both the fom

af tae function and its 9;3§§;~;m1_g with the single exception of tae
noutral technologilceal progress trond vhich was f£it to tho data. An
attempt to £it the forn and derive the elastieitios and time trond

- zimulianeously rejocts tho nypothesls. In the second place, the
- asgumntions of neutral change 1s a priord unaccegtable bacause it makes

se effort to explain its gource. The lov_ equilibrium rate of growth
rapiied by the relaticrabiprosults fiom VQluing the substantlaijrise"

in the capital/labor ratic by the assumed numérical elasticities and

2 anitary olas ticity of subgujtationo i1f technologicel progress is
.',nacdxwu in copitaly the oxtent of ita cantrsﬁﬁ;lon to ottput 1s
greater, end hence tho smaller’ the required change of the eapi@glvlabo&,

. ¢ » .
3o w B *
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(*) Thio paper reprexenﬁa the- pr;vate viems of the authoy and ls

cireulatad for cqument and dis eussion onlyc
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rehio in the future $o achieve a given rate of growth. (If the elasticity
of substitution”is smoller, evidently o greater amount of lLechnological .

- change oecvrred, although this is'of-nrobable logser 1mborﬁarce°}

To offset these disadvantages, I tried to uge the follouing
specification of the ﬁroduction relationshipt :

. T, .
Thig form, with ,5’ speufieé in advence and equal to the share of‘
labor in &Reome, emhndleaﬂtanhngl~g cal chagbg~in.$ha o8 ”

and autributeg the resldual o canital. It is sinilar to the Cobbe=
-Dou;lag, as con'be seen by revriting it in the follouinb form (ofter

dividing by ¥, setting marginal product equal to the réal iage rate,
and exeluding thie’ constant»). :

Ay, o HE . A - YR AR
o Y ) L Y K

vhere ¥ instead of representing only the marginal nroduct 01 capital,
zgg;z_mwh,dos the effect of technological change.

in its original percentage change form, and even with an

inclugion of a dunmy to account for the cyelical underutilization in
1903, 1956, 1963 and 196ly, the results are poor. Percentage changes

in incows over the period were reasonsbly regular, with little variance
ieft to be explained by variations in the investment/income ratio. Or
in other words, short term variations in income are not predicted
well vith this type of formulation. Since our prineinal interest is
with longer-term capital reguirements, however, it is permissible to
reurite the relationship ian the follauing forms

4 [ - B "L;¥{7 =L 4+ X Ia s Or to

actimato tbe labor ccefficient directly, simply by specifzcation of
the equations

a¥Y =X+ & (a1 3y +Y 1,

leither form turned out to have any considerable advantage
over o simple and direct relationship bestween the change in income
and last period’s fized investment. The first form, withfagssumed



t0 be 6, did WoIrse as an explahatioh‘of income éhange thaa investmf
‘ment -alone; the seecond resulied in an estimate of JFof 718, s value
that s both unreasonable as well as being stetistically insignificant.|

The f&ilaée of statisticel tests to accept production foyas
incluﬂiﬁg igbor a8 2 variablep-wheﬁher the Cobb-Douglas fvnction op
this nodified foym, veflects funamentally the unveliability of tho
labor series itself. Those data on the econonically active population {
weve derived by interpolating Census data on the indices of Peal |
i product. The inberpolmtion, however, seems 1o have been done on &n

inconsistent basis. (1952, with & rate of grovth of real nroduet of

- B 6 por cent hag & 3.2 per cent increage in the labor force; 1949, with

the geme real’ nrodo~n change, only a 2.l per cent changes 19oh¢ with
&l increase of real sroduct of 3.1 per cem% displays labor absorption
of 2.9 per cent while 1960, with a 8.7 per cent change in product, .
shovws an employment increase of 2.3 per ceni. Interpolating each
sector of omployment by its output index is probably responsible for
this variation. Yet the resulting variztion, in aggregate, in ‘
comparison thh the eal praduc index degcribos o pattern of

Raﬁher thzn ereate addz»ional un&ertain data, 1t therefore

seeins be tter Lo reeopgnize the lack of any reagonable basis on which
to introduce yeaw to year changes in the labor force to explain output
changes. The function used therefore depends solely upon fized iaveste
ment in the last period. Labor enters iumplicitly, in the sense that
with the experienced trend growth of labor over the period 19h8~196h$

ho actual investment was gufficieat to produce the reali4ed output
changes. If the actual production relatlonship fs one of fized i
coefTiclents, a higier rate of investient would be required by higher
rates of labor foree growth in the future; if the production relatione
ship permits of substitution, moze dabor zccuires relatively less
capltal. For our pursposes hers, it is suf jeient to note that over
- the period of the grejaeti@n labor forece grouth will not differ greatly
from previous rates, and admitting the possiblility of scme svbstitution,
the peteﬂt?al groush target hag been seﬁ marginally higheyr.

”he function estimated frOﬁ tha data 18 1n faet
AY = 10.67 + 9?_2 If"l i 2300 D :
| | (067) (3.6)  R° = .78,
with both coefficients significant at a 5 per cent level. Note that
the equation has heen £it using a Qummy %0 ebsorb the effeets of the
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less than full wiillization in the years 1953, 1956, 1963 and 1964. In
this fashion it is possible to convert the rcalized observations into
a "potential® supply function of the kind needed for the analysis. For
nrojection into the future, of course, the dummy is set equal to zere,

and the estimates made as indicated by the implied margingl canital-
-oupipud raiio.

| | ;Qaél
This ratio is egnal to _,._?ﬁ?jg__ and thus increases

over tims, apnreacbing the value 3.11 in the limit. Its value in 1967
is 2.29 (caleulated on the basis of the change in potential income in
that year), This is in gréss terms and of the same order of magnitude
as the 2.5 calculated by Baor and Kerstenstsky over the decade 1950-
1960. The required gross fixed investment ratio for any given rate of
crowth is similarly given by the equation

2y - 1061
ey . e
¥ L 522 Lo

wh;cn, for a rote of growth of 6.2 per cent yields a limiting ratio

¢ 12.2 per cent in the long run. In the intermediate run vhile the
term 10.67/y_; s%ill has an effect, the required ratic is smaller,
amounting to 16.6 per cent of potential income in 1973. To- obtain the |
total gross invesiment ratio, an additioral allowance for. investment |
in ?uecks nust also bhe que, of course.

Thus ;ar ve- have' ayoided the question of depraciationo As
is well known, i%:is virtually impossible to accurately measure the
deprociation of eapital through use and abgolescence. In the: National
sceounts the convention of a deduction of 5.0 per cent of income has
bsen adopted. If there is, in fact, a relation between net investment
and income change,'but a gross capital coefficient is used, the
latter will overegtimate capital requirements if an attempt is made \
to accelerate development. The reason is that replacement requirementsq’“
do not grow provortionately with net investment. The problem is
further complicated, however, by the bossibility that the rate of
growth of output may be influenced by gross investment rather than
net (due to the more rapid replacement of older equinment with more
modern.} Under the circumstaences, since our principal objedive is a
semf%onsistent projections for the short termj this matter needs no
farther analysis here. One may note, howevery that the capital
reguirenents over the longer term are possibly an overestimate.
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On the basis of this analysis,; one can make a persuasive
case for a growth target in the range of 6.2 per cent. The trend
growth implied by the function itself over the interval 1047-196l is
6.3 per cent a year, with the actual rate, excluding 1963 and 196l,
attaining of 6.1 per cent. The more rapidly grouing labor force in the
~ next decade, with sone asllowance for substitutibility, however small,is
also a positive factor. The investment requirements implied by such |
a rate are entirely feasible and with historical precedent, especially
given the possibilities of overegtimete noted above. In the Lytuve w &

discussion, then, ye use the rate of 6,2 per.cont ag the Jone form

target.
pm——

3 The relevant question, then,. is how to accelerate ‘the rate

of growth from its current level of about 5 per cent per year to this
target level in the shortest npossible time. The constraints in this
process are of tifo types;-real and financial. The latter are especially
relevant due to the simultaneous necessity Lo restrain the rate of
inflation. There are inconsistencies between the objetives of
maximizing growth and minimizing inflation a situation which:calls

for the use of as.varied a collection of poliey instruments as possible
in order to limit such contradictions.

The two principal resl consivaints to be considered are the
forels exchange gap and the szuvings gap, although a third, the
physical ability to eccelerate imvestment from 1ts current to its
required equilibrium rate is relevant as well. The primary difficulty
in such a rapid expansion, however, is the liability of the process
in iiancial terms, and it will be treated in that context.

L Two important studies of import behavior in the Brazilian
economy since 1953 have veen conducted vithin the last tuo years by
- Paul. Clark and Samuel Morley. They differ nrincipally in 3 ways.

The two principel methodological differences are that Clark uses
current dollar measures of imports and a linear functional form.
lorley, on the other hand,; employs a constant dollar, or quantity,
neasure of imports and logarithmic equations. The final difference
is to be found 1a different estimates of the effective exchange rate
by category, Clark using an unwighted average, with Morley seeoking
to obtain one that 1s weighted.

The present function differs in some resgpects from the
previous vorik. In the first instance it has been estimated for
-aggregate imports minus wvheat only rather than for individual categories.
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One reason for this is the apnarent dependence of the various scb-zrouss
upont the same demand variable, investment, and the relative
unreliability of the price elasticity by crouns, vhile it is siguivi-
cant in the aggregete. Bqually imjortant to bear in mind , however, .
is tuhe objective of the import function in this context. It is
desizned to provide an estinate of the ggoresate import gan, Jor

a giveon exchangie rate policy. The sllocation of this aggregate to
specific categories is part of the sectoral plan itself with the
objective of mectins bottlenecks and deficiences by reliance unon
external susply. To nroject tie imports by category into the future
iuplies that the same pattern of past developnent will be replicated
in the futuare. Although for gome oﬁrpases this assumption is valid,

it is probably an esnecislly weak one in the context of imports.
Indeed; variation of imports by category is one of the few insiruments
of physical planning open to the gevernment.

In the aggrepate immort relationship, wheat has been set
aside due to its especial denendence unon intirnal and external policey,
and hence it 1s better troated as an exoscnous, or insirument variable.
In addition I have employed a quantity measure of imports rather than
the current dollar spproach favered by Clark, because the latter
results in a downward bias of the estimated vrice élasticityp(*) On
the other hand, .I have chosen Clari's estimate of effectiyégéggregate
exchange rates since they seem to nove more reasonably overfﬁha period
than iforleyis. | ' .

The function employed, then, in imports of billiohs of
constant 1953 Cr{ {is o | A

= 1,7 h 0305 p3135 e OB0L Y Ly i RO
(.11): - (.200)  (.0080) § o

where M is egualito totaiﬁiﬁports, I fixed investmentg, Rﬁé?felative

price index composgsed of ﬁ@@felements - the effective exchange rate

divided by an aggregate domestiec price index multiplied byvihe import

price in dollars =~~, i a proxy for import substitution over time, and

Mo a0d M . the addition of imports of vheat and net current account

ger
services to arrive at total imports.

(*) Higher dollar imiort prices incroase the current dollar valﬁe for
a2 ziven real quantlty of poods, and also simultaneously undcergtate
t?e giugtcost of imports, both of which act to depress the caleulated
elasticity, ;
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Imports ¢s projected by this relaticnship may be compared
with some of the aiternatives. Using the same estimated ilnvestment
total and the same relative price agssumptions, Clark’s aggregate
function less wheat yields am estimate of § 2042, in millions of
gurrent dollars for 1970 against our indicated total of § 2,171 in
gongtant dollars. Since import prices have declined since 1953,
currently being at about 80 per cent of their 1953 value, our $ 2,171

some 20 per cent less. The principel reason for this divergence is the
larger partial elasticity of imports with respect to investment ‘
implied by Clark's function: although only .95 at the mean, the more
ranid growth.planned:fcr investment over the next thre¢ years causes
it to increase to more than 1.15(%). The logarithmie funetion by
contrast, has a copnstant, almost unitary, elasticity.

The implied behavior of imports given by this function
actually used in ineremental form, is somewhat at variance with the
World Bank absolute sstimates over the same period. Real growth in
imports between 19€7 and 1970 in their projsctions is 18 per cents
ours 1s 31 per cent, but with a much Jarger inerease of invegtment of
53 per centy and holding relative prices at their 1967_leve1a The
Wworld Bank estimates, are probebly overly pessimistic despite their
apparent low total slastieity with investment, without any allowance
for price or substitution effects, of about 75 per cent. This rate,
which in 1light of both Clark's research and our own resulis, seems an’
- underestimate is actually excessive since it takes no account of the
© future non-glagtie part of the acebunts, prineipally vheat. With vheat
- removed from thelr »rojection, the rate of growth of residual imports

is 32 per cent, and the elastleity with investment more than 1.31.

On the otiaor hand 1t 1s necessary to add that the function

deseribed above is perheps a lower bound of requirements., This view
recelves additional confirmation from the statistical results obtalned

- from another'regression funetiony which has considerable theorstical
* appeal:

AN
(¥) The elastlcity is equal to ""'%1" or AM = L3 the first
25, Al M
I

~ term is the coefficicat in the regression equationy which is constant,
this second the lnvsstment-import ratio vhlch inercases relative to
its value in the pas%i due to the planned acceloration in outnut.
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5o ' An’obvious slternative and/or additionsl coriraint that
nust be congigered is the supply of domestically generated savings
1o finance ﬁhe investzent required by high rates of. grevﬂh. -High
levels of coasumpticn demand accompanied by, ; overnmenx &etermination
to achieve hlgh levela of invesiment can @aslly create resoru to
inflahionary flnaneeev

In the case of the Plano Treinal there is - the further
. necegssity of considering personal consumption for its’ &emand generating

properties. - a the Plano Decenaly reqguired consumption as well as

- required investment were calculated; for shoter

tern purposes sueh

an agsumption, particularly in the absence of policy déscribing its
attainment, ig not possible. -

nnfbrtunately, e simple and étraightforwanieonsumption

relationship does not appear to characterize the Bragzgilian ceonomy.
Table 1 below indicstes the variations in the ratio of congsumption
to gross national product and disposable income (in bill 1953 Ccrf) in
recont years(®): |

JABLE L

L SRS ) Sorey |*%0/ata] %o/ | "0/ sanp
1953 h26.1 | 357.9 { 303.1 SUT o711
1954 L6o.hy | Lho1.5 | 327.6 816 56 | L.T12 =Tl
1955 Loz2.2 | L428.7 | 358.9 837 1.15 . 729 .98
1956 501.2 | L21.0 | 350.2 832 | 1.13 699 .91
1957 536.5 { LL5.0 | 378.9 B85L | 1.20 .706 .81
1958 5710 | L66.6 | h2l.6 | .900 | 1.81 .T48 1.22
1959 613.2 | 504.1 | 438.3 869 L7 o715 10
1960 654.0 | 523.0 | U57.2 870 1 1.00 +699 146
1961 703.4 | 593.0 | 479.6 809 032 682 U5
1962 Tho.8 | 631.1 | 513.7 | .Bih .90 +693 .91
1963 75h.3 | 641.9 | 517.6 .806 36 .686 +29
196 777.0 | 683.0 | 5L5.L | .798 68 | o702 1.23
1965 805.2%| 688.9°%! 597.8°] .868 | 8.88 | .742 1.86
1966 8ho0.b%| 691.2%| 621.5%] .899 | 10.30 | 7o .67

(*) No adjusiment for variations in the terms of trade to comvert from

- Hational product to natlonal income i:: magde here.

It would not alter

matters appreciably and its importance is discussed subsequently.
Disposable income ard gross national product are however adjusted to

consumption prices. .
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fundamental. hypothesis concerning behavior, but introduces a
distribubtsd lag into the relationships

G, = 6liE + o6t Ty = 68,97 B/2; + o313 Cp ; B =99

(.156) (22.17) (.189) _
It impli,esg, in the situvztion in which real consumption grows about
5 per cent a year, a long run marginal propansity to consume out of
current disposable income of .916.

. Both of those estimates were derived using statistical
techniques vhich irsure consistency;bui remain biased upward in thelr
absciute level. The reason for this is the inclusion of consumption
within disposable income itself. To eliminate this effect, new
consumption estimates for the Plano Triemal were calculated on the
basis of exogenous elements, rather than c‘usposa})le income and
substituting estimated imports (from the import equation to be
described subsequertly) in place of the actual.

The follcwing results are worth noting. In the first.
instance, the forccd saving effect which the first two equations
conteins is not in fact verified in the post-1953 results. This is
primarily the consequence of the changed technique of estimation -
price is not signif'fcant when the function is estimated in a reduced
form for the whole period - but also reflects the alteration in the
time period. Price picks up the declining c/zd ratio between the
early post-var pericd and the 1960's; when the former time period
is eliminated, the wariation with price is more irregular. 4 second
point Ls the dramatic reduction in the margiual propensity to consume
when the statisticel bias is removed. In its simplost faorm,

(c af (Yg = c ), vhere ¥ is adjusted to consumption prices,the rosult

u« c ~zz;801+ac,10(zd»c) ¥ = .62

b
CET) \
which implies a marginal propensity to consume of .68. By comparison,
‘for the same data, C, = ¢ (T4) yields the following results

Gp = 5002. + o?bB gd | BZ e 0?'

(-038) :
111ustz=ai;..ng both the upward bias in the marginal propsnsity tc
consume and the exzggeration of the measured R® dus to the correlation
of C, with itself, | |
In an effort to fit the observed data over the perlod
1953-196l}, and accepting the conventiocnal subtraction of indirect
taxes to arrive at ¢isposable income, two other variables vere added:
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Poveign géviggsg which wasthypo%hésize&_%@ influsnee domestic
consvmption positively, and previcus peak gavings, which were |
hypothesized to losrease @mrrent con%nmpticn thraugh past &ﬁ@@ﬂ&m“
lation of assets. z . ‘ '

: The recalting fﬁnc&iam.w39° B . S 5 : ,

= ,mmg "'“Vg A
Gp B 5.5 + 2.61 ﬁ!a 3 * 6009 M Pi ) %=233“&Z§E R <90
L3y (aea?“ L eTs)

Sueh 8. ?mlatianshi@a hqlding ait other Ea@tc@% eenﬁkan%g
Smplﬁas a mergingl propensity to covsuns of_e?ap higher then the
simple direst relationship revesls. . It also vields a coefficient for
the second varisbls that aignificanﬁly exseeds the 2:61 which would
be anticipated if the only effect of introduaing a terms of %ﬁ&&@
faetor wers ©o adjust from a nationel product to a maticmal in@@m@
&@finit&en@"Fo§ thi$-r@a$an»Lﬁ is possible to assert that ferelgn
.saviags inerease domestic consumption. [Finally, past p@ak savimgs
axre ¢ign££icant in determining current eonsumpziom”

: Unfartvnately, in gpite of the quite satislactory prapar@ies
of the fumction during the period 1953196, 1t fails rather badly

te pradieﬁ the gread inerease in pe esonal ‘eensvaption during the

last ﬁue years while &isa@sable income gray bub slightxyo In absolute
terma, the predicted mognitudes Tor 1965 and 1966 are 476.9 billien
1953 Crf and 563.3 agalnst observéd totsls of 597.8 end 621.5¢"* stast
ing from a 196l base, the resuits are a somewhat beter [99.9 and

- 586,53 the prediction for 1966, weilizing the information about
consumption in 1965 iz 683.4 which overestimates the. change. This is
%o Be expected in light of the very lerge rise in consumption in .

1965, and the fact that 1% therefore does not rapresent an irrevers-
ible ehange to which the function subsequently appliewo‘

Recalculabion of the function to include the eiveﬂgant 1965
end 1966 observations has the predictable effect of imcweasing the
mergipal propensity %o consume as well as the influense of past
saving behavior, while[at.the:samg,tgme diminishing thevsignifi@ang@ )
of foreign savings. (Foreign savings wers negative in 1965 and small.
in 1966 vithous total consumption sh@wimg a ‘smaller rate of inerease).

(=38

gg 1, when euyr@n& savings ‘sEsasd last paak perlodts.

{*#} These are in billicns of 1953 Cr§, and difer frem she Centas
Naciongis of the FOV becavse of subtraction of $1M4,0 and §7.0 -
ragpactively for 1nven$ory accumilation. ihaae estimaces have little
bagis and may ke in SFFQTo ,
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The predicted marginal propensity to conswume increases from the .68
registercd in the pericd 1953-196l4 to .75 for the perfod 1953=19266,
and remsins highly significants the importsnce of past savings levels
i3 larger as wesll and likewiss remains significant.

The fmplications of this research, with the exception of tho
bohavisr of the last two years point to substantial potential domeshic
savings. Note, moreover, that the sharp increase in consumption
registered in 1965 and 1966 was not associated with any rapid output
inerease as was the case in 1957-58 when a similar growth ccecurred.
Morsover, in light of other information showing virtusl stagnation of
- the consumers' geods industries, an increase of consumption in this
‘mognitude in real terms is difficult to accept.

This analysis also points up the arbitrary and miususl
consumphion agsumptions fmplicitly made by the World Bank in their
projections. Over the pericd 1968-1970) the marginal propensities to
consume which emerge from their data are as follows:

1968 .962
1969 o9liz!
1970 o950

Tae obviocus conclusion wﬁieh energes from such levels, and which they
draw, is the requirement of high levels of taxes to dampen consvmer
demand, anrd the inabllity of fixed investment to incresse by more thar
2l pez @ent:gﬁé period, in spite of gsubstantial goveriment savings.

Lowver marginal propensitios alter both conclusions. They
suggest a fundamental weakness in consumer demand, which requires
srowing investment to sustain rapid increase in total output, as well
&8 continuing CGovernment expenditures on current account. The
2ouseyuence 1s a tendensy for Government deficits o play a positive
?ole on the demand side rather tham a negative oneoAZso,bthey reduce
reguired governmenial savings to reasopable levels and it i: in this
seunse thal one can speak of the sbsence of a savings constraings.

This analysis of demsnd obviously directly leads on %o the
iddscussion of fimancial constraints in the next section.

Fa The obvious limitation to any substantial increase in aggre
ate demand Yo stimulate production is the observed excessive monsy
femand ut the present. OF the latter there can be no doubt sinee the
soneral price index continues to register increases. The paradox of
sourse, is the continuation of inflation in spite of observed excess



T
e-aﬁe,eiﬁy in mapy sectors and the lower real rates of gmvséh in fe@aﬁt
years. What reselves this simultaneous inflation without growth in
. part is the govermmental policies of corrective inflation. Simce 196k
relative prices of governmental services, rents, petroleum and some
agricvlbural produsis, particularly meas and wheat, have shown | _
egpecially repid increase. In the ecst of living index of Gwnabafag B
vhich considerably underveights renis incidentelly, the price index of "
HabitegAo has Sucrensed 506.8%, that of public gorvices 335.4% and the
totel enly 222.h% from 196l vatil Cetober of this year. Such rapild
readjustuent iu greas vhere supply %sp'azzsewas not fortheoning, in
 the shert run meant ne immediste stimulus to production while at the
same time absorbing dispesable income of consumevs, and leaving less
svailable for purchuges of othe? produsks. The higher relative
agricvliural prices due o the bad harvesh of 1966 worsened the
sltuation for indusipial dGemond. | |

. Faced wilth lower demand, indnstrisl pri@es reacted by g@iﬁf’
up. Within an infletionary context, firm policy consists in meximization
- of cash flow to minimize uncertainty. Faced with fized expenses, the
response of f£irms smhg@cﬁ %0 weals demend was thus nal turally to faise
price to eniarge cash z"s@eipbag. without welting for any beneficial
I.fmg@r tern demand effects from reduced relative prices..

In f‘ac,etg wiiile the pa‘i.icy of the gaovernment ostensibly was

’ gm&mlim in so far ag the nonay Bupply wes eoneeﬁnedi, this gradwlism

u’as forged as a response to the distortions in demand created to some
egree by bthe severity of the corrective mi’lai:icmc An aédﬁ.ﬁim

'emmefz’s $n this ret?‘iswibuumng of course, was govememal gxoli,@y

Wi m ‘respect to wages. Resl wages deelined eonside‘*ably,, &8 an attempt

. vas psde to redvee pressures from the cost gide. The undesired and

uu&eswab‘fa consequance was an increase in pon-wage income rather tm
a si;s“eng dompening of price pre%swase ‘
The government in face of this observed éeclim in demend

f@r industrial pz*amarwﬁs rade avallable ircreased cf@di@&s but their
effect wag largely to maintain the status quo zrather then alter B
perspectives. In respense to the subseguent increase of liguidity i‘ima
preferred a more caublous policy of accumulating working cepital rather .
~ than fmwediately murea.simg ouvput. Then when outpul increzsges beg‘,ﬁx
L6 eceur @@vemm@n%@l poliey, ﬁ‘?igh?enea by the apperent excessive
liguldity in the system began (o reduce credits, starting the ayels
over again. T This st‘onwg@ m@im aceurately deseribss events from 1,?65
tbraughfzhe Swimner f:»‘i‘ this ;‘9?693”9 smd as elsawhem has @reai:e& the
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undesirable dwal censequences of price change without prevision for
capacity expansion. ‘

Table 2 as follows indicates the ratios of industrial
production to barik loans o the industrial sector to lagged ome month.
While not conclugive it is suggestive of the above interpretation. The
tightening of ecredit at the begianing of 1965 slowed down production,
and required some months of high liquidity until it increased strongly
again in late 1965. Again toward the end of 1966, many months of
contimued pressurs against available finonce as credit vas curtailed
led to declines at the end of the year and the first quarter of 1967.
What is wusual about the cuwrrent recovery is the rapidity with which
it responded to increased liquidity, which must in part be explained
by the expectations in the business cormunity concerning a change in
policies by the new govermnento Also for the rirst time, real credit
has expanded as production has grown.

In retrospect I suspect it would have been better to have
iet the sorrective inflation take the form of altered supply prices
to producers, thereby encouraging inereased output over time, while
regulating price in such a way that the short-term fluctuation in
relative prices was damped. Or the alternative was to adopt a fully
radical strategy of failing %o ratify the price increases. A mixed
strategy in some rsspeocts reflected the worst of both worlds.

_ Another factor which has been cited as contributery to the
inflation of the last two years has been another relative price changs
that from negative toc positive real rates of interest. Its importance
a8 a direct production cost has been exaggerated, I suspect, given its
proportion in thait total. But 1t obviously has played an important
psychological role in dampening the optimism of the private sector.
Under an inflationary regime, clearly debt was desirable and profitabl

%o the extent possible. This encouraged high working capital ratios
and finance of szles. In particular consumer credit was important to
the consumer durables sector where excess capacity had been created.
Reversal of such high ratios imposed by more realistic charges, and
the inability to secure trade credits, clearly worked to the disadvan-
tage of many firms. What aggravates the problem is the stickine:ss of
money rates despite declining rates of priee change, which imposes

oxcagsive real retes. These remain high currently probably above 15
per cent as a consequence of lender refusal to believe in the end of
inflation during the adjustment phase. Reduction of real rates %o
reasonable levels of 6-8 per cent is thus a desirable policy move; but
one should not mecve to restoration of unrealistic negative levels.



INDICES OF IPUSTRIAL FRODUCTTON
40 BAE CREDIT X0 INDUSIRIAL SECTOR
TNDEX  OF INDEX OF INDEX ~ OF
IRDUSTRIAL B&NE - ORBAL DAK ' (1) + (3D,
PRODUCTION LOANS LOKYIS -
196, D : 100 100
1865 & | 100 o9 95 100
F 98 1t 96 103
M 99 193 93 103
A 9% 158 - 96 ' 98
u - 113 99 P Sk
3 91 | 121 3.06 g2
3 101 128 108 95
4 107 137 11l 99
8 105 11T R 116 | 92
e 115 ks 118 98
N 116 15l 122 . 98
B 123 165 179 101
1966 J 102 165 119 T9
13 100 | 6% 115 ai
M 317 160 113 102
A 109 164 © 109 | 98
M 139 172 111 1%
¥ 113 | 19T 137 | 102
& 116 1806 115 100
A . 1319 ' i8¢ 1Lk 107
3 115 195 | 1% 301
o 116 199 BT 101
¥ | 108 e s gh
D 333 210 - 119 9T
i967 03 108 207 113 ‘ 3,
F 100 205 109 %R
M 138 207 B 1< 108
& 1317 216 112 1 107
¥ ! 23 227 S 5 & 110
S 128 25 125 109




T%@ principel xwp:fea%ian I draw’fram-this'amalysis is the
requirement that moneiary policy be geared to a pegular, and moderate
- grovth @uﬁh as te be able ﬁ@ reap the @@siﬁswa advanteges of outpubt
response o proevigion of me&eaafv demend. The largest pavt of the
%aadjuwtmmxu %o the »ﬁvvauivm inf ation hes alresdy eecnrred and the
apar@ach to eguilibrivn will u&%imaﬁely oscupr on the side of supply. The
*oblam of &nﬁcgesﬁ Pakes remalng & pyesﬂxng one, and I will comment up@a
ic subseguent 51y, & second e@nelmsion ig the necegsity of speeifie
ReasSUres directed to somedy deficient demsnd rather then general man@uaﬁy‘
inerease which éﬁa be dz%gxg&teu in views of the price indexz. A third
'reqmir@m@n% s secme policy which impo@eg mwr?ot festraint and prevents
 ing ﬁam%ane@uu transfornation of demand ﬁ?@%d es inko price in@ﬁea@@so
There is no reason way ‘even with administeved pricas aﬁéieanse@aﬁn cost
push pressures rates ul inflation ghould be as great as they have beeng
in Brazil the monetszy autherities are called upen to f&ﬁif? price
iﬂﬁ?@&ﬁ@& well beyond ost 1nCreases. '

- The present z@vefnm@mt hss taken cognisance et all thesge p@inﬁﬁ
1n framimg its polfeieg. I4s acti@ng in liberating resources to the
pﬁzvau@ saez@?9 in guah?isking aﬁuﬁy gr@uns on the prebiam of costs
- and market ecnﬁrolw$ and & varxeﬁy aof actimns applying to specifie
”see+oﬁﬁ a“e conaistent 1&%@ the comclusions drswn above. Where less
 suceess has been a@h;‘ved has been in %o sreast preventing e rise in
‘peal interest vates and. @yiﬂg i%s m@nsﬁary y@?icy to a Longer term get of

growth objectives. Bﬂ”or@ yaﬁsing on 4o dzs@us such ‘policy pessibi”%i@&
'it is necessary to consider still another final sed of censtraints, eh&ﬁ
0f tho viability of tna aequiﬁe& seetoral gmmgosi%i@p of outpub. -

.?o o GL?@& a given set of manvoaass? ates L% is p@»sibL@ to gen&r&%e
, derivatwee stimates of secloral oubpub by the use of at’ least twa
different methods. Can 5* the gpplication of ra«ressiom analrgls
esﬁaaiish€ng Ehe rewﬁu @mﬁal“ ‘betweenr the cuipul of gome 3@@&0@ and .
iGs c@z?aspoﬂéiag &gﬂ*cgaup compenent: consuuption in the case of
e@neumews“ goods, investment in the case of e&p&?al goods, etec. Such a
malaﬁ£@nship implieitly assumes that the ratio of intermediate use to
“total produstion fimes the seetor's rabio of the £inal demand component.

equal & conatanto %MQ%_%&fWMQWM£Mm)3VQBme
b _: ?OPO Di - 7

vl R Beﬁh gomponents ave simultaneoas estim&téd

With@ﬁﬁ iéentifxeaﬁiaa of Qaﬁh@?o

. Ihe alﬁerna@&ve approeeh istﬁﬁe &n &ggfegated version of the
'1959 input w cuipu& t%@l@a fhiﬁ technique separates oub ' the eamponsnts

@
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ahove, hoids T P, consktont, but allows variation in Di 4o influence ‘
- Py | D
the sectoral requiremenﬁsa- Ite rationale ig the gssumpbion of
technological constangy, with fresdom to alter sectoral final demands,
Within & morket system however, Ds has to be estimated rather then
. b |
imposed; it is typlizally dome on the vasis of income elasticities. In ths
case. of Brazil the problem of estimating Dj becomes rather nore
‘ "D :
‘difficvit than ususl due to the lack of any commodity flaw accouats which
distinguish sectorsl final demands.

Both methods have been used to derive the implicaticns of given
rates of aggregate growth upon segtoral demands.

~ Regression relationships were it to seven sectors over the
period 1949-196L. These seators were: 1) Agriculture, vegetables
2) Agriculture, animals 3) Consumers® Durable and Capital Goodss
) Intermediate goodsy 5) Consumers® Nop-durable goods. 6) Constructions
and 7} Services. _For 3} through T7) these represent the following
aggregation from the 32 sector IBGE classificaibions:

- Consumers® Durable and Capital goods:
Mecdnica, Material Eletrieo? Material de Transporte

Inﬁerm@diate.
Industria Extrativa, Métalurgiea, Papel, Borracha.

Quimica

Consumers' Non-Durable goods:
mnil‘ia.rio“ Couros, Famaceufmag Perfumaria,Produtos
Fﬁast 033 Textil, Veszuario, Alimentos, Bebidas, Fu-
LOs '
Eﬂitorial, Diversos.

Constructlions
Construgio, Madeira, Minerais Nio-Metalicos.

Serwigoss _
. Energia Elétrics, Coméreic, Servigos, Transportes
In every instance except construction and services the dopendent
varicble was total supply - domestic production plus imports - as secured
by extrapolating the 1959 segicral domestic output by the appropriate
prodguciion indices and imports by an appropriste comstant dollar
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approzimation® ‘.
The regression equatlons, with dependent variables all in
1959 Cr$, due to their method of derivation are as follows:

1o Age evops' ™) = 59,9 4 1.660 PIZ Index - B = .99
(.03}

2. dg. antre1™)= 33,9 « .5608 PIR Index - B s .93
- o (QQ@)

i

3, Capitel goods = -38.18L + 0.6092 I + 20,32105 36 =. ,08
. I = Fized capital Formation |

. to = 1956 - Co
1. Tolermediate geods: -il.02h + Lol Pp + 3.73g CES

]
o
e

»,‘32 = Produst of sesendary sector
| Cto = 1949 R
5o Gansuma@'g@@ds = 76,169 + 57846 Gé o Be = .9%
‘:Gp = Private consumption
6. Construction = 2.056 + .88G25 I . B® = .8
' I = Fixed capital formation ; ‘ _
7. Services = 102.5 ¢ .35 PIB | B> = .99

There s an excellent spportunity o compere the aetual and
- predicted values for 1965 and 1966 on the busis of the relaticnzhips.
Toble 3 presents the resulss: | | |
- ZABLE.Z
(BE)1,.1959 Sni)

1965 1965 | 1966 1966
- veal | predicted! real predicted

hgriculture vegetable 1 iS55 1355 618 t LS2.1
Agricultvre animsl 172.% 165.3 179.0 I7L.L
Capital and consumer dirgble 2716 | 292.C 2372 78
Intermediate | 8703 563.6 683.9 | - 628.6
Final consumpiion ' ‘ TTT 21:35 81 OZ - 960.7
Cong %rﬂﬁ Biom ‘ ‘ : ok alﬁm g ﬁé okl 366 ° :gf
$@fVi@@$ ' F . 710095@8 1608&@1 10“_705 lolg?aé

{4} - Wheat imports were used for egriculbure, vegetable; consuners’ non-
durable imporis. for the seme domesiic @aﬁegaryg iﬁﬁermadia@aﬁﬂr@mﬁﬁf
for the intermediste sectorsg capiial geods and conguners’ durables
Por that gector. & @@mplica%i@n here is the fact that the
classification of imports by category dees not correspond to the
Egﬁ entries for 1959. I do not belisve this %o be @ serious souvce
gt ePDCPRe 3 ) .

{2} To eliminate random factor:, a three-year movim%gave?age was used Lo

, eliminate crop variation im agriculfuvre.  The PLB lndex is eguzl to
100 in 1909, : _
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In agpite of the substantial structural break with the past; the
projection technigue does not do too badly, with the oubstanding exception
of consumsy non-durables. The estimgied values are substantiasly gbove the
setual. This is the general direction of bias for the industrial sector,
while sgriculiure and sevvices show the opposite tendency, which of course
peints up the sourees of growth dwring the last two years.

4 secomd test ig the éénstraim& that the ﬁ@@%@?&l growth rates

weighted by their shares in nmatiomal prodvet be equal to the growth in
product. The eguations when used for projestion do satisfy this condition

Table Iy pelow gives the percentage rates of growth by sector
implied by en aggregate geowth vate of 19.7% betwsen 1967 and 1970, with
private congumphion espanding at 17.6% and fized investment at 53.3%.

To 1acleuaae matters, elasticities are caleulated expressing the rate of
growbh by sector divided Wy rate of growth of the corregponding macro-
economiec maguitude. Ineluded in the %able as well are the corresponding
columns which derive from the input-output approach.

These input-output estimates were derived, in part, by reversing
the usual technmigue. That is we started from observed 1966 total
production in an effort Go repiisate the final demand vectors in that
yea®¥. On the basis of this estimete, and the apparent sectoral outputs
im 1967, we developed a series of finel demand elasticities, which were
then applied to distribubte the growth in the macro-gggregates. These
elgs tssatiesg}far which unfortunately there is no rPsadily available
checlk, play an cbviouvsly crusial role in the estimates.

{#) -~ The values used were as followss

SECTOR Cp Cq T X

3 #S2 1,00 - = o860
2 57 100 - 050
% 130 100 1.073 1,00
i 1.30 1,00 1.20 1140
5 1.20 1,00 =95 1,05
& 1.20 1,00 091 50
7 N:1) 1.00 .90 1.7
Yapges 1.06 1,00 !




I INPUT-OUTFOT REGRESSION
SECTCR i A . .

. Growth rates| FlasticlitiesiGrowth rates| Elasticities
Ags Crops L 15,19 756 (PIB) 16,0 812 (PIB)
Agy Animal o il «736 (PIE)|. 15 | o736 (PIB)
Capttal Goods 3969 071!9 (1)} 5 1 0835 ( 1)
st 26,6 96 (P ) 25,3 I 017 (P)
Consmer Goods |  20.l 2159 (€Y 18,9 - .} 1.07Th (C)
Construetion |  3L.8: 0600 ( I)| 52l } o983 (1)
Services 18.,1#_, 09314 (PIB) 17.6 f, 0893

(9’) «~ Elasticity calmxlated multiplying the rate of grcu‘!kof PIB by 1oL to
-~ obtain estimate of grovth of secondary sector, the. demand variable
used for 1ntexmadiate goodse :

These results s’iven thelir completely inﬂependent method of
determination,, are emouragingly consistent. Their prineipal difference
lies in the :!.inl:age batween investment and.its related sources of supplys
the construction and capital goods sectors. As the results stard, 1%t is
the former of the two vhich exhibits the wider difference. Since the inpul
output estimates both of construction and capital goods lie below the
corresponding regression estimates, a reallocation of final demand
elasticities can redistribute the difference more equally, but not resolve
it. It is aifficult to believe that the share of output coming from the
capital goods and comstruction sectorg is so dependent upon other soursecs
of demand than investment, that the elasticity with investment can be as
low as that implied by the input-output table. For this reason the
regression results may be more realistize

Vo fundamental substantive decision turns 9n the acceptance of
one or the other set of estimates. The ratie of the annual growth rate
of industrial and construction seetors te that of PIB which comes from
the regression estimates is l.llis that from the input-output table is a
smaller 1.33. From a trend viewpolnt either lies below.historical
achievements the averaze over the period 1947-1966 is 1..9. But compared
to recent performancs both Pesults imply &. truly impressive aeceleration.
Between 1962 and 1966 the ratie is only 92. Future total development at
more reasonable rates therefore requires restoration of industrial dynamis

Within industry the area which hes diéplayed the least satisfag
tory behavior has been the traditional consumer's goods activities.



Table 3 indicates the marked shortfall from the regression estimate of.
the last two years, but such lower rates extend back at . Jeast to 1363,
 This sector is also the om enjoying highest levels. eff‘sctive PLO~
duction, and relatiwly lower preduetivity, a fact wmen is ®eflected
in the high relative prices of its products by intemﬁieml standards.
Such a price structure countéracts a presumsble income:. 't 'fﬁsticz.‘by
greater then one and reduces the domestlc market, whil , T the same
time completely climinating potential exports. Brtremely irapid agere-
gate income growth aveided this problem until Tecent yearsy and ecan
offest it again in the fubure to some extent. But it i elear thai
more fundamental policy measures are called for. )

The seme is true of the agriculturael contribubtion to growbth.
Historiecally the agriculture sector has exzpanded at a tremd rate of less
than 5 per cent:. over the entire period 1947 to 1966 the rate is L.k
per centy excluding the bad harvest in the latter year the rate increascs
to U.T5 per cent. As such rates, geperal opinion seews to be that
agriculture expandied in proportion to the demand that 4t faced, &nd
more rapid growth was preciuded by lack of an internal market: Inis
being the case, an augmented role for agriculture which would ease the
problem considerably of attaining high rates of growth by reducing the
pressure on industry - would secem to depend upon externzl sources of
demand, PExperts of a diversified range of agriculitural produchs are
not eubject to the same arguments of declining terms of trade and
variability that dependence upon & single crop implies. Increased
agricultural income in turnewithout the past Iimplications of unfavevable
terms of trade for industry.. maket poassible wider and more stable
markets for consumers'goods. )

‘In sum up them, this analysis of sectoral constrainte indicates
the past association of high rates of growth with rapid industrializa-
tiow; in contrast with the recent rglative stagnation of the industrial
sector. An espscial problem is the consumer goods sector. Even with
a policy of diversification, in which the agriculiural sector grows more
repidly than in the past, d&irect efforts will be required to
confront the problems of industry. Moreover, in view of the observsd
low income and price elasticities for agrieulimml products in the

{#) - See for example, the articles by aom Paiva in the Rexlsha Brasi
de Economia, jurho/sectembro, 1966 and junho, 1967y and A,,Delfim Nem
e outros, "Agricultura e Desenvolvimento no Brasil®, Bsimdos Bnnes
noo. 5 On the other handg the 1966 FGV study mme_gmgw

potent:lal mpply problems..
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domestlic market; it is unlikely a sustained expansion in. agriculture
can occur without vigorous efforts at expert of new crops.

8o As the prcceding sections have argued, a high growth policy
wvith a rising invesiment ratioc 1g possible but imposes tho fellowing
principal requirements:

a) alleviation of potontial foreign exchange shortages

b) more effective transfer of the potential savings of the
private sector for investment; or in the case of a higher propensity
to consume in the future than the past, efficient transfer of resources
to investment by taxes,

¢) selective stimulation of demand but with contimued,
although remlar d&seregate restraint upon the money supply.

a) diversification of production to generate mors widely
based sources of dynamism within the economy.

e) stimiiation of industrisl growth.beyond its reecent perfor-
manece, particularly the traditional industries.

£) maintenance of much higher lewels of real investment, and
its continulng encrease, over the immediate future.

gngueltLative, eliget upon tge relovanc VArliabled
Naturally, there will be in addition specific actions related to
individual sectors, but €hey go beyond the present focus.

Specifically, I propose the following broad msasures, some
of which merely revresent an intensification of current policiles,
othars of which are new.

1) In the area of monetary policy, both to permit of regular
increases in real liguidity which seem to be & necessary comdition fo»
continuing expansion in recent years, and also to xzgduge interest
rates, I suggest consideration of a non-corrected interest rate on
current deposit aceounts.

I digeuss the question of labor absorption in a subsequent section.
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The raticpale for such a poliey is the degire to persuade
individuals to hold larger quantities of momey in proportion Yo income.
by making 1t a more atiractive asset Telative to other alternatives.
The consequence of cuch an increased demand is a lower velocity, amd

- therefore for a glven level of monetary ﬁxpenditureg a larger amount
of real money balances. 0P put another vay, it is possible t@ issue

“larger quantities of money without a corresponding price effeet

%fbecause some part of the inerease is absorbed in idle . balanceso

e Increased real money. balances in the economy”should in turn
 }suppomt higher levels of Teal productione Frem the sidd: of supply, -
] operates by lowering the money ‘rates of interest chiarged to firms.
he reason for the reduction in money interest rates the increased
“eal supply of momey that is igsued to counter exist ‘
- Fundamentally, in spite of the publicity geven to the
f&édmmercial bank operabting costsg_ﬁhe pressure upon inté#est rates
écomeq from the side of demand. When we observe a reasonably competi~
 7tive industry with eonuinuing high profits, our natural conclusion is.
’ one of determination of price by demand rather than easﬁ of production.
_ But this exaetly describes the current. banking situat:lone loreover,
- -even if banks were to charge explicltly for the. services they now |
) provide free; and Lower the interest rate to compensate, the pot
‘epst of financlal intermediation remains unchanged. .

Accordingly whatever the virtues of reduecing.operating ceats,

these measures 4o not confront the fundamental factors. If industry

. and commerce wish “he security of eredit to reduce uncertainty, this-
can be made available to them while at the same time attracting others
to hold the required offsetting balances. Indeed, the same firms may

. have larger loans and larger deposgit balances simmltaneously, and
~ inerease. production as a eonsequence of their improved liquidity
position. ' ' - S L !
' It is possible %o obtain at least a roughwidea of the quanﬁin
tative implications of the imposition of such a nominal interest rate
by considering a demend for money function in which the interest rate
variable appears, at least implicitlyo One such relationShip ‘is the

| followingz : : :

4= 200 + 139 PUB = L762 P/P - o768 ), 33—- 973
| (.062) (25.0) (=26)
- uhichg fit to data from 1948 to 196l represents real demand for money

balances as a funcliion of natiomnal product, and the rate of change of
price, with lagged balances to reflect an adjustment process toward
. equilibrivm. That 4is, the difference between ¢this period's
- veal balances and last is some fraction of the difference between
desired balances aal last pnericd?s realized balances. Thus we have
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Evidently, the greater the elasticity the more effective the
policy since it permits larger expausion of the money supply without
inflationary impact. But even at levels, say, of .5, the attempt
seems worthubile since 1t will permit an adéitional margin of security
to a contimed expansionary policyo' The principal potential objection
against such a move seems to the argument that commereial banks could
not afford to pay suchk charges, and hence thet they would be-passed
along as higher interest rates to borrowers. The test here, of course,
is the competitive nature of the industry and the excessive profits
currently earneaa If compulsory reserves are reduced, as & means of
expanding the money supply and more earning assets made available pew
dollar of deposz,ts9 this obviously is a favorable counterbalance.
Compulsory reserves cen also be held in Tressury obligations to yield
a compensating revermie. Finally, even if the government had to 4ssue
money to pay part of the interest cost, by sudsidizing the banks, the
move on balance makes sense. The real liquidity of the economy would
be enhanced, and that will reflect itself in lower interest rates; and
increased stimuli to consumption and production. By how much, 1t 1is
difficult to guess, but the direction is elesr:

2) In the area of fiseal policy, the principal imdication
that emerges from the previous analysis is am,obvious care to awveid
unduly depressing the private sector. Over the recent pastv'marginal
net tex collections by the government have risen at an extraordinary
rates between 196l and 1967 (the last being estimated), the change
in tax receipﬁs mimus transfers and subsidieg  has absorbed more than
ol of the change in gross domestic productu;mﬁ

-t H

Such an sccelerated sbsorpiion of resources moreovsT, has
not proceded at o constant rates. Different types of government
exemptions from  texes to stimulate business activity have eccurred
both 4n 1965 and 1967, but at least in the fivst instamee, as with
worlding capital, it was a casé of added inflationary pressure without
supply response. Unreallstic projections of receipts hawe given rise
to exaggerated spending progrems and unforesgen defiirits which are then
offset by rises in tax rates in the future. Such a process plays
havec with private sector deecisior making, and results, as was unintended.
in an enlarged government particlpstion ir the economy. This is the
paradex of the recent past: that a goverrment ideoclogically committed
to free enterprise should have presided over a more rapld increase in
its seope than had proviously occured.

In principle, it is possible to focus c‘r:le:l.y upon the deficit
as a measuve of goverrment imposition upon the economy and to ignore
the abgsolute magnitudes of receipts and expenditures that accompany
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i%e In an ecopomy where the private sector is expected to play a
‘Gynsmie role, such a position is less tensble. WBther by virtue of
- reduced .scope for prlvate consumption, or reduced incentives for
p@ivate'investmentg taxes take thelr toll, particularly when they
have increased as ranidly as they have done in Brazil.

In 1;ght of the demand problem as it now exists the UWorld
aaﬂL prefereﬁce for further inmcreasing the average real tax burden
strike me as unforiunate and unsupported. Rather, i% is necessary
carefully to estimate existing revemue elastieliy in the system as it
stands to insure that there exists no govermmental potential surplus at
full capaciﬁy to restrain the system. One might even make a case for
selacted rale reductions at the present if revenue projections
- confirm the impression that the current levies are quite elastic in
their yeld. In recent months, in any event, revemue projections have
‘mach more elosely approximated orzginal %argets then previcusly.

There is a clear cholee implicit here. One may wuse such a
poﬁential_surplus to expand govermmental expenditures and counteract
its ipherent deﬁlationaryvimpacta As argué&.abave such & course is
ufillkely to produce a vieble privéte sector, Alternatively, one may
gonceive of ihe government solely as a source of current saeccount
savings, directly transferring rtesources to the private sector for
investment. I do not believe that this completely by-passes the
problem. To the extent that the govermment centralizes the command
over resources, it is difficult to imagine it withoub a role in their
allocation. But appeal and reliance upon the govermment rather ihan
the market ereates an inherent structural necessity for govermment to
ratify price and allocation decisions, however erronsous they are.

This.1s not to the government from a crucial developmental
Tole in Brazil. Its dircet share of investment is a large and
necessary contribubion to demand, and supply. But the gquality of its
own allocation has not been above reproach in the past, erd it is
difficult to aceept the hypothesls that a widened govermment role in
industry will resolve the crisis in that gector, not a small part of
which Tepresents past accumulated errce, Any reasonable plan for the
immediate future, again contrary to the World Bamk, given the required
increase in total fixed imvestment to sustain fubure growth, will
necessarily imply a large gowernment share in capital formation. It
is unlikeiy to perform this function well while at the ssme time
gsechking to divect privete investment.

This discussion thus far has been couched in terms of a.
"potential” surplus, when in fact there exists a current deficits
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The latter Ir ar dasivvoovd docianr &0 normit amdiieinut
derend for the ecancsy fo apnroach cloger o it: supply esnotrair
As one gets closer, the weight of the tay burden may never nerail the
growth rate Yo expard 1zpidly encudh, snd auge gebuel loioer dgf ok
with Jover eyclical lestls of activity. The scered to reducing the
actusl deficit nfcﬂrscaiVW?v over tine is not ifacreased Goies of Pods

apenditure in the rn':nf? but <rowth accnmpuined oy flevillcs povnrn.
meut policies that can -rorressively olimipate fiseal frictica o3
develops: It is not tee sarly i the curraut Toeavesy, alior bBae olve
cnarginal rates of rrecy’ rears, Yo otve eara®al astentior 4 ihis
rrabicn. '

(!‘

[

For the rdeor terng eny Mwiber ‘sevass in e aw.sss Lo
tax take eaught to Lo reuizted, ord the defials cuptiolled oo hiwe ¢oga
of cxpenditures, Jhici ¢ rot nave the sase o ibenetic and  ecabisaing
sffect on the ceonnry. The defieit of courss is not wiEhont, Limit.

Tty positive funeticn v %e £111 en oxisting resl denand GRS et WAl
ty reason of imperfect Lzrket bshevior and nal-Glsteibution of o
: partlally trapsl-otod inte prlco ineremses. Cue te e iotioy, T
constraint upen the size of the deficit is slven by tho mouey aumedss
1% generates. Docause the iodesendent fnotmunenis of mopetors ﬁ@liaﬁ
have net fuwtionsd wvery viell in the pest, she defiecit thus has hac

m

&
&

o' play & double vole. One of the virtues of the ponctary  ouicy
suggestod abeve 43 thiah 44 partisliy pegatos tic iﬁfiav3ﬁ I Lﬁpli:
cations of real deficits, and thus pefmi,s HOTS x3bility in Tirccal
woilev. '

3) Shor® run wage poiicy ic snother elcment effecking novey
ﬁemanlg both through expenditure and costs. lluch discussion ras boan
senerated concerning the possibility of ‘zfluemc;ng.%he formes wlin
oinimal effect upen the latter, the deviece being a relstive radushion
in the sceial security taxes levied en wapes. In this way, 1f chamges
in vages are exempt from social seeurity psyments, the workers vreceiv
an increase of ‘%?Q but: the increase in labor costs 1s 3 smslisy
a %%; where g 18 equal fo the propertion wage receints ar: %o
total emnloyes psyments Ffor labor gervices., Estimetes of 463 vwalis
Pange from .5 as a uinimm to about .0 a3 & mavimem. Tho Lover 3?
ths more efPﬂctiVP suceh s policy in amgmeptiﬁg demand without costs,

It is usefud, porhaps, t@ refrane the mnronnsal golely as

a Tiscal mezsure in oriar Lo igolete its esonnmic effechs, 1o inepas s
in roney wepes may e Viewel as thw %qmrvaiﬁat of a substagﬁi@i tax
vtsinghionh ov tepe oot vloge wff2et ig to loctonse nl 5 L "o 00y 2

4

rhisig, Yo fivanwe Vo ceficrt Ehoraiss ibiﬁlMZl? orerten, e e
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“edvctzcn of rewvenne, the m@nay supply 48 sugmented of weloecily mush
increase through inercased sale of govermend gecuritics and high
interest rates. Under the pressure of increaged demand, prices cf.'
output rise depending upon the response of producers of wage goods.
7ith inereased money income, a larger Trevenue flow enters ihe Tre GesvLy
to offeet the oriflnal deficit. |

With a > o as it ig, there iec some immediste impact
upon prices alopeg likewlse, from the cost slde, independent of
denand. The increase of the money supply emanates in the case » of
& wage increase not from a goverrment deficit, but as a mesns of
permitting firms to pay the higher wages without suffering suy deplaitic
in.financial rescurces. Uithowt a corres ponmemnﬁ money supply iun€resvs

the rcqui?emeﬂt te pay higher wages would cause a temporary crvisls in
- llquidity and comsequent production stoppages. ?i%e“&o @, 1t iz
“unlikely that the monetary walue of social securiity expendiiuve will

remalin constent - implying e decrease in veal terme. AL augncnbed
'de ielt i3 therefore wrobable in this case as wells ‘

~ Im 1ight of thig compaFisom, it may be that the inmeome
redxstributxon int@nt¢oﬂ of the wage iFQPedg@ may be e fomteé Bore
.batisfaetewily tmough the fisc 1 %han the vage mechaniom.

An exeise tex reduction on wage goods in the first instance
reduces prices; a wage increase raises them Yo the extent a §§_3
Since money supply increases are required im any event, there is akh
least no obvious difference on that score, and goverrment debt <o
dmplicitly pay the vage incfease, rather than cntepprise dcbb hag lose
'negativa implieaﬁionu for private sector invesitment decmsmmnsg Final kg
the political controversy surroursling wage policy may %alke it difficuly
to operate constructively in that area, whereas fiseal policy is move
exempt from that omus. The principal difficulty is a suf”iclenymy largs
raduc ion in the prices of vage goods to have an effect.

) This monetary and fiscal strategy is designed to provide
elements of expanglon at the aggregave level, by 1ncreas;ng Peal money.
“balances and by previding a respite from the pressure of growing taxes.

It is doubtful whether by thenselves they:are sufficient to impel the
economy toward higher growth rates and accelerated investment. For &his
"reason it is essenidal to frame a medium term poi¢ey dogigned t@
'supplement market forces of aggrﬁgatc demand ,

’&The one principal offaeiing advantage of the exemption f£rom social
security taxes is that it reduces the wedge between wage receipts and
wage costs, and se helps o elimihate‘sdme of the blas ggaint employing
labor. 8ection 9 discusses thils questioha '



One corner-stone of such a policy must be reactivation of
private fixed inmvestment. Between 1959 and 1967 there was viritwelily no
Achange in 1ts absolute level. There ere at least three distinct hypotha-
ses that relate %o this lack of growth. The first is political unceriaip
ty:; which is bornme out %o a certain extent by a contimuing, although
modest increase of private investment tc a peak im 1961; the second is
inereasing difficulty with the balanée of paymeuts, making imperﬁf of
capltal goods more difficult arvd at the same time not facilliating
domestic import substitutions because -of various sporadic attempts to
contrcl the accelerating domestic infletion; and the third, ané mosh
bagic, is the fallure of the demestic distributieon of imcome to suppors
the industrial structure rapidly built up from 195% on, and hence aun
cverinvestment in facilities which can only be ?emedzed by-tilme, and
only avoided in the future by structural reforns.

I suspect there were contributory elements from all thres

' sources. An inveztment demand eguation reveals the ;mpor&amra of
elements 2 and 3. The fvncﬁicn £it over the period 1948m196& wag of
the following forms |

h

Iygs=Tl+ .27 FIB~ 015K + .480 pxx (& = .86)

EA

(,12)  (.069)  (.261)

Realized private fixed investment is here described as the comseguence
of a capital stock ad justment process, with the.aﬁdiﬁi@nal'faétor of
import capselity enterimg “in a positive fashion. Hjgher rates of growih
of capital thanvineeme tend %o depress invesiment - ag is predicted by

- the hypothesis of too rapid dev@lopment of the industrial park without
Veorresponding gstruetural changes - and the failure of import capaclity
to zrow also depresses investment as 1is argued by those who place

faith in the balance of payments crisis.

Unfortunately the equaaion fails to continue to work in 196%
and 1966, predicting levels of investment far higher than those realized.
1t is precisely for this reason that it seems impossible to rely vpon
larger real income by itself to spark s recovery. Rather special invesi-
ment credits ought to be made available to faeilitate capital formatlom.

The form of such cr@dits is crucial for the shape of subse-
quent developmento I suggest two features for inclusion in any sebemc.
a) the credits ought to be given at the time of actual

installetion of the equipment rather than prior %é_the invesitment as
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ig characteristic of Arts 34 / 18; this in practice means an accelerated
depreciation offset of some type; b) the iunvestment ought to be directed
by market forces rather than allocated to reequlp a given industry A or
B whoge clalms depend upon political power. But the way to permit the
market to operate efficlently is not to allow prevailing relative prices
to determine the pace of expansion. With the distortions introduced by
rapid industrialization of the past, this would not create a more viable
industrial park. lWhat strikes me as feasible under such conditions is

to tie investment credits to export of the final product. Thus a firm
would receive a greater drawback to the extent its product was s0ld abroad.

What are the advanteges of such a scheme? In the first imstance
it allows comparative advantage to operate to select the site of mgpginal
indus trisl expension. Secondly, it provides an indirect competitive
mechsaiem to regulate the domestic market. Firms engaged in the export
market have their price determined by world prices as well as domestic
denand « To the extent that there is an incentive to mailntain a position
in the: w&rld market, the firm is constrained in prematursly passing along
costs and’ contributing to inflationary pressure. Thirdly, 1t maey, perhaps
71 th aduiticnal measures, provide an oppoertunity for the traditional
Lndus%viés to re-gquip, lower costs, and enter into a new market tn provide
alﬁernatfva sources of demand. fhe reduction in relative price of ‘the.
product aeriving from productivity increase in turn would mean an enlarged
'Jnuﬂrnalﬁmarkeo by virtue of price elasticity effeets.

| xsote that while the emphasis of the policy is upon export
nzemoticn, there is a corresponding import substitution component 1n the
5nvasumenﬁ goods seator 1tself. increased demand for machines to supply
reetors_uxth Teal comparatlve advantage creates corresponding possibili-
tieg Lnrwﬁupply. Effioient domestic production of capital goods dependa
mltimatexffupan efficient production of consumers goods that provide a
16, and growing market. Indeed, in part, the artificlal past
separatiqn'of the processes of consumer gocds and capital goods substitum
tion ‘has been responsible for lack of demand for the former and excess
eapacity_for_tha latter. Production of consumers‘’ goods, and separation
from the ‘external market,; meant low rates of productivity growth and
u;timaﬁely =« for reasons previously discussed -~ relative stagnation.
The capltal goods industry arose more independently of the consumers'’
gpods sector =- which was xob a reliadle customer -- and depended more
-upon prbduﬁxion of consumers' durables and its own rate of expansion.
Articulatioﬁvbetween the capital goods and consumers’ goods sector in

Brazil thus has never strongtheried and reinforced the industrialization
proCUBS.
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The use ol an ex.oxt device tu briung to the consumers’ goouds
industriez the effect of market forces avoids the alternative of allnw-

ing iwports %o exercise the same function and thereby endanger domesgiic
preduction. The effectivensss o3¢ an export orxientation depends 2voun the
votential but unrealized vomparative audvantegs in mauy 0t these indusizlis
unrealized because of antilouated fechnulopy and disadvastnues Impos<d b

n daliberate governmental poellicy of Anmpors substicution o1 capital guods

The quantitative implicaticneg of such & policy direction ale
Qirfisult to ogssse. Exports of manufacviures atv plesedl axe 1eske thay

1C per cent of tota) exports, gnd ag o preportien of totel industidal
production ad even smaller 4  per cent. a% first glance, cnerefore

the e«ffect of an export rowus in the waputacturing sector rould seén
aimesy futlle. Eut the forve of the urgumsnt is not that erperts dbear
the burden of the indusivial recovery . but raiher that uge of the qardget
nechanism &8 guided by laternatiomal prices will permit o mure viadble
induetrial strueturs resting primarily upon itaternal demand. JuSt the
w2y the marginul consumer Jetsrminss the price  of tow product, the
nzeginal market esn help te gutde the total allocatlon of ranourvcs,
Exports of manufactures have grova frem § 40 million in 1952 tc what

43l probably bu an szxcess oX § 125 million this year. <hie hes oocwerec
with an aimeet constant rral wachunge tavs. The accoleratica after 1963
iz explained by siewer damestie growth, asd by non-price inventives. Jud
if Zhere hae buven thisz ability to respend %o a serles of limlted govern
montali stimulig the reantion te 2 sericbs and vigorous development prugram
may turr dut to bo quite surprislagly large. 4t rates of growtih of Buy,
15 per eeét a year, while mmnufacturves as 8 vhole waw growing at 8 pef % Y
o#portm wduld explelin 8 per ceont.of the Sctal growth 1n industry over a
3lyessr pericd of time. >his 48 ne longer s small propertion, snd would
Lncrease es a Teic of the outpus emcnating Irom uew dspaciity lustallsd.

To assure the surocess of such on ouner-dirested focus wiih

pimud sanecus Ampert suwbetitution would seem %o call for a xeal devaluetion'’
the ouzrint exchenge rate is still about 1t3 1553 level 1n real terms
& devaluation ir excess of intervening price rise since ihe change in
Pebruary 33967 would give a substaptial stl wlug to s2ports AS 8 NEBUTC
¢f the govermmont‘s s:riocus iutent tu rollow tarcugh nu a consintent
ptrategy of Lnductrial growth. To uveid adverse censaquencss upron pricen

£ AmPout.,, terliffs could »o further roduced, btut celestively inp view of

7 st

{x) Ancther underutilized pessibdilivy 15 2LE10. through whiuh Svme revinto .
aul. ezpaneion in vrade ia meamufestures 0zy By poe2sable. S3iuce . the matis:
Invelvos not only sconowls but alaw political deuisicns. and 48 not entirely
EJ mattor forv Spdjviduclt decisien 1 leave i1 1o one eide.
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the ?mp@?% substitution pesgibilitles lun the investiment gocds aecior
sueh & resl ﬁ@?ﬁiﬁxéiﬁna ef sourse, aeed 56t be sxtended e privary
SEQLOTR Whers price @lasﬁfat@é ig limited. Export taxes cap be applied
(13 @f gat higher revenueg 4o prevent g decline in ah@_@armﬁ ef tradg,
and alse to weplace imperts levies lost.

i Sme further faeet of & veel devalustion iz the effect upoen nope
~traditionnl agrienitural experss. This 18 an important element in
ereating ineentives fox modernization in $hat sestor, in developing su .
internsl market WAlt upen insvessing rural real lheowes, and suppurting

the belanse of paymente. . Yarious studies shieh have been undertsken o

gueh pesentirl ¢xporte ars invarigbly optlirietis abouvt the p&aﬁibil&aigau

. The principal produsty intsis categery seecm to be wice, meize, iive~

stook products, aud oils and fats. Since Brazil would Lg &t beat fuy
BNy J7R8rs A @@ntimmimg margingl exporber; 1t focewm o consldérable
elostieidy of world demznd. 1% therefere follovs that a 'méumgi@m in
price ought te yleld mubstantlal cuussguence.

In thig section we heve alaborsted vns Dosgible etrategy desigasd
simuiﬁxnsﬁvaiv w0 inoreass demend. @;vwrsify Produs tion, cfﬁate'iﬁa@ﬂﬁﬁvw%,
Zow iﬁ?@s%m@n@g ang allesate regouyoe? «fLil r;eu*ly@ ot leaa? Sor *h% ATty
industrisl eapacity created. Its majer defoct &8 a viabls progrem is
the current maall rele of expori in the scopon

-
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other direct sectorsl programs, and as & eentzal primciple fer the

‘perd phase of the Brasilian industrizlization, I believe 1t Ros

peseibilities.  The more 86 ir presant siges of 2 conbinulng recoveny
are valid S ' '

G - Se Zer we have &&ﬂﬁ@ﬂ%‘“ﬁﬁ&'ﬁﬁ sudput chawg@ﬁ e the explusion
of the employment guesdion. ‘he p?ﬁbl@a of the lathey 4z woll Fﬂﬁﬁh’

e amulx abﬁﬁxﬁﬁmﬁn of laboer by the iu@&straal geator, the a@riiuu¢n

Purgl sugpiu& ﬁxﬁﬁiﬁé rom d@iﬁﬁviﬁuft » the growing residusl smploy

.| mOu% AR Eho.ge wia@.ﬁca%ana amé.ﬁﬁﬁulﬁamﬁ.apam.@§~puﬁ$&élly di@g&i&&é

npempioynens. e &ubﬁﬁaatial progress on this g,gatiam aan be maie

| thoeat reces amaéiny eurrent laher wolicies. 4t the present Bine, as
manﬁﬁ@ﬁ@& abuve, there B & mahaﬁanﬁiai wedge. whaa@ BYOrage ,mégniﬁuda

La kgtvaan 20 end 40 ﬁ@r L@ﬁt« Totween W&F&ﬂ rgesived and laborx
coets te the GLUYeRFeReur . The werkot hhua avvoiraticslly diascri m¢ﬂ&%$&
%Fﬂﬁﬁﬁ? lebor snd $u faver of gaplial, wiib g@ut iuf%v Cﬁfi@%?@ﬁﬁﬁﬂ& xqu
ROl ve far employsos. - 1% is souEiiy 2utils te ignowe the preasures
Lmpe ged Wy 8 pepulation gyowth fu exesss o6Ff 3 per cend, ah@s@"éﬁféa%

1o emactly Yo roeduece the resl wages us pmuﬁu ef veling carned.




Over the shertsr term, rapid growth 8 ax effsetive weapen. Tho
etal lobor force ig projectod to grew by some 2.5 million bohween 1967

snd 1970. A% rapid metes of growth for induetry shove B per cent,
end recognizing the nesesalty fer substeniial new investmant, i the
cornsumers! goeds industries, abserpyiion spere is mont vnliksly o excoed
}-&QQOQQQQ and  will a@%&iﬂ that lavel eﬁig by comsequence of .eceaptancs
ag vare high rates of growth of the e@nstrueﬁlan.aaﬁtcr; Within
&gxﬁcalﬁuﬁﬁy ag&in evsn wWith soasierated cutvut dememd due t¢ srporte,
whe Gepend for Jsbor is iikely to be me mere thap gbout 200,000 over
this interval. The resldual 1,200,000 wonld have B0 onter the service
 Beetsr.  Thie - is nob an mnra&s@na%le suppegidticu. Xt ﬂ@ﬁld_f&pﬁ@ﬂ@ﬂﬁ‘
about 2 10 per cont change in the existling sexvige lebor forcs while
ite produst grew almest twiee ag rajidly. This is well below the
nisboricel slostlcity cbserved in this sester:; and pesns vhns she
ppporpiion 1 resl end not merely fictieval. |

, Por the short rua, this suffices walle the labor ferce is
im@r@&ﬁing'gﬁ rates of only 3 per cest, while product 49 oxpanding

0% 5.2 per oemd, and vith epsimistic eclsmticities susumed. Over the
Longon teym¢_h@mavarg§wiﬁh,an aucoloration to an anptegipated 3.5 per
cesnt pur yeal’ grewdn in the labor forge, and WA thous MOre rapid gugnens
Bation of %otal gr&&a&%o the pf@bi@m ig more sericus. ‘Besides attacking
the problom ot one sotrce, the ar@ifieially high dﬁmgﬁ&,yﬁlc@ foread oo
tabory 4% is possible’and desiveble to atiack st 1t ancther. That ig
oR the S4pply side. ereased iunoentives t0 efuoation mesn s gradusl
raduction of laber feree participation throught lenger years of schooling
and a higher proportisn of school attendanse. Fexbaps current geeial
seevrity fumds ocould Be diverted te the use of the children of 4he
prosent generation who then would be better situvated te care for thelx
olders leber through gamyzﬁﬁ tzxegs A% the same tiwe that a highey
guality iaber {oreo is trained fLor the futurse, with greater Ilezibility
ond wobility, ome reduces the preseure in the intermediam%e Sezm upen
arailable epportunitles. .o " | |

-

One hes o ¢lear cheice beiween w&ximiziﬁg output and maxiﬁiéing
employrment. The criseriom for the former ie Paying lebor ite warginal
produet; tiat for the latier, employiag alil persens in the economy
vogerdiess of productivity. There are obvicus veriations in between.
Baxduwe @uﬁpuﬁ aiforés ths poselbility of redistribution ai,ina@mé &0
s Tel=T withowd jebs, Empiaym@nt Tor all may_maan lowey stah@g&ds of
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1iuing for acst. The late asvelopilng wcunisrles buve suneved Lot Lhe
precresy of Ilpdugtrislizaticr without g functioning labor markcs e
aldccates human rescurcss. Hiswoerieally- how wages parmlited wisoip
tarn 0F labur at rapid rates, while populatlon tteelt was g tlag

e Tt deradly move slowly.  Undeér present oir o amsvauces. this F oot
sassiy dene. The implicaviosns oX vhe present. arrangement arc a nulw
nargual distribukion «f inovne fer givem levelse of pruduct. DPresgep’
txangiss mevbanisps have done 15.thle we albes thisg. wihlle at “iw gado
vipe ampeding tho market further; buv At 18 preferable to -« aglder
e pevblem in ferms of sush @ bedtiel pechunisn vhen fo try  aa-$s8 lala
in” cnolve activities with lithle prospect of suucésa.

16 Ideally. linked tu any strategy and assouviatoed pulicies.
1 2 waique g0t of projectivms of Anceme for the futwre. No prjasties.
eye cevold of impllecit peiicies nelassary tv realize them; o arLIlii~
2oy vk peaicies showldd fall te ipftlusnve projectiums. Withou. Xnvwing
fax pelicy 1% 18 lmpussibie tw project dispesable inccme and aeuce
soemphion, w2theuwl a epeciiied munevary policy and other ‘avegcpen’
il ‘ﬁfJU”‘ it i1s impussibie te assign vealistic levels ¢ prisavte
i} uamm@n:: wAithosvt exchange fate pollicy. vhe likely level £ cxpwrie
ibe viobiem Yo making pivjectdons for che Plane frienmal, like the Plarn.
Bm:mualﬁg;is what these pulicy relatavashipe are %111 only sintwnlly
3v4u?ifiéd~ That dees et 8luey vhe obligavicn ¢ examine wash projecin
ane .unﬂ&da ite vaability. This was the great error «i the Plane
Dﬂ.rnux thLe private rnvugtmert could ba precgrammed to groev acre than
20 o c&nr frum 1967 we 1968, 4 per cent in the Lillvwng goas
sel et again by 8B sceeieration w02 per ceat and & do Yine vo 6
e unn$4' Swh a cy . idlual patieir is daubrriul . poyesival a-lsinment.
T wlang J?L=wuuing a Isap pEe W vhe pyiTate profit moative

Pevgape vhe kest fondarental optien in Jight of thesc uncer -
Teraties e whetheos the government will ecr on the slde ot restricts.
V4 hpunsicn.  Tiogre is  uch tuv be gaid in favﬁi vi the lantzyr at this
Jun.ture. The experlenca of developmeant in the poss.’ ar periasd Mas
G STXAkRIngly bl-avduds  counveies have experienced asubsianiial apd
vubtained growih or yery 14%41s at il ‘fhe ieason follows. . bel: eve
~Ten e abllisy of high sa%eg of grewid wu genevase wheir cwn reinfus: & -
qualivios. High rstes af sipansion faqo. intrudushivn ¢t pew “echnelugr
and smpension of productive Fizme relative tu narginal ones- They imp:.
Seal 8%y value for speuific skilles which leads to widening rage
difierentlals and ipceriives for educativn. Distzributien pruolems

din’aish An Anvensity vhen +Hhe %otal pie is gruwing rapidly anough to
2VENOnS ske share of walli. Grsaduslism ney be an aﬂuaptable #nd viablem
Pllny agaanst inFiavien  bur lese likely to succosd with grouth.
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The dangers of an expansionary policy, morsover, may be hedged

ageinst. Supply of imports to meet temporary shortages which threaten
t0 have far reaching price and supply effects 1s a realistic policy.
if adquately foresesn . The experience of the pasi years has been
disappointing in this respect, foreign reserve acquisition leading

to monetary expansion in 1265, and substantial dissipation due to
speculation in 1966 and 1967. Improvement governmental flexibility
could yield substantlal benefits.

" Over the longer term, the strategy here advocated has the
possibility of guldimg future industrislization more rationaslly and more
viably. It offers amn alternative model to the simple conceptnalization
of eonsumer import substitution followed by capital goods substitutlion
which has proven unsuccessful in Latin}Americao It focuses upon the
simultaneous possibility of export of ¢onsumors’goods (and for that
matter, other capital goods) while completing the process of import

substltution. It emphasizes the strength of a process of industrializa-
tion in depth rather than width. '

‘What I mean by the former term is a vertical industrialization -
 in vhich growing capital goods production is directed to a strong and
growlng consumer goods output sector, in which an indigenous technology
develops initially within a limited compaes of induvstry end thexn
breadenz out. Replacemmnt of goods imports by domestie menufactire of
capltal goods is not sufficient to complete the process ozvlmport
substitution. What ls equally required is the technologlcal capacity
te develop new models of machines over time and to adjust existing
modele %o yield higher productivigy. Such e technsloglcal import
rerl&cement<requirss a large and speclalized growzng market. It
probably also requirea a 1arge dogroe of 1ndiganous ownorship, whlch
‘is another reason to favor a strategy which, of domestic savinge are
sufficient, can generate its own foreigm exchange requirements.

Finally, the strategy advocated here is one which restains
and streugthens the market. This is not to say it relies upon it
blindly. Rather beoause of all the well krown defects of existing
domestic market structures, it goes beyond 1t to impose more relisble
regource allogatiop indicators. One may abandon the market in favor
of direct decision meking of one type or snother, and as is the case
with weny of the Communist plannsd economles may even succeed in growing
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vapddly. The reasow, hewevss, ir lese the effliclency af allisutlien
thoo the d3rect gontrel over rspoures sudply that avcompanies 1t.

' Fundanmentally, hovewer, Lhe willingrnoewgs %o finencs sapidtal fvvzation Se
8 Lanifestation of populay deeive oy development, reflsetivg tus
importense of the fubure welative te the present. High velucilen of
curient rather Ghanr future income will Liwvatrate anuy asrket -oiisy.

In Brazil there im ne reazom to velleve thal We bhave yot arrirsd at
Thot impasse. -




APPENDIX A

A set of illustrative macro and sectoral calculations in
1952 Cr$ is here fncluded, and designed t0 reflect, qualitatively at
least, the implications of the policies discussed iIn the text.

Table A-1

The estimalion uethod used for the macro-estimates for
1968, 1969, ang 1970 is the following:

1. Establishment of target rates of growth of grosy domestic
product. ' '

' | 2, Solution of fixed imvestment reguired tQ sustain equilib-~
rium growth of 6.2 per cent u'der the two constrainte that the invest-
ment-income ratlo attsin its stationary value in 1974, and that the rate
of growtk of investment follow a pattern of accelaration followed by
gradual deceleration The last censdraint is qualitative, dbut succeeds
An locating fixed investiment exactly enough. The equilibrium ratio is
growth by the equation ay = 10,67 .322 I, 4

3. Solutior: for Incremental zet tax collections by applica~
tion of rates of .21 in 1968, and .20 in 1969 and 1970.

4, sclution for persoral consumption by application of a
marglual propensity of .82 out of disposable income,

5. Solution for chdﬁges in commoditvy imports from the 1G67
base by application of the eguation oB M « 1.7h4 x1°°3°5 R~ F135 o--0301%.
The 1967 relative price of luporis was kept constant. Wheat imports and
miscellanecous services were maintaired at their 1967 level, and extra-~
polation of payments to the exterior followed the Horld Bank estimates.

6. Assumption of cxport grouth of 6 per ceat per year.

T. Assumption of investment in inventories egual to ,01 PIB.

8. Residual solution for government consumption:

Cg = PIB -~ Cp - Is - X M

9. Division of fixed investment lnto government and
private components applying the dual criterie that the private thare
of fixed investment increase slightly over the period ané that govern-
ment investment as  proportion of government expeaditure incresse.



TAELE A1

PLANC TRIENAL PROJECTIONS OF MACRO-ECONOMIC ?QRIABLES

In Bill. 1953 Crd

PIBE GP cgl Ipf Igf Ig T X M (z'lgo giE{?T
- TERIOR)
1965 809.9; 597.8f 110.6{  38.4 36.3 14.6) 146.8 41.7 29,5 b7
1966 85,8 621.5 116.6 “56.1 36,6 7.0 167.3] - 47.% 39.3 5.4
1967 800.6! 650.0| 123.0 64.0 40,1 8.9 167.3 T 42.8 5.3
1968 oh4,0f 684.7] 126.2] @ 73.2 47.0 S.B}  178.6 50,2 46.7 5.5
1969 | 1 0G2.5{ 723.1{ 128.2 85.4 54,0 10,6]  190.3 53 .2 51.4 5.7
1970 | 1 065.7] T64.5| 130.6 98.6 61.0 10.6| 202.9 56,4 56.0 5.9
SOURCE: 1965, 1966 (Contaes Naciopais (whith exception of taxes which arve estimated).
1867 = Estimated,
1968, 1970 Projected. See text for explanation.
PIB: Produto Interao Bruto.
cp g ConsuQO'pessoalﬁ'
Cy ¢ Consumo do Geverno.
Igfx Investimento privado fix
Igf: Investinento do Gevérne fixo.
g ¢ Investimento em estoques.
3 Impostos mencs subsidios g transferénzias.
: Exportagdes. ' {’

B -

Importacdes.



 PLANO TRIENAL PROJEGRICHS OF MASRO-RCONOMIC VARTABLUS

ANNUAL RATES OF GROUTH

(M SENT
TO EX
TERIOR) -
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kgv_: 
=

PIB. o S 1 % | Fpr | e

1966 5.4 4,0 5.5 | 6.1 | 0.8 | -~521 | b0 | 13.7 | 33.2 ] 149

1967 53 | 46 | 5.
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b4 17.2 | 5.6.1 6.8 6.0 9.1 3;8
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16.7 | 149 6.4 | 6.6 6.0 | 0.0 | 3.6

W
-3

1970 6.3

1.9 15.5 15,0 6.0 6.6 6.0 | 8.9 | 3.5
.(“. - ' : '

SOURCE: Teble A-l
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TASLE A-1b
PLANO TRIENAL PROJECTIONS OF GOVERNMENT SECTOR
PARTYGIPATION IN THE ECOHOMY

v |l I {fus it L ;f; cge z'gr(i)a?* Cy + Iu%!?JT#
1965 - 13.7 18.1 75.3 2,7 40.6 b5 181 | 6.1 0.8
1966 13.8 18.1 76,1 23,9 | 36.7 %3 19.8 | - 8.1 - 0.9
1567  15.8 183 | 754 | 286 | 35.5 5.5 | 18.8 2.4 0.3
1968 13,4 18.4 | 729 27.1 | 36.3 5.0 18.9 |- 2.4 0.3
1969 12.8 18.2 70.5 | 9.6 36,1 5.4 19.0 | 0.7 0.1
1970 12,3 18.1 68.2 31.8 | 35.8 5.7 1 1.1 |- -1.0 - G

SQGRG&“ Table A-1

{e) I'g?f - Equeis governmment fired invesitment from Table A-1 multiplied by 1.16565 %o convert from the investmeny
deflator tc the PIA deflstor,

{b) - The deficlt here ig in nabtional account terns. The federaa goveranent cash deficit aftver peing adjusied
for diffevemces in concept , is aboul 1.7 percontage points of PIRB larger thar the federal patiopal
aceoun®s defiecit, This accounts for the appvarently low ahsolute levels of the percentages ir thie
column., I% should therefore be read wterms of charges from current levels,



cp Cp + Cg Ipf + Tgf + Is

PIB PiB . FIB
1965 - 73.8 87.5 11.0
1966 - 7505 87.3 11.8
1967 73:0 86.8 12.7
1968 7245 85.9 15.7
'1969 7201 8.9 111—«;9
197 71.7 8l.0 16.0

SOURCEs Table A-l.

l“(sc&



TABLL A-lg

SOURCE: Projections from Table A-1 couverted using exchange rates based on 1966 prices.

iCLIONS OF FORIIG
MILLIONS OF 1966 $ (1966 Terms of Trade) g
X-M (including M sent
X M M (sent to exterior) X-M (mcluding M sent to i Extpeier
exterior) T x
1966 17h1 1511 193 37 2.1
1967 17 1646 189 - 94 - 5.4
1968 18LL 1795 197 | -148 - B.0
1969 1954 1976 20 - =226 ~11.6
1970 2072 2153 211 -292 ~14.1
MILLIONS OF 1966 NCrg (1966 terms of Trade) g

e - X-M (including M seni

X M M (sent to exterior) X-M (including M sent. to to exterior

: extemer) ‘

. X

1966_ 4118 3619 552 - 53 - 1.3
1967 14118 3941 sh2 =365 ~ 8,9
1968 Liz62 301 - 562 =501 ~11.5
1969 hé22 L4733 583 ~694 -15.0
1970 4900 5157 603 ~860 -17.5



Table A-2

In the sectoral estimates, the regression method was used in
lieu of the input-output epproach. These equations are described in

the text in section 7. The principal guestion i3 how to project further
.hangé - whether %o use the initial relationship unaltered, to apply

he equation in incremertsl form to the last obsarved value, or %c apply
he percentage change giien'by the equation to the last observation. It
ay be easlly shown that when the last real valusz lies below the
egressler line, as ls ususlly the case here, ths methods outlined above
ield projections of succe°sively declining magnitude. Each of ths
ethode‘corrospond $0 a substantivo assumption concerning the permanence
nd form of the last observation from the regression. I1f randem, the
quation should be used in its orlginal form; of absolutely permenent,
the msthod of 1ncrements, ir permanent in a persentage form, the aethod

aof peroentages° ' o
In short perlods the choica is not esyescially crucial. In fact.
‘we applied absolute increments in the case of both agricultural sectors,
services, and for internediate goods and capital goods. In consumsrs
non-durables and comstruction, Lor both of which some policy measures were
assuned to sustain recovery, we nonetheless dampened the implied growth

by using a percentage projectiocn.

There is one small inconsistency in this method which may be
ted. To arrive at an estimate of the combined output of industry and
nstruction, wsed as the independent variable %o project intermediate
ods production, an elasticity of 1.4 was used with total product. In
ct, the calculated elasticitlies in 1968; 1969, and 1970 are 1.45, 1.45
d 1.38. It is possible to solve comsistently for intermediate produc-
on by manupulating its projection equation to express it in terms of
1 other outputs. .The negligible effect om the projectlions does aot
stify the additional offert. '

Gt Bk D RO B

One should also note the problem of alleating total supoly %o
8 domestic and import sources. The destribution here ought to follow
om sectoral estimates of bottlenecks, favorable opportunities for
port substitution, etc. Separate equations - which are avallabla for
e sub~groups - may be used to determine the spproximate price deisrrent
eded to arrive at the desired proportions. Imports by sector should
t be simply projected, however, since this is the one one of the few
anning tools available. The allocatlon actually given here 1ls dsslgned
on the assumption that foreign exchange will be allocated 20 as to permit
price comtrol to be applied in the one hand, ard positive incentives 2

Lo - T - B ol o T o

‘production on the other.




T4BLE _A-2
Bill. Cr$ 1953

11966 1967 1968 | 1969 1970

TOTAL SUPPLY \

PRIMARY . lrz32.1 | 250.1 | 262.2 | 275.3 | 289.5
Vegetable C T 165.T | 17961 188.0 | 197.7 | 208.2
Animal L 66ely 710 The2 7.6 | 81.3

SEGCHD ARY S0 719.8 | 7591 | 826.3 | 902.3 | 982.3

Consumer goods '279.2 287.5 | 303.9 | 32.2 | 3.8
Intermediate good :2l45.5 2560l | 276.0 } 297.9 | 321.9
Oapital gOOds 12309 ~ mloo g lﬁOoZ 4 17905

Construction 91.3 | 105.4 | 122.0 139.1
TERTIARY . .
Services 430.2 L53.4 i{718.8 | 506.0

DOMESTIC PRODUCTION

PRIMARY 2h3.2 | 255.3 | 268. | 282.6

Vegetable 17262 | 181.1 | 190.8 201.3
Animal 7100 7’-&02 7706 8103
SECGONDARY 72h.7 | T88.0 | 859.3 | 93T

284l 4 30L.3 | 39 | 338.8
. 239-ll 1 257.4 - 27609 298.7

Consumer goods - :
Intermediate good

Capital goods 110.6 12,9 | 1h2.1 159.2

Construction 90,3 104.4 | 120,9 [ 138.0
TERTTARY I

. Services . ‘ - 430.2 | U453.4 | ULT8.8 506.0

IMPCRTS - 39,3 | U428 | WS.T | Stk {5640

PRIMARY : 1 669 | - 6.9 | 609 649

Vegotable 6.9 6.9 | 6.9 | 6.9

. Animal - - | - -

'~ SECONDARY | 50.9 3hls | B3 | 43,0 | lg.6
Congumer goods. .. 1.5 2.6 | . 3ol 2s6 | . 2.8 | 3.0
Intermediate goods:. "' 16.5 |. 17.0 18.6 21,0 23.2
Capital goeds | 10,8 | . 13.3 1601 18.1 20,3

- Constructien 1 1.0 1.0 1.0 S 3 1.1

TERTTARY ~-
Tet services L 1.9 e 1.5 Y ‘ io%

SOURCE: Ses Text.



TABLE 4-28

 RATES OF GROSTH_OF SLCTORAL OUIPUL

1967 1968 1969 1970
. TOTAL SUPPLY | .

PRIMARY 7.8 11,8 5.0 ] 5.2
Vegetable 8ol 5.0 502 563
Anjimal 6.9 Ise5 li.6 1.8

SECOUDARY 5.% 8.9 Go2 - 8.9
Consumer goods 3.0 5.7 6,0 6.1
Intermediate goods bols . Tob 749 8.1
Capital goods 11,8 13.8 13,6 12.0
Cons truetion 8.3 - 15.4 15,7 146G

 TERTIARY | |
Sepvices 4.5 Solt 3.6 5. F
DGLSTIC PRODUCTION |

PRIMARY | 8.0 50 5ol 5.3

~ Vegetable 8okt  Bo2 Boli 5¢5
hpima) 6.9 beS L6 L.8

SECONDARY 502 8.7 9.0 8,8
“Consumer goods 2.8 5.9 6.0 6,1
Intermediate goods - io5 7.5 76 7.9 -
Copifial goods - 10.6 - 12,9 13.8 12,0
Construction 8.0 15.6 15,8 1.1

TERTTARY -

. Bervices 165 5alt S 5.7

IMP ORTS 8.9 Gol- 10,1 8.9

PRIMARY |
Tegetable 0,0 0.0 00 0,0
Animal | - - - .

 SECOUDARY |
Consuiter goods 19,2 - 16,1 FoT T ok
Intermediate goods 3.0 9okl 1209 10,53
Capital goods 23.1 23,1 120 12,2
Construction - S 10,0 e
- TERTIARY | |
et services 0,0 00 0.0
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o The atiached Table, whese findings are diseussed in Sectlon
9, indicates estimated rates of labor demend over the thvee years
included in the Plane Trienel. The elestleiliecs used %o project
the labor force requirements come frow the observed behavior of
gericulture and industry from the late 1950%s to the presenb. The
‘ranges epplied %o industry vefleet the substantial apoual va%ﬁabilitg
in industrial empleyment over this interval; for sgriculture, whers
renden verietions meke annual data less meaningful, o simple average
was used. - ) : =
Tha estimated industrial demends are confirmed by an
independent regreysion study ef Jabor force absorpiieon by the
Industrial Sector of IPEA. The elasticity of employment with respeect
o output calculated was oU26. Applying this paraiieter o the ;

consumeze! goods, capital goods, and intermediate goods sectors

ylelds an estimate of 218,000 new jobs cveated in these areas over
the next three years. The corresponding entry in Table A<3 fg
betwsen 135,000 and 275,000 nsw jobs, with the mean equel %o 205,000,



FABLE, | A3

ooon e

Smplezwent Absorption, 3-950‘2;11&
{milliens)

*
Sector ‘ ngs.? & {./ }'

Agricul ture S 4

Secondary ’ -
- Consuniox gooas @ 020 == _01&0
 Intermediate 500 / 230 == 70
Cﬁpj.tal c?ﬁo/ ca!-vfro =e 70
Construction <979 ShG o= 250 3
A /Q/O 2
24 |
Sexvices - 1C.600 | 5.6
| ‘ o
L
YA




