


' 

Brazilian Economic Studies is published bi

an n ually by JPEA tmder Oze responsibility of its 

reseai·c/1 institu/e (INPES). Jts principal aim it is lo 

make available translations in to Engli.sli o/ selected 

economic articles originally published i11 Portuguese. 

The Institute of Economic and Social Planning 
(Instituto de Planejamento Econômico e Social -
IPEA) is a foundation established by the Brazilian 
Federal Government in 1967. lts main activities are 
related to economic research, planning, government 
budgeting and training. 

IPEA is under the responsibility o( a president 
and comprises a reseàrch institute (Instituto de Pes
quisas - INPES), a planning institute (Instituto de 
Planejamento - �PLAN), a budget institute (Ins
tituto de Programação e Orçamento - INOR) and 
a training center. (Centro de Treinamento para o 
Desenvolvimento Econômico - CENDEC). 

The outcome of the work dane at IPEA is reg
ularly made available, in Portuguese, in five series 
of publications. ln addition, l PEA issues an 
economic journal entitled Pes.quisa e Planejamento 
Económico. 

JNSTJTUTE OFFJCERS 

José Flávio Pécora, Presidente o( IPEA 
Michal Gartenkraut, Director of INPES 
José Augusto Arantes Savasini, Director of lPLAN 
Fuderico Augu.sto Bastos, Director of INOR 
Tácito da Silva Soares, Director of CENDEC 

AH correspondence should be addressed to: 

lPEA/INPES 
Caixa Postal 2. 672 (ZC-00) 

Rio de Janeiro - BRASIL 

,. 



Brazilian Economic Studies 

N .0 9 - Edited by Aloísio Barbosa de Araújo .. Editorial Board: 

Adriano Dias, Antonio Maria da Silveira (Revista Brasileira de 
Economia), Charles Curt Mueller, Guilherme Leite da. Silva Dias 

(Estudos Econômicos), José Roberto Mendonça de Barros. Marcelo 

.,/ de Paiva Abreu, Regis Bonelli (Pesquisa e Planejamento Econômico) 

and Wilson Cano. 

The Growt/1 Dynamics tire Brazilian Pa.ue11ger Car lndustry: 19J7 /78, 
by Eduardo Augusto Guimarães ................................. . 

Changes in Production, lncome and Co11sumption Structures, and 
Eco11omic Growtlr in Brazil from 1970 to 1975, 
by Regis Donelli anel Paulo Vieira da Cunha . . . . . . . . . . . . . . . . . . . . . . !19 

The Dynamics of Wages and Prices in t/ze Brazilian Economy: 1966/81, 
by Eduardo M. Modiano . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 85 

Employment and lncome in Urban "Small-Scale Production" in Brazil 
by Paulo Renato Souza . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11!1 

Sources o/ Brazilian ExPort Growtlr in tire 70s, 
by Maria Helena T. T. Hona . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15!1 

Social Welfare: Diagnosis and Prospects, 
by Francisco Eduardo Barreto de Olh•eira and Maria Emllia R. 1\1. 
de Azevedo . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 189 

T/ze New Demograp/zic Profile of Brazil, 
by José Alberto Magno de Carvalho 

T/ze Mo,llagu Fi11ancial Missio11 to Brazil a,1d the Federal Economic 
Policy Changes of 1924, 
by Winston Fritsch ............................................... . 

The Tax System o/ 1967: Is it Still Adequate for Brazil in the 1980s1 
by Ricardo Varsano ............................................. . 

The Tax System o/ 1967: Suitable for Brazil in lhe B0's - Some Note.s 
Tlrree Years Later, 
by Ricardo Varsano 

2!17 

!121 

!15!1 



ISSN 0100 - 2910

Brazilian economic studies. - Rio de Janeiro
(Caixa Postal 2.672) : Instituto de Planejamento
Econômico e Social, Instituto de Pesquisas, 1975
(n.0 l) -23 cm.

Opinions expressed in this publication are those of the
authors and do not reflect the views of the Institute.



The growth dynamics of the Brazilian 
passenger car industry: 1957 /78 * 

Eduardo A ttgusto Guimarães • • 

l - Introduction

Despite the importance attached by the literature to the role 

played by the passenger car industry in the recent evolution of 

the Brazilian economy - and in particular in its cyclical behaviour 

- there is no comprehensive analysis of the industry's evolution.

This work and the broader study which preceded it intend to

fill this gap, by examining the growth dynamics of the industry

in the 1957 /78 period and the changes in its structure.

Although this paper aims at examining the industry's evolution, 

it focuses also on the factors that conditioned its emergence and 

initial structure. To be sure, the emergence and of the industry has 
already been the subject of various studies [Almeida (1972), 

Martins (1976) and Nascimento (1976) ]. However, such works, as 

well as the Iiterature on the Brazilian economy in general, have 
basically focused on the government policy designed to promote 

full manufacture of motor vehicles in the country, and hence 

Editor's note: Translation revised by lhe autbor. 

• Originally published in Pesquisa e Planejamento Econdmico, Rio de Janeiro, 

10 (li) :775-812, December 1980. This paper sums up part of Ph .D. dissertation 

submittcd to lhe University of London and is part of a study carried out 

with Maria Fernanda Cadclha in the Centro de. Estudos e Pesquisas of FINEP. 

The author has benefitcd from the comments of José Tavares de Aradjo Jr. 

on the original venion and those of Regis :Bonelli on tbe prcsent venion. 

• • Instituto de Economia Industrial da Universidade Federal do Rio de 

Janeiro. 
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ignored the factors which determined the response of the foreign 
manufacturers to such a government policy. This shortcoming is 
not without consequence. ln particular, such an approach does 
not bring out the factors which account for the initial characteristics 
of the industry, for the subsequent events in its history and for 

the changes which occurred in its structure. As a result, the 
present paper reexamines the emergence of the Brazilian passenger 
car industry by focusing, however briefly, on the development 
of the international motor vehicle industry during the years which 
led up to the start of production in Brazil. 

Finally, a word about the period under consideration. 
Although car production grew throughout the whole 1957 /78 
period (with the exception of 1977) , it is possible to distinguish 
two growth cycles in the evolution of the industry: a first period 
of rapid growth, from 1957 to IY62, is followed by another five 
year period of relatively slow expansion; production growth again 
accelerates in the 1968 /74 period, to decline once again after 1974. 
Consequently, 1967 was an important year in the evolution of the 
industry, as it marked the end of its first complete growth cycle. 
There are, however, further reasons for characterizing the year 

1967 as a watershed in the history of the industry: important 
changes came about in its structure and pattern of cornpetition 
around this year. ln relation to the structural changes, important 
mergers brought about the disappearance of local manufacturers 
and the entry of the three big U. S. motor vehicle producers 
into the industry. As for tl1e changes in the patterns of competition, 
firms would increasingly engage in product differentiation policies, 
until then practically non-existent. For such reasons, the 
subsequent analysis will distinguish and emphasize the specificity 
of the growth dynamics in the passenger car industry in the 
1957 /67 and 1968/78 periods. 

2 - The emergence of the motor vehicle industry 
in Brazil 

The Brazilian passenger car market up to World War II was 
supplied mainly by imports coming from the USA. The expansion 
of American manufacturers in Brazil involved, as far back as 
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the twenties, the setting up of assembly Iines in the country 

(Ford in 1919, General Motors in 1924 and lnternational Harverster 

in 1926). This picture would change in the post World War II 

period with the increase in the imports of European cars and 

the establishment of new assembly lines. ln 1945 a local firm 

(Vemag) started the assembly of several makes of imported car, 

as well as commercial vehicles and agricultura} machinery. ln 1949, 

a state-owned company (Fabrica Nacional de l'v!otores) started 
assembly o( Isotta Franchini lorries; activities were soon 

interrupted due to the bankruptcy of the ltalian manufacturer, 

but resumed in 1952 with the assembly of Alfa Romeo lorries. 

ln this same year, Willys opened a subsidiary in Brazil to assemble 

jeeps, which begam to operate in 1954. Volkswagen began to 

assemble passenger cars and utility vehicles in 1953. Finally, 
Mercedes-Benz, which had been planning since 1951 to set up a 

lorry manufacturing plant, started to build its factory at the 

end o( 1953 (Almeida (1972, p. 23) and Nascimento (1976, pp. 

17-44)]. The establishment of these assembly lines would change 

the market shares of the various foreign manufacturers in Brazil. 

As is known, the beginning of motor vehicle manufacturing 

in Brazil occurred in the second ha1f o( the fifties and was 
associated with the Brazilian government's decision to provide a 

set of specific incentives. As has becn mentioned, the success of this 
policy can be ascribed to its convergence with the growth strategy 
of the potentially capital exporting industries. There is no need 

to focus on the Brazilian government policy, which has already 
been adequately studied. 1 It is necessary, however, to refer to 
certain features of the motor vehicle industry on a world scale, 

particularly those that account for the reaction of the different 

foreign producers to that policy and, consequently, for the shape 

of the emerging industry. 

The move of national motor vehicle industries towards 

externa} markets is an early phenomenon in the history of such 

industries. ln fact, the first move was simultaneous with the 

t For a detailed analysis of such a policy, stt, for example, the works 

mentioned in note 1. 



process of concentration that shaped Lhe oligopolistic structure of 
these industries, since the process of technical change which brought 
about mass production implied both the driving of smaller and 
less efficient producers out of the industry and the need to 
find new markets for the growing production. Thus, even by the 
end of the twenties, motor vehicle exports already accounted for 
13 % of world production. On the other hand, the process of 
industrial concentration during that decade meant a reduction 
from l08 to 35 in the number of manufacturers in Lhe USA 
between 1923 and 1931 and from 88 to 31 in the United Kingdom 
between 1922 and 1929. As a result , the market share of the three 
largest producers in the USA, United Kingdom and France 
increased, at the end of the decade, to 90, 75 and 68% respectively. 
Furthermore, the two largest American manufacturers were engaged 
in operating assembly lines abroad: in I 929, GM had assembly 
lines in 15 countries and Ford in 14; 70% of GM exports were 
in the form of completely knocked-down (CKD) vehicles. ln 
addition, the two manufacturers had established subsidiaries in 
Germany, the United Kingdom and France for the full manufacture 
of vehicles in these countries. ln this context, the establishment 
of GM's and Ford's assembly lines in Brazil during the twenties 
can be seen as part of their overall growth strategy Uenkis 
(1977, p. 17) and Hu (1973, pp. 40-1) ]. 

The post World War II period was characterized by a rapid 

growth in world motor vehicle production, by new waves of

concentration, which consolidated the oligopolistic structure of

the different national industries, and by the process of increasing

internationalization of the industry. World motor vehicle production

increased from 3. 9 mmion units in l 946 to 13. 7 million in

1955, 24.3 million in 1965 and 3 9.1 million in 1973. The highcr

growth rate of European production during this period and,

!ater, the beginning of manufacturing activities in new countries

implied a decline in the U .S. share of world production from

79% in 1946 to 45% in 1958 and 3 2% i� 1973 [See Motor Vehicle

Manufacturers Association (1978) ]. Th1s tendency reflected,

however, rather a decline in the rhythm of expansion of U. S.
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clomestic production than a poor performance by the U. S. firms, 
since their production abroad increased significantly. 

ln the decade after the war, industrial concentration rase 
considerably, as a result of a new wave of mergers and the 
withdrawal of smaller firms, completing the shaping of the 
oligopolistic structure of the different national industries. No 
significant entry of new finns has occurred at a world levei since 
then, with the entry of new manufacturers in specific countries 
being restricted in general to the establishment of subsidiaries of 
already existing firms. This does not mean that the process of 
concentration reached its Iimit in the fifties. However the new 
mergers which have occurred since then are, in a sense, of a 
different kind from those observed in previous periods. ln fact, 
these more recent mergers, which involved large size firms, were 
induced by the need to strengthen such finns in the process of 
competition on a world-wide scale rather than by the dynamics 
of competition in specific naúonal markets. • 

This new international dimension of the process of competition 
between motor vehicle manufacturers is, probably, the most 
important characteristic of the post-war development of the motor 
vehicle industry. To some extent, this was the natural outcome 
of the movement of the North American manufacturers towards 
externai markets in the pre-war period. Nevertheless, by its 
amplitude, this process implied far-reaching changes in the 
growth strategies of the firms and in the pattern of competition 
within and between the different national industries, which were 
brought together into an international industry. With this new 
framework, the horizon of the oligopolistic firms became 
world-wide and their mutual market dependence was extended 
beyond national boundaries. 

The different growth rates of the North American and 
European markets in the post-war and the emergence of an 
enlarged anel protected market with the formation of the European 
Economic Community made Europe of growing importance for 
the U. S. firms. This importance can be shown by comparing 
the growth rate of domestic production for GM, Ford and Chrysler 
in the 1955/73 period (56%) and the growth rate of their 
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European subsidiaries (423%) ; as a result, the share of these 
subsidiaries in the overall production of the three firms, rase 

from 8% in 1955 to 21% in 1973. On the other hand, the increasing 

importance of lhe American subsidiaries in the European industry 

is shown by the rise in their share in EEC and UK production: 

29% in 1937, 22% in 1950 and 29% in 1973 [Hu (1973), 
Bloomfield, (1978) and The Society of Motor Manufacturers and 

Trades Ltd. (1956)]. lt is worth noting that, although not 

significantly reducing the share of European firms in their own 

domestic markets, the prospect of the U .  S .  subsidiaries' growth 

was particularly threatening to them in the early fifties, for the 

increasing richer European market was a receptive market to 

product differentiation policies, in relation to which the American 

firms had a clear-cut advantage. 2 

Facing increasing competition in their domestic markets, the 

European firms reacte� by moving towards externa! markets. 

This move represented not only and eífort to realize their growth 
potential, but also a step in the process of competition on a 

world scale, particularly when this involved entry into markets 

traditionally supplied by U .S . firms. ln this respect, it may be  

suggested that the normal growth pattern of a non-dominant 

national oligopolistic industry implies that, at a first stage, its 

exports and direct investments will be direct to areas in which it 
has to face weaker national industries or no national industry at 

all; only when it has become strong enough will it face other 
national oligopolistic industries in their own domestic markets. 
lt is true that, in relation to national markets traditionally suppliecl 
by U .S. manufacturers, the entry of European firms brought them 
into competition with the former; nevertheless, the European 

firms could expect, in this case, a Iess fierce reaction from the 
American firms than if their growth strategy hacl been directed at 
the U. S. market itself. Furthermore, the entry of European firms 
in countries that had no local production might be facilitated 

by their willingness to increase the locally made content of 
their vehicles, or even to undertake full manufacture in the 

2 A! 10 1hia poinl, see Sundelson (l!l7S). Sundelson glves special c,nphasis 

10 1he posllion of Volkswagcn. 
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foreign country, a situation in which they would probably enjoy 

the protection and favours of the local government. 

ln this context, European firms' growth abroad includecl both 

their expansion into other national European national markets, 

in relation to which they benefited from the emergence of the 

E. E. C. market, as well as the entry and/or expansion in the 

markets of the developing countries. 3 One should mention that 

this movement was particularly significant in the case of the more 

efficient and dynamic European national industries. 

As a result of this process of internationalization, the number 

of capitalist countries wilh full manufacturing activities rase 

from II in 1955 to 18 in 1973. ln the sarne way, the number 

of countries with assembly activities increased from 15 in 1929 

to 19 in 1955 and 49 in 1973. 4

From the point of view of the present article, it is 

particularly relevant to examine the stage which the process of 

internationalization of the motor vehicle industry hacl reached 

by the mid-fifties. As previously suggested, at that time, while 

the growth of American firms abroad was directed mainly to 

the European markets, and in particular to the expansion of 

their overseas production in that area, the European firms found 

themselves in the midst of an intense export drive. Among them, 

the German manufacturers had the most outstanding performance; 

s Although, in the case of the UK and France, exports to their colonies or 

formcr colonics prcdominated, all the Europcan countries were prcsent in 

Latin American markcts by the mid-fifties. lt can also be pointed out tbat. 

cxploiting the charac1eris1ics of their products, with distinguished them from 

thc North American oncs, thc expansion of Europcan finns abroad included 

also cntry into the U.S. market, whcre they gaincd a significant share of the 

small car market. It is worth cmphasizing, however, that this movement did 

not have grcatcr significance, sincc it involvcd an extrcmcly rcstricted market 

scgment. Thus, it cannot bc comparcd with the expansion of North American 

firms in Europe. 

4 See Thc Society of Motor Manufacturcrs and Traders Ltd. (1956) and 

Bloomfield (1978), pp. 15!-154 and 259-260. Jenkins (1977), pp. 26-27, gives 

different figures: 42 countrics with assembly activities in 1960 and 70 in 1979. 

He also mentions that the number of assembly contracts rose from 170 to 4!0 

bctwecn those years. 
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resuming their export trade in 1948, they became the leading 
world exporters in 1956, a position which they held until 1973. 
ln contrast to U. S. exports, which were divided almost equally 
between cars and commercial vehicles (54 and 46%) in 1955, 
European exports consisted mainly of passenger cars (70% in the 
UK; 82% in France, 79% in Germany and 92% in Italy). On 
the other hand, European motor vehicle exports corresponded 
to a larger share of domestic production than in the American 
case. ln relation to passenger cars, US exports accounted for only 
3% of national production in 1955; this figure was 45% in 
Germany, 41 % in the United Kingdom, 30% in ltaly and 24% in 
France. As for commercial vehicles, export share in U. S. 
production was higher in this sarne year (14%), though still 
lower than the corresponding shares in European countries 
(46% in the UK; 41 % in Germany, 18% in France and 14% 
in ltaly) . 15 

The above comments concerning the dynamics of the 
international motor vehicle industry provide the general 
background for understanding the r�action of the different 
foreign manufacturers to the Brazilian government policy aimed 
at promoting full manufacture of motor vehicle in the country. 

Such comments show that this policy was introduced in the 
midst of the process of internationalization of the motor vehicle 
industry, when the different national industries were increasingly 
directed towards externai markets. During this period, as Europe 
became the main expansion frontier of North American firms, 
the developing countries became the expansion frontier for 
the European producers. 

ln this context, the first implication which foreign producers, 
particularly the European ones, could infer from the declared 
Brazilian government policy was that to be absent from the 
emerging industry meant being excluded from the Brazilian market 
entirely, since effective protection for new national production 
should be expected. From this point of view, the Brazilian 
government policy was a decisive stimulus for foreign firms 

li See The Society of Motor Manufacturcs and Tradcn Ltd. (1956). 
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to take up manufacturing act1v1t1es in the country. On the other 

hand, one could argue that, owing to the very growth dynamics 

of the international motor vehicle industry, sooner or later 

some foreign manufacturer would be _induced to steal a march on 

its competitors and start producing vehicles in the country, 

independent of any prior government incentive, but counting on 

future restriction on CBU and CKD vehicle imports. From this 

viewpoint, government policy would only have realized, or at the 

most anticipated, an already existing trend. As to this interpretation 

however, one should point out the difficulties that an isolated 

producer faced in starting motor vehicles manufacture in 

developing countries, due to the Jack of a sufficiently developed 

parts industry upon which it could rely in arder to operate 

within its usual level of vertical integration. Consequently, the 

existence of a government policy aimed at establishing a motor 

v.ehicle sector could be decisive for the effective emergence of the 

sector, not only because such policy threatened the absent 

producers with exclusion from the national market, as suggested, 

but also because it guaranteed potentia] manufacturers the 

necessary supply of parts and raw materials, thereby, providing for 

the realization of potential plans. 6 

The response from the U. S. firms to Brazilian government 

incentives was less enthusiastic than that of the European, being 

restricted in general to the production of commercial vehicles. 

Gordon and Grommers have identified, through interviews with 

e Eighteen projccl!I for vehicle production were approved by GEIA, of wbicb 

only elevcn were effectively implemented. Out of these, nine projects werc 

controlled by foreign produccrs, although in a few c3.5es, associated with local 

capital; lhe two finns controlled by local capital were the .state enterprise 
FNM and the import and assembly finn Vemag. Eight of the new producers 

were already asscmbling vehicle in lhe country; on thc other hand, all the 
forcign producers with assembly lines in :Braz.il in the middle of the decade 

were included. The projects actually carried out were those of General Moton 

(commcrcial vehicles), Ford (commercial vchiclcs), lntcrnational Harvester 

(cammercial vehiclcs) , Willys (cars and jceps) , Volkswagcn (can and utility 

vehicles) , Mercedes :Benz (commercial vchicles) , Simca (cars) , Scania-Vabis 

(commcrcial vehiclcs) , Toyola (jceps) , Fábrica Nacional de Motores (can 
and commercial vehicles) and Vemag (cars) . Sce l...:ltini (1959) and Almeida 

(1972) , pp. !19-40. 
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the four American producers, that "the knowledge that 
importation of vehicles, in finished forra as well as CKD for 
local assembly, would henceforth be impossible was a powerful 
stimulus", since "the potenti3:l market in Brazil was to good to 
Ioose"; "prior investments in assembly and distribution facilities 
(amounting to many millions of dollars in some cases) and the 
goodwill had to be safeguarded by moving into complete 
manufacture" [Gordon and Grommers (1962, p. 53)]. Furthermore, 

the fact that "benefits were only to be offered to a limited 
number of companies ( ... ) resulted in prompt decisions to go 
ahead on the part of most firms involved" [Gordon and 
Grommers (1962, p. 55)]. 

Nevertheless, the strategy of U. S. firms envisaged a limited 
engagement, restricted to the manufacture of commercial vehicles, 
which guaranteed, however, their place in the sector and facilitated 
a future diversification towards passenger car production. It can 
be suggested that the expansion of GM and Ford in Europe 
during that period worked against a major simultaneous expansion 
in Brazil; not because these firms Iacked the necessary financial 
resources, since the sums involved were not in fact excessive 
for them, but rather because their managerial resources might 
be totally absorbed by their expansion in Europe. Their option 
for lorry production reflected, within the context of a Iimited 
involvment, both their more signiücant positions in the Brazilian· 
lorry market in the previous years, vis-à-vis the passenger car 
market, and the Iarger share of commercial vehicle exports in 
their domestic production. 

As for the other two large American producers, Chrysler and 

American Motors (absent from the emerging industry despite thc 
threat to their exports to Brazil implicit in the appearance o( 
local production), they were both facing difficulties in the 
domestic market in the mid-fifties, with a decline in their market 
shares and a sizeable reduction in profits. Furthermore, they 
had Iess experience of direct investment abroad than GM and Ford. 
In any case, as ear1y as 1958, Chrysler carne to have an indirect 
participation in the Brazilian motor vehicle sector, by acquiring 
a minority interest in the French firm Simca [White (1971)]. 
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The Willys undertaking is a special case. Willys-Overland 

was a profitable jeep and small lorry producer which reentered 

the passenger car market in 1952, after a ten year absence, and 

merged with Kaiser-Frazer in 1953 (after the establishment of 

its assembly plant in BraziJ). ln the context of the wave of 
mergers and growing competition in the U. S. market in the fifties, 

the new Kaiser-Willys concern would withdraw from the passenger 

car market in 1955, concentrating on the production of jeeps, 
which in its turn would be transferred to American Motors in 

1969 [White (1971) ]. Thus, the expansion of Kaiser-Willys 
towards externa} market corresponded rather to a retreat from 

its domestic market than to a search for new outlets for its growth 

potential. It is worth noting that Willys was, among the North 

American producers, the only one with minority control over 
i ts Brazilian subsidiary. 

As for the European producers, the most positive response 

to the Brazilian government policy carne from the German firms. 

The largest Gerrnan producers of passenger cars and of commercial 

vehicles (Volkswagen and Daimler-Benz, respectively), which 
had recently set up assembly plants in Brazil, moved into full 

manufacture in the country and became the leading Brazilian 

producers of passenger cars and commercial vehicles. Auto Union 
participated in the emerging industry as a Jicensor of the local 
private firm Vemag. Borgward, NSU, BMW and Krupp also 

submitted investment projects which, however, were not 
implemented. 7 Among the French firms, Renault granted a 
Iicense to Willys and later became a minority shareholder in the 
company; and Simca undertook passenger car production. Italian 

producers were absent from the new industry except for the 
licensing of FNM by Alfa Romeo. Fiat's expansion in South 

America gave priority to Argentina and it would take nearly twenty 
years for the firm to enter the Brazilian industry. British 
producers, whose exports to Brazil had been declining in the 
previous years, owing to a reduction in their passenger car exports, 

7 It is worth noting that Borgward and Krnpp motor business were )ater 

taken over by Daimler Benz, while NSU and Auto-Union were bought out by 

Volkswagenwerke. 
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also were absent from the new industry, since the only project by 
a British manufacturer - that of Rover, for the production of jeeps 
- was never carried out. It is worth noting that British expansion
abroad during this period was directed mainly towards
Commonwealth markets. ln addition, the new industry also
included the Sewdish firm Scania-Vabis and the japanese firm
Toyota.

3 - The pre-1967 industry 

As previously suggested, the 1957 /67 period corresponds to a 
complete growth cycle of the passenger car industry. Although 
production grew throughout the period, the growth rates were 
significantly higher between 1957 and 1962 . This higher rates 

can be partially attributed to the small basis on which they are 
calculated. Nevertheless, even the absolute increases in production 
were higher in these first yean: Lhe annual average increase 
was 23.l thousand units in 1960/62 and l0.5 thousand units 
in 1963/67 (Table 1). 

The faster growth of those early years can be attributed to 
the existence an unsatisfied demand, brought about by import 
contrais which had been imposed during the preceding years. As 
time passed and this demand was met, the production growth 
would depend on the replacement rate and on new demand 
brought about by incarne growth and/or lower incarne groups 
being incorporated into the market. 

Replacement demand was small, reflecting the limi ted size 

of the stock of vehicles in use, the fact that about half this 
stock was less than four years old in 1962 and, above all, the 
long period of time during which the vehicles were kept in use. 
It is true that a long life span does not necessarily imply a 
small replacement demand. If low incarne groups are incorporated 
into the market, old cars may be kept in use through their 
successive transference to such groups, while higher incarne groups 
replace their used vehicles, giving rise to a demand for new 
cars. The point, however, is that this pattern depends on the 
vehicle's first owner being induced to replace the vehicle rather 
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Table 1 

Passenger car Production by Size Class and Concentration 
Indexes - 1957 /78 ª 

• 

H,rrin- Bhare of 
Year■ Bm.all Medium Medium- Large Sporta Total dahl Lar1eat 

lar1e (ndezb Produaor 
(%)• 

1957 1.2 1.2 l.000 100.0 
1968 3.8 3.8 1.000 100.0 
1959 9.0 4.3 1.2 o.o 14.5 0.436 68.3 
1960 24.5 7.5 10.3 0.4 42.8 0.301 40.0 
1981 38.3 9.3 14.0 0.5 60.2 O.ate 51.5 
1982 50.2 14.9 18.8 1.0 l.O 83.9 0.323 48.7 
1983 63.8 14.1 24.4 0.8 2.0 94.8 0.325 46.7 
1984 82.7 12.7 18.3 0.5 2.5 104.7 0.355 U.8 
1985 72.9 15.3 22.3 1.3 2 .1 113.8 0.378 .MA 

1988 87.8 14.8 22.8 1.4 2.5 128.0 0.44-1 02.1 
1987 95.5 11., 17.9 11.4 3.1 130.3 0.507 68.1 
1968 123.9 ,.6 20.6 11.0 5.2 165.3 0.624 77.5 
1969 128.3 M.2 36.8 13.8 3.7 2-H.7 o.,42 81.3 
1970 134.8 105.0 45.-l 19.1 3 3 307.5 0.482 88.0 
1971 189.7 141.9 58.2 24.0 8.3 440.1 0.488 68.8 

1972 203.tl 134.8 87 .4 25.5 7.8 485.8 0.471 84.8 

1973 299.1 137 .4 79.8 29.3 8.8 552.2 0.400 58. 2 
1974 434.7 139.9 84.1 26.7 6 .1 801.5 0.415 58.8 
1975 430.1 170.9 90.5 IS.ti 3.7 713.9 O 448 112. 1 
1978 490.8 IM.8 89.8 19,8 1.9 788,4 0.429 80.5 
1977 493.8 188.3 58.8 11.3 2.9 733.0 0.305 68.5 
1978 5150,7 221.2 75.5 13.11 3.4 873.7 0.3.W f3.4 

SOURCEB: ANFAVEA, J,.diJ•lria au.lomobilúlica bra•ilnra. São Paulo, 1972, and unpubliahod 
data Irem ANFAVEA. 
• Bmall Caro: Cbry■lor - Dod .. 1800 and Dod11:o Pelara: Fiat-147: WiUya - Daupbino, 
Gordini, Ronault and Toimo110: Ford - Gordini: GM - Cbovotto: VW - Sedan and e .... ma. 

Medium-Si1a Cara: Ford - Corcel and Belina: Vema11 - Boloar, Fiuore, VemAl(Uot, Caiçara 
and Praeinha: VW - Sed.an, TL, Paaaat and Variant. 

Medium-Larp Cara: Bimoa - Cb■mbord, Pn!aidonta, Rallyo, Alvorada, Eapl■nada, Ro11ente, 
GTX and Jan,iada: Cbry■lar - Eaplanada and Reaionto: FNM - FNM (JKJ: Willn -
Aoro-W1lly1 and Itamaraty: Ford - Mavuiok: GM - Opa)■, Caravan and Can1odoro. 
Largo Caro: Cbrya)or - Dod11a Dart, Cbarser, Maanum and Le Baron: Fiai - Alfa Romeo: 
Fard - Gal.axie; GM - Chevrol11t and Veraneio. 

Sporta Cnr■: Willya - Intorla1101: Puma - GTE, GTS and GTB: VW - Ii:■rmann-Ohio, 
SPl and BP2. 

b Z: ,,, , ,., • ..., J1< ia lbo firm'a ab■re in tho indu■try total produation and " tho number of 
•-1 

firma in tbe indu■try. 
• Vema11 ia the l&r1eol producar until 1050 and Volk■ .... en from 19110. 
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Yee.rs 

1961 

1962 

1963 

1964 

1965 

1966 

1967 

1968 

1969 

1970 

1971 

1972 

1973 

1974 

1975 

1976 

1977 

1978 

Table 2 

Nmnber of Models by Size Class - 1961 /78 ª

Sme.11 

2 (-) 

3 (1) 

3 (-) 

4 (1) 

7 (3) 

5 (1) 

4 (3) 

2 (1) 

1 (-) 

2 (1) 

2 (-) 

2 (-) 

5 (3) 

8 (3) 

12 (4) 

12 (4) 

14 (3) 

14 (1) 

Medium 

2(-) 

2 (-) 

2 (-) 

4 (2) 

5 (1) 

5 (-) 

6 (2) 

1 (1) 

7 (6) 

11 (5) 

11 (1) 

11 (-) 

12 (3) 

13 (4) 

17 (5) 

19 (6) 

19 (7) 

17 (1) 

Medium 
-Larga

4 (1) 

5 (1) 

8 (4) 

10 (2) 

8 (2) 

10 (8) 

10 (4) 

6 (-) 

15 (11) 

8 (1) 

14 (7) 

13 (2) 

14 (4) 

17 (2) 

19 (13) 

19 (-) 

21 (6) 

23 (2) 

Larga 

1 (-) 

1 (-) 

1 (-) 

1 (1) 

1 (1) 

2 (1) 

3 (1,) 

3 {-) 

6 (3) 

7 (1) 

11 (7) 

13 (3) 

11 (-) 

13 (3) 

13 (-) 

11 (1) 

13 (2) 

13 (3) 

Sports 

3 (3) 

2 (-) 

2 (-) 

2 (-) 

3 (1) 

2 (-) 

2(-) 

2 (-) 

4 (3) 

4 (1) 

7 (4) 

7 (-) 

6 (]) 

5 (-) 

3 (-) 

3 (-) 

3 (-) 

SOURCE: Ccmputed frcm manulactwera' price Ji1t1 publiabed in Qr,alrc Roda,. 

Total 

9 (1) 

14 (5) 

16 (4) 

21 (6) 

23 (6) 

25 (11) 

25 (10) 

14 (2) 

31 (20) 

32 (11) 

42 (16) 

46 (9) 

49 (10) 

47 (13) 

66 (22) 

64 (11) 

70 (18) 

70 (7) 

• Left numbon indicate model V&rÍl!!ltY in the market aeKD1ent durin1 tbe ycnr (dci!incd •111 the 
mas:imum number of modela :produccd ■imu.ltaneowdy in a 11am1 month during: tbo year). 

Numben, botween braaketa ind.iaale tbo number oi now modela introduced duri111 tbe year. 

quickly. This can be stimulated by product differentiation policies 

which imply the frequent introduction of new models and the 

rapid obsolescence of the existing ones. Cond.itions were not ripe, 
however, for the passenger car industry to undertake such policies 

in the m.id-sixties. As will be seen later, the industry provided 

a small range of models (albeit, perhaps, a large range, given 

the market size) and model changes were not frequent. 
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ln relation to the demand for new cars, it depends, as 
suggested, on incarne growth and on the incorporation of lower 
incarne groups into the rnarket through price reductions and/or 

more favourable sales conditions. Despite the high incarne elasticity 

of dernand for cars in Brazil, the incarne effect on car production 

was bound to be limited, as incarne growth slowed down frorn 
1962 on. As is known, the turning point in the passenger car 
production growth rate in 1962 was not an isolated phenornenon, 

since the production of almost ali consurner durable goods 
expanded at a slower pace, or even declined, after that year 

[Wells (1977) ]. 

ln so far as the general economic conditions and, in 
particular, the wage squeeze imposed in the mid-sixties irnplied 
unfavourable conditions on the dernand size, the incarporation 
of lower incarne groups into the market would depend basically 

on changes in the supply conditions. ln this respect, it is wortb 
observing that, after a rise in 1963, the relative prices of 
passenger cars declined from then on (Table 3). Such a reduction, 

however, was not sufficient to speed up the growth in sales, 

which reflected the low price-elasticity of demand for passenger 

cars. ln the sarne way, the attempt by Volkswagen, Vemag and 

Willys to face the decline in the industry's growth rate by producing 

less expensive versions of thefr rnost popular vehicles was a 

relative failure. s 

Still from the viewpoint o( the supply conditions, the 

enlargement the market was also hindered by the insuffíciency 

of hire-purchase financing and specially by the Jack o( the 

favourable credit conditions required to reach the lower incarne 

groups. 9 The spontaneous ernergence and rapid developrnent 

of the consorcio scherne in the mid-sixties can be seen as an 
attempt to overcome this situation. Financial support seems to 

have been particularly scarce in the used car market. This 

represented a direct obstacle to a deepening of the market, since 

B For cstimates of price-e)asticity during the period, Stt Baumgarten (1972, 

pp. 20!1-97) and Milone (197!1). 

o For a different opinion see, howevc:r, Wells (1977) . 
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this would be achieved, as later experience shows, by the successive 

entrv of lower incarne groups into the used car market. 

ln this context, faced with unfavourable conditions for market 

enlargement and a limited replacement demand, the growth of 

passenger car production was bound to be low. Along this 

slow growth path, however, sharp short-run fluctuations can be 

observed. To a great extent, these fluctuations were a result of 

short-run changes in the an ti-inflationary policy during the period, 

Table 3 

Investments, Exports and Prices m the Motor Vehicle Secto1· 

lnv•atmenla (USS million)• E ,q,orla Pa,sen11:•r 
C11r 

Yeara Proiecll Proiecta E,rpenditure Motor Puacni:er Relative 
Price Submitted Submitted on Capital Vehicle Cnra Inde:<d to CDI to BEFlEX Goodab Producero (in 1000 unita)• 

(USS million) 

rn81 133 

1982 122 

1983 140 

111M 1:W 

19811 119.il 1211 

1988 30.2 1011 

11187 128.il 08.8 

11168 100 

11169 83.0 4.1 00.5 

1970 308.4 48.2 8.8 90.0 

1971 1.4 87.2 11.3 84.7 

1072 188.9 1111.0 151.7 7.4 - 8.15 81.2 

1973 777.0 211.3 179.2 M.O 115.9 - 12.15 78.1 

1974 87.8 647.8 208.8 179.4 49.8 - 44.0 72.3 

19711 24.8 79.3 138.8 324.9. 154.0 - 40.5 77.0 

1978 2.188.2 1015.8 350.5 84.l - 57.8 88.11 

1977 20.7 103.7 403.7 155.2 67 .9 

11)78 216.3 890.7 78.4 68.0 

SOURCES: Columna 1 and 2: CDI, R.Z11t6rio de Ali,idadu; column 3: unpubliahcd dnln frnm 
ANFAVEA: oolumn 4: unpubli1bed data from CACEX; column 15: unpubliahNI dnta from 
ANFAVEA; oolumn 8: computed from the manufacturer■ price li■ta, publi■hcd io l'lualro Rodo• 
and from production data from ANFAVEA. 

• Include commerclal vebicle maoufacturer■. 

b F1at'a expenditure ia ooly computed from 1077, 

• Owiog to clauificatioo problema, it ia only pouible to indiule ao uppor and a lower limit 
for the paa■enger oar nporta durina: the 1972/78 pcriod. 

d La.opeyrea chatn price inde,r, de0ated by thc G•neral Price Iode.: (column 2 oi Conju,.turo 
Econ6mi&a). 
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introduced in response to sudden worsening in the recessionary 

conditions, as well as of government policy decisions directed 

specifically towards the passenger car industry. This was the 

case with the temporary tax reduction and the financing of car 

sales by Caixa Economica Federal, introduced in 1965 [Almeida 

(1972, p. 63) ]. Despite causing an immediate upsurge in demand 

and a consequent increase in sales in the short-run, these incentives 

did little more than put a temporary halt to the significant 

decline in sales experienced in the previous months, reducing 

producers' stocks and anticipating future demand. 

This lasting recessionary situation affected the various 
manufacturers in different ways. ln fact, the industry structure 

remained relatively stable during the first half of the sixties (the 

Herfindahl production concentration índex fluctuated between 
0.30 and 0.38 between 1960 and 1965) (Table 1). Among the 
six manufacturers which supplied the passenger car market, 

Volkswagen maintained its dominant position, increasing its 

market share from 47% in 1962/63 to 54% in 1965. 10 It was 
followed by Willys, Vemag and Simca whose market shares during 
this period averaged 25%, 15% and 9%, respectively. As for FNM 
and GM, whose production was concentrated in single models, 

they accounted for an insignificant market share (less than l %) . 
This relative stability disappeared, however, in the second half of 
the decade with Volkswagen encroaching on its competitors 

market shares, thus raising its own to 62% in l 966, 68% in 
l 967 and an ali-time high of 77. 5% in 1968. This evolution
reflected the continuous rise in Volkswagen's production throughout
the period, associated with the relative stability of Vemag's
and Willys' production after 1962 and 1963, respectively, and
the sudden decline in Simca's production after 1965. It worth
noting that passenger car manufacturers practically concentrated
their activities into a single market segment, Willys being the

only relevant exception, dividing output equally between small

and medium-large cars. Thus, the advance of Volkswagen's market

10 Figures related to pas.scnger car production by firm and sizc clas.s are 

computed from ANFAVEA data. For the classification of the differcnt models 

by size classes, sec Table I. 
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pasition was simultaneous with an increase in the share of small 
ca.rs in the industry's production. It is difficult to determine 
whether changes in the demand for the different size classes 
enhanced Volkswagen's position or whether Volkswagen's 
competitive advantages induced a more rapid growth in the 
demand for small cars. Nevenheless, Volkswagen's progress in 
the small car market segment is in itself significant. Its share 
rose from 82% in 1964/65 to 89% in 1966 and 96% in 1967. 

This evolution put most of the manufacturers in a difficult 
situation. Data presented in a Congressional Report of 1967, 
referring to the profit margins (wholesale price minus direct 
and indirect costs) of various models in lhe 1963 /67 period 
show sales at loss for Vemag models in 1966 and 1967, for Willys 
and Simca medium-large models in 1967 and for Willys small 
models and utility vehicles since 1963. On the other hand, 
Volkswagen models were profitable throughout the whole 
period [Congresso Nacional, Câmara dos Deputados (1968) ]. 

ln this context, conditions were building up which would 
call for a major reorganization of the passenger car industry. 
This reorganization, associated with changes in the supply of 
hire-purchase financing in the following years would allow the 
industry to recover before the upswing of the economy as a whole. 
As it happened, the recovery of the industry would itself induce, 
or at least consolidate, the economy upswing of the late sixties. 

4 - The reorganization of the industry and its second 
growth cycle 

The previous comments about the growth dynamics of the 
passenger car industry up to 1967, on emphasizing the factors 
which hindered high growth rates after 1962, suggest the necessary 
steps for its recovery. As it was unlikely that lower incarne 
groups could be brought in, extensively and at once, into the 

new car market, higher incarne groups were bound to play a major 
role in any effort to accelerate the industry's growth. This 

implied the need to acceleratc replacement demand and induce 

multiple ownership, which required, in its turn, policies of product 
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differentiation and the developrnent of the used-car market. 
It was through the latter that the lower income groups were to be 
drawn into the passenger car market and play a role in the 
industry's recovery. Furtherrnore, favourable credit conditions 
were required, both to facilitate replacement dernand and multiple 
car ownership by higher incarne grnups, and to support the 
access of lower incarne groups to the second-hand market. 

ln these circumstances, two factors becarne decisive for 
achieving a higher growth rate in the industry. Firstly, the 
hire-purchase financing had to be made available to support 
the strategy just described. 11 Secondly, despite the unfavourable 
conditions, heavy investment leading to product differentiation 
practices had to be undertaken. The most irnportant irnplication of 
this strategy, however, was that the passenger car industry in 
Brazil was bound to approximate those patterns of operation 
which are typical of a differentiated oligopoly. 

The pre-1967 industry was not ready to undertake such a 
strategy. On one hand, the recession years, especially 1966 and 
1967, were rnarked by a decline in profits that affected the internal 
accurnulation and capacity to invest of ex.isting producers. ·This 
was particularly true in the case of the local producers - Vemag 
and FNM. Foreign producers always had recourse to the funds 
of their parent company abroad. However, Willys in Brazil was a 
subsidiary of a relatively small firm which, facing difficult 
times at horne, was retiring from the motor vehicle sector; 
Sirnca, which had already undertaken unsuccessful efforts to 
enlarge its rnodel variety, had witnessed the takeover of its parent 
cornpany in France by Chrysler; and Volkswagen, though not 
short of financial resources, did not have great experience in 
product differentiation. 

11 The increase in hire-purchase financing and changcs in consumer credit 
conditions were, in fact, signilicant from 1970 onwards, contributing dccisively 
to the high growth rate achieved by the industry. ln lhe same way, thc 
dcvelopmcnt of cousorcios playcd out an impor1ant role in the recovery and 
subscquent cxpansion in car production. Such questions - which are not 
discussed in the present article - are examined in Guimarães (1980) . 
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As a matter of fact, besides the short-run scarcity of funds 
to invest, the main obstacles for the survival of most of the 
pre-1967 produccrs were their inability to efficiently engage in 
the new pattern of operation and, in particular, their inevitable 
handicap in competing with the large multinational motor 
vehicle manufacturers, if they decided to enter the Brazilian 
passenger car market. ln fact, the new pattern of competition 
would not only require the frequent introduction of new models 
but would also h.tndicap those manufacturers which had to pay 
the development costs of the new models out of the relatively smalJ 
Brazilian market. Such difficulties particularly affected Willys, 
Vemag and FNl\·I. As for Volkswagen, although lacking experience 

in product differentiation in the mid-sixties, the firm was 
already engaging in such a policy on a world levei. 

This situation made a case for a major reorganization of the 
industry. To start with, the three big U. S .  manufacturers 

entered into the Brazilian passenger car market. For GM and 
Ford, which werc already involved in the commercial vehicle 
industry, this only meant a diversification of their activities in 
the country. To be snre, GM already accounted for a negligible 
share of this market, through the sales of its station-wagon. 
Nevertheless, its eHective entry into the passenger car industry 
can be associated with the investment carried out in 1967 for the 
production of medium-large models, which were introduced to 
the market at the end of 1968. Ford's entry was marked by the 
production of a large car model from 1967, a project which had 
been submitted to government agencies in 1965. This was followed, 
in October 1967, by Ford acquiring control of Willys by buying 
out Kaiser's majority shareholding. As for Chrysler, it had 
bought International Harvester's lorry plant in 1966, stopping 
production, and already had an indirect share in the Brazilian 
passenger car market through its minority shareholding in the 
French finn Simca. lt took over full responsability for operations 
of the Simca subsidiary in 1967, making investments for the 
introduction of a large car model which carne on the market at 
the end of 1969, when the manufacture of the models previously 
produced by Simca was discontinued. 
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The entry of the U .S . producers into the passenger car 
industry was to be expected. ln the case of GM and Ford, their 
interest in the Brazilian markets was made clear by their 
engagement in commercial vehicle production. lt was only natural 
that, once established in the country, they carne to diversify 
towards the passenger car market. The point to be examined, 
therefore, is the timing of such an entry (this question will be 
discussed ]ater) . 

As for Chrysler, it had already entered into negotiations 
aiming at a minority share in Willys in 1957. If such a participation 
did not in fact come about, this was due to the difficulties 
Chrysler was iacing in its domestic market and to its Jack of 
experience in operating abroad. Instead of entering the Brazilian 
market, Chrysler managed to get an indirect participation in the 
more promising E. E. C. market, through its minority shareholding 
in the French firm Simca. At the beginning of the sixties, 
however, Chrysler's rate of return reached its highest Ievel since 
the end of the post-war boom, in 1950, and the firm started an 
expansive period. This new phase involved not only an 
unsuccessful attempt to take over a North American lorry 
manufacnirer,· but also the undertaking of investment abroad. 
Hence, Chrysler acquired the British Cirm Rootes Motors in 1964/65 
and lnternadonal Harvester's facilities in Brazil in 1966, and 
extencled its stake in Simca to 77% in 1967. This latter undertaking 
brought it closer to the Brazilian passenger car induslry through 
its control over Simca's subsidiary in Brazil [White (1971, 
Table 15 . 2 and p. 90) ]. 

As far as the timing of GM and Ford's diversification 
towards the passenger car market is concerned, it is worth noting 
that the profitability of these multinational finns, particularly 
GM's, was very high in the early and mid-sixties. Furthermore, 
since the growth rate of the E. E. C .  market had receded, 
opportunities to invest in Europe were likely to be smaller than 
in the previous decade [Bloomfield (1978, p. 143)]. At the sarne 
time, it may be suggested that, despite the unfavourable prevailing 
conditions, the foreign firms saw bright prospects in the Brazilian 
passenger car market. ln this respect, it is interesting to note, 
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as will be seen later, that Fiat also made an attempt, albeit an 
unsuccessful one, to enter the Brazilian market at that time. 
Finally, giving the prevailing conditions, a major reorganization 
of the industry during the following years was foreseeable. 
Insofar as this was likely to bring about the emergence of a 
definite oligopolistic structure, which might hinder later entries, 

it was convenient for a potential entrant to steal a march on 

its international competitors and become engaged in the very 

process of reorganization of the industry. 

In addition to the entry of the U .S. producers, the 

reorganization process of the industry involved the takeover of 

FNM by Alfa Romeo and Vemag by Volkswagen, both in 1968. 

The takeover of FNM followed a government decision to sell 
the state enterprise, a move which had already been recommended 
in the midfifties. Alfa Romeo, the state company's licensor, was 
the natural buyer. As for Vemag, its contrai was held by a banking 
and importing organization (Novo Mundo), with a small 
shareholding owned by the German firm Auto-Union, from which 
the Brazilian company acquired license and technical assistance. 
In 1966, Volkswagenwerke took over Auto-Union, thereby 

becoming a minority shareholder of Vemag. In the following 

months, Volkswagen pressed to get contrai of the Brazilian firm, 

which was finally sold in 1967. Vemag's production was. 

discontinued at lhe end of that year. 

It should be mentioned that the acquisition which ocurred 

in 1967 and 1968 were not essential to the entry of the new 

producers into the industry. It is true that the alread established 

firms transferred to the newcomers a dealcr network and, in the 
case of Ford, well-known models and a project for a new· car 

(the Corcel) which proved very successful. Nevertheless, the entry 
of these new manufacturers would have been equally viable if 

such take-overs had not occurred. The main result, therefore, 

of those acquisitions was the removal of competitors from the 

industry (this is particularly clear in the case of Vemag). One 

should emphasize, however, that, in any case, the prospects for 

the acquired producers were to be forced out of the market or 
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relegated to a marginal posmon, once the new pattern of 

competition carne to prevail in the industry. 

It was indeed a rather different industry which emerged after 

the entry of the new firms and the take over of ali but one 

of the existing producers between 1967 and 1968. It was this 

post-1967 industry - in which Volkswagen, General Motors, Ford, 

Chrysler and Alfa Romeo substituted for Volkswagen, vVillys, 

Vemag, Simca and FNM - which would be responsible for the 

upsurge in car production after 1968, giving rise to the second 

growth cycle in the industry's history. 

This new cycle involved not only a considerable expansion 
in output but also a huge investment program by the industry 

(Table 3) . 12 Although the productive capacity of passenger car 

manufacturers had not altered between I 963 and 1966, with the 

exception of Volkswagen, idle capacity was high for all the 

producers. 13 Even though this situation certainly did not encourage 
new investments, the industry's recovery depended on investments 

leacling to the introduction of new models. As it happened, it 

would fali to the firms which were entering the industry to 

provide such investments, in anticipation of future demand. From 
1973 on, the investment process in the motor vehicle sector, in 

general, and in the passenger car industry, in particular, would 

become associated with the undertaking of export programs. 

This resulted from the introduction of specific export incentives 

in 1972 and Eram the elimination of the usual incentives to 

invest in the case of the passenger car industry in 1974. Such 

changes and the subsequent development of the sector will be 

examined later. 

The investments carried out during the I 967 /73 period brought 

about a significant increase in thc productive capacity of the 
motor vehicle sector. The levei of idle capacity whiC'.h resulted 
from these investments suggests that the industry expanded its 

12 As ,vas mentioned bcforc. the r.1pid expansion phase of this new cycle 

carne to an end in 1974, thc average annual production growlh rate declining 

from 26% in the 1967 /74 pcriod lo 6% in the 1974/78 period. 

1s The evolu1ion of lhe produc1ive capacity of the various manufacturen 

:md 1heir dcgrce of u1iliza1ion is examined in Guimarães (1980) . 
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productive capacity ahead of current demand. This aspect of 
the industry's strategy brings up Lwo issues. The first refers to 
the discontinuous nature of the investment process in the industry. 
ln fact, as productive capacity was pushed far beyond current 
demand, a subsequent decline in investment was only to be 
expected, so as to allow for the progressive utilization of the 
industry's expanded capacity. That this did not occur in this case, 
despite a lower demand growth rate after 1974, was because the 
motor vehicle sector was induced to engage in a subsidiary 
expansion path, as will be seen later. The second issue refers to 
the implication of such an investment strategy on the conditions 
to enter in the industry. ln this respect, it can be suggested that, 
although such a strategy may be associated with the existence 
of technical discontinuities, it also reflected the efforts of each 
one of the producers to prevent the entry of new competitors 
and to get ahead of the existing competitors, so as to strengthen 
its own position in the industry. 

Nevertheless, despite the investments and the increase in 
the industry's produc_tive capacity, the rapid expansion of the 
passenger car market was likely to attract absent multinational 
producers. To our knowledge, Fiat was the first foreign firm to 
respond to the industry's boom. Having established a subsidiary in 
Argentina in 1954, in response to government incentives, Fiat 
declined to invest in Brazil in the mid-fifties, since it expected 
a ]ater integration of both national markets. Reversing its 
initial decision, Fiat started negotiations to take over Vemag in 
1965, but was stopped short when Volkswagen bought out Auto 
Union and ]ater Vemag itself (]ater on, Fiat took ovcr Auto Union 
of Argentina, in order to prevent Volkswagen's entry in to that 
market). 14 At the beginning of the seventies, Fiat made new 
"démarches" to enter the Brazilian market and started negotiations 
with the Government of Minas Gerais. Fiat's project was 
granted significant incentives by such a government which took 
a 45% partnership in the new undertaking. Furthermore, approved 
by Federal Government agencies in 1973, the project benefited, 
in addition to the usual incentives for industrial investments, 

H Exame Quly 14, 1976). 
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Erom the new incentives to investment projects with export 

programs. Finally, it should be noted that Fiat's engagement in 

the Brazilian motor vehicle sector increased in 1974 with its 

participation in Alfa Romeo's FNM. ln 1976, Fiat got full control 

of FNM, renaming it Fiat-Diesel. 

Following Fiat's decision to enter the industry, and probably 

encouraged by the large incentives that were granted to it, 

severa} European and Japanese producers (Renault, Peugeot, 
Citroen, British Leyland, Volvo and Nissan) made known their 

interest in investing in Brazil anel approached government 

authorities to this end. As was to be expected, the existing producers 

reacted against Fiat's entry and, even more so, against the new 

potential entrants, on the grounds that new entries into the 

industry would affect the economies of scale and raise costs. 
[Lessa (1978, pp. 188-90) ]. ln 1974, in a revision of the Industrial 

Development Comission's (CDI) policy, the incentives to 

investment projects aiming at the production of passenger cars 
were withdrawn on the grounds that the existing productive 
capacity was sufficient to supply the domestic market. Henceforth, 

only projects that included an explicit commitment to export 
were entitled to any sort of incentives. Though not definitively 

precluding the entry of new multinational producers, CDI's new 
policy would act as a restraint on any new investments in the 
industry, by increasing the competitive disadvantages of new 
producers vis-à-vis already established firms. On the other hand, 
the existing firms were hardly affected by the new policy, 
since they had already Iaunchecl large investment programs, 
which pushed their productive capacity beyond the current 
domestic demand. ln this context, the entry of new competitors 

in the passenger car industry was effectively prevented. Only Volvo 

managed to enter the bus and lorry industries. As for the 

existing firms, their investments in the following years would 

be mainly directed towards expanding their exports. 

As pointed out before, investments during these recovery 

and boom years aimed not only at expanding productive capacity, 

but also at introducing new models. ln fact, the new growth cycle 

of the passenger car industry contrasted with the previous one 
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since it was characterized by an intensification of product 
differentiation cornpetition. The nurnber of models supplied to 
the rnarket, which had been always below 25 until then and 
was reduced to only 14 in 1968, rose to 32 in 1970, 57 in 1974 
:md 70 in 1978 (Table 2). 16 ln the sarne way, while the pre-1967 
produccrs launched 51 models, the post-1967 industry, which had 
inherited 12 rnodels from the previous period, introduced 139 
new rnodels between 1968 and 1978. The minar irnportance of 
product differentiation in the pre-1967 industry is even more 
apparent if we consider that 21 of the 51 models introduced 
by the pre-1967 rnanufacturers carne to the market in 1966 and 
1967, as if in ao unsuccessful rehearsal of the new pattern which 
would prevail after 1968. 

Throughout this period of rapid expansion in the second 
growth cycle of the industry, it is possible to distinguish two 
iistinct stages in terrns of the product differentiation policy and 
he growth rates of the various rnarket segrnents. 

During the first recovery years, instead of airning at the lower 
income groups, the product differentiation policy of the new 
firrns was directed to activate the demand of higher incarne 
groups. Jn fact, rnediurn to Jarge cars predominated among the 
new models introduced in the late sixties and early seventies: 
only two out of the 58 models introduced in the 1968/72 period 
were small cars (Table 2). The predominance of medium to 
large cars among the new entrant models reflected both their 
specialization in their home country and an attempt to avoid direct 
confrontation with Volkswagen in the small car market segment. 
Nevertheless, this tendency also reflected the most viable strategy 
to achieve a higher growth rate; this is shown by Volkswagen 
itself which introduced medium-sized models in 1969. 

The strategy adopted by the industry during these recovery 
years implied that small cars accounted for only 7. 5% of the 
86% growth rate of car production between 1968 and 1970; on 
the other hand, medium-sized, medium-large and large cars 

1:1 The íígurc1 Cor 1he number of modela are laken from lhe m�nufacturers' 

priu li1l, publi1hed in lhe magazine Quatro Rodas. 
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were responsible for 70. 5, 17. 5 and 5. 6%, respectively, of that 
growth rate (Table I) . This does not mean that lower incarne 

groups were not affected by the industry's recovery. 1n fact, an 
active second-hand market developed as a result of the increase 

in the replacement rate of the higher incarne groups, as well as 

of the expansion of hirepurchase financing and more favourable 
credi t conditions. 

The point to stress, however, is that, in its early stage, 
the upturn in the car production growth rate depended on the 

demand from the higher incarne groups and was concentrated on 
the medium to large car market segments. 

These characteristics would change in the seventies; small 
cars accounted for 78% of the 125% increase in passenger car 

production in the 1970/74 period, while medium and medium-large 

models accounted for 9 and 10%, respectively. This new phase 

in the evolution of the industry called for changes in the producer's 
strategy, bringing GM and Chrysler, until then restricted to the 

medium-large and large can market segments, to undertake 

small car production in 1973. 

These results seem to suggest that, in the first years of the 
second growth cycle, small car owners were moving towards 

medium-sized cars at a faster rate than non-owners were entering 
the small car market. ln fact, during this period, low incarne 

non-owners were instead being brought into the passenger car 
market through the acquisition of second-hand vehicles. ln the 
early seventies, however, as a result of the continuous good 

performance of the Brazilian economy and the more favourable 
conditions of hire-purchase financing, lower income groups were 
increasingly brought into the new car market, acelerating the 
small car production growth rate. 

Data on passenger car ownership is clear regarding the market 
enlargement in the seventies, though it does not allow one to 
estimate the relative importance of new and second hand car 

ownership for the different incarne groups. 1n this respect, the 
existing information shows only that 49% of car owners in 
1972 had bought their vehicles in the used car market. The 
percentage of households owning passenger car rose from 9. l % 
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in 1970 to 11.7% in 1972 and 17.7% in 1976; this increase was 
common both to the urban population (13. 7, 17 . 2 and 24%) 

and to the rural population (2. 6, 2. 9 and 6%) . 

A more definite account of the extent of the market 

enlargement emerges when information about car ownership is 

approximated to a decile distribution of household incarne. The 

percentage of households owning passenger car rises, between 
1972 and 1976, from 1 . 7 to 3 . 9% in the six bottom deciles, from 

16. 0%. to 27 .4% in the seventh to nineth deciles and from
59. 5% to 72 .4% in the top decile. 16 

The high concentration of car ownership suggested by these
figures appears explicitly in the frequency distribution of the 
passenger car stock according to incarne class: the upper decile 
accounts for 55% of that stock in 1972 while the six lowest deciles 
account for only 4%, This concentration reflects not only the 
greater percentage of owners among higher incarne households, 
but also the importance of multiple car ownership in such groups. 
On this point , the available information shows an average of 
l. 12 cars per household in 1972. One should note, however,

that multiple ownership was inferior or equal to this average
figure for 97% of the households, being considerably higher for
the top 3% and reaching l .  69 cars per household for those whose
incarne was above 60 minimum wages. Thus, while multiple car
ownership accounted for 10.5% of the passenger car stock,
multiple ownership in the top IO. 3% and the top 3% alone
accounted for 8. 7 and 5. 9% of that stock, respectively.

5 - The evolution of the passenger car industry after 
1974 - The extemal market 

The year 1974 marked the end of the second fast growth period 
in the history of the passenger car industry, with production growth 
declining to an annnual average rate of 6% during the l 974/78 

period. The end of the boom phase was only to be expected 
as the initial impact of the new patterns of operation and 

111 The figures for car ownership are takcn from Pesquisa Nacional por Amostra 

de Domicilias (1972 and 1976). 
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growth reached its lirnits. Frorn the on, further expansion of 
passenger car sales carne to depend on the growth in national 
incarne and on changes in incarne distribution. 

The timing of the actual deceleration of the industry's growth 
rate, however, seerns to reflect causes which were exogenous to 
the industry: firstly, a decline in the growth rate of the Brazilian 
economy as a whole along with an acceleration in the inflationary 
proccss and the introduction of government policies designed 
to curb inflation; secondly, the world oil crisis and the resulting 
rise in oil price which induced the Brazilian government to 
pursue policies designed to hold down petrol consumption. 
Among these policies, the reduction in the growth rate of the 
the passenger car industry and the faster expansion of commercial 
vehicles production was emphasized by governrnent authorities 
as early as 1974 [Lessa (1978, pp. 191-3) ]. 

As is known, government policy designed to contain petrol 
consumption consisted basically in increasing petrol price and 
limiting the working hours of petrol stations. Government 
measures designed to curb passenger car sales mainly involved 
changes in hire-purchase financing conditions and in the consorcio

regulation. These measures only began to have a major effect • 
on the industry's performance in 1977, when production declined. 
Nevertheless, production picked up again the following year, 
prompting the introduction of new restrictive measures in 1979, 
which included an increase in taxes on passenger car sales and 
ownership. 

Despite the success of the passenger car industry in maintaining 
a satisfactory growth rate in the context of the oil crisis, the 
new situation, in a sense, has deeply affected it. ln fact, while 
the expansion o( the industry before 1974 was a reason for 
rejoicing, the modest performance after 1974 was seen, especially 
by government authorities, as "better than it ought to be". As a 
result, an atmosphere of culpability has pervaded the industry's 
activities. This greatly accounts for i ts recen t, but defini tive, 
engagement in the research and development of alcohol engines. 
Such engines seem to be the way out of the actual and, above 
all, potential restrictions to the industry's further expansion. 
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lt is interesting to note that, contrary to the slow growth 
years of the mid-sixties, during which the expansion of productive 
capacity was practically halted, investment in the industry 

continued after l 974, despi te the decline in the production growth 
rate (Table 3). Such investments reflected the engagement of 
motor vehicle manufacturers in export activities, as a response 
to specific government policies introduced in 1972. 

This is not the place to describe the incentives defined in 
the ambit of BEFIEX [Suzigan et al. (1974, pp. 34-44)]. lt 
should be noted, however, that specific legislation was introduced 
in 1972 aiming at stimulating mineral, motor vehicle and tractor 
exports. ln relation to motor vehicles, the new fiscal incentives 
for the import of parts and components were contingent upon 
the producer exporting anually at Jeast US$ 40 million worth oi 
CBU or CKD vehicles and components during a ten year period, 
as well as on the value added in the country being at least 
three times the FOB value of imports. The exemption of imports 
and value added taxes would only be allowed to producers who 
reached a specified percentage value of local content: 85% for 
cars, 82% for utility vehicles, 95% for jeeps, 82% for buses and 
80 or 78% for ]arries according to their size. Parts imported 
hom ALALC within the limit of 5% of the value of the vehicle 
were not considered as imports in determining the local content. 
Furthermore the required percentage of local content could 
be reduced by 5%, at most, if the production of the local parts 
industry was insufficient. On the other hand, firms that did nol 
commit themselves to export programs have to present a 95% 
rate for local components and would not be exempt from import 
and value added taxes an their imports. 17 ln addition, as 
has been previously mentioned, in the case of the passenger car 
industry, all the other incentives traditionally granted to investment 
projects, which did not depend on any commitment to export, 
were suspended two years later. 

lt is worth men tioning that, besides the specific legislation 
explicitly associated with the motor-vehicle sector, the overall 

17 Decree n.º 70. 98�. August 15, 1972, and Re1olution n.0 20 of the Industrial 

Dcvelopment Comi1sion, August 29, 1972. 
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export policy of BEFIEX itself was mainly directed towards 
inducing vehicle exports. ln this context, repeating the mid-fifties 
experience, a specific policy was introduced in arder to induce 
foreign finn investment in the motor vehicle sector. As already 
suggested, the success of the previous policy resulted from its 
convergence with the natural evolution of tl1e world industry and 
with the strategy o( the foreign manufacturers. ln the case of tlle 

export programs, the government policy was explicitly formulated 
with a view at benefiting from what was seen as the natural 
trend in the internationalization process of the world motor-vehicle 
sector. Two aspects of this trend justified the Brazilian government's 
policy. The first was the expected increase in tlle international 
division of labour in the motor vehicle production, implying 
that the manufacturing of some components and parts would 
become spatially separated from assembly activities, in arder to 
allow larger production scales and/or to benefit from lower 
labour costs. The second was tlle decentralization of exports by 
the multinational firms and tlle division of the world market 

among theír different subsidiaries, which would become responsible 

for supplying certain national markets within specific geographical 

areas. ln this context, the Brazilian subsidiaries were seen as 

potential suppliers of parts and components to tlle domestic 

market of the parent companies and as supplier of vehicles to 

Third World countries, particularly to Latin America and 

Africa. 18 

The new export policy also affected the performance of 

motor vehicle manufacturers in the Brazilian domestic market. 

Once incentives were abolished for investment projects which 

did not include export programs, not only did the entry of new 

producers into the industry became more difficult, but it also 

meant that the non-commitment to export activities placed a 

18 One should emphasize that this was the outlook of the Brazilian govemment. 
li secms too early yet to evaluate if the international oligopolistic industries 

are effectivelly changing from a market-oriented locational tradition to 

Iocation criteria which cmphasizc the reduction in production costs. Despite 
the considerablc increase in exports by motor vehicle manufacturers, the 

Drazilian government' expectations were not justified in many other cases. 

SI 



producer at competitive disadvantage, due to the higher costs 
both of production and of expansion of productive capacity. 

The motor vehicle producers responded to the new government 

policy: only Toyota and Puma did not submit projects to BEFIEX. 
The export commitment of motor vehicle producers up to 1978 
totalled US$ 5,569 million, accounting for 41 % of the total export 
commitment by all the projects submitted to BEFIEX up to 
that date. 19 These projects (which called for investments in the 
arder of US$ 3,150 million - higher than the US$ 1,700 million 
proposed by projects approved by CDI between 1966 and 1975, 
with no specific export commitment) explain the high levei 
of investment in the industry in recent years. (Table 3) . 

The actual exports by motor vehicle manufacturers increased 
from US$ li million in 1971 to US$ 691 million in 1978, 
corresponcling to average annual growth rates of 80% in the 
1971/78 period and of 66% in the 1973/78 period (Table 3). 2º 
Until 1976, however, only part of the increase in exports can 
be ascribed to the incentives introduced by the BEFIEX legislation 
(57% of tbe exports in the 1972/74 period, 86% in 1975, but 
practically 100% from 1976 onwards). 

The composition of exports in 1977 shows that, in responding 
to the government export incentives, motor vehicle manufacturers 
followed two disúnct strategies. While Ford, Chrysler and Fiat 
concentrated basically on exporting parts and components, in 
particular motors and motor parts, vehicle exports predominated 
in the case of Volkswagen, GM, Saab-Scania, Mercedes Benz 
and FNM (though parts and components exporls were also 
significant for the first three companies - between 32 and 42% 
of their total exports). As far as passenger car exports are 
concerned, these only became significant from 1974 on; its share 
in total production rase from about 2.5% in 1973 to about 

7% in that year, continuing to increase after that and reaching 

18 The information on projecu approved by BEFIEX are takcn from CDI 
Relatórios d11 Alividad11s. 

110 Informations related to exports wcre computed fTom unpublishcd s1a1is1ics 

from CACEX and ANFAVEA. Infonnation about exports ín BEFIEX's ambit 
is taken from CDI, R11latório d11 Alividad11s, severa! issucs. 
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8. 7% in l 978. As to the destination of passenger car exports, 
while Fiat and GM's subsidiaries supplied only the Latin 

American markets in 1978 (only l. 5% of foreign sales of the 

latter went to Africa), Volkswagen exported to the Middle East 
and North Africa (32% of the finn's exports) , Black Africa 

(32%), Latin America (26%), the Phillipines (8%) and 
Portugal (2%). 

The evolution of the structure of the passenger car industry 
during the l 968 /78 period remains to be examined. Production 
concentration, according to the Herfindahl index, shows a 

declining thend, decreasing from an all time peak of O . 624 
in 1968 to 0.354 in 1978 (Table 1). This evolution reflects, 
to a great extent, the performance of Volkswagen, whose market 
share declined from a peak of 77 . 5% in I 968 to 53. 4% in 
1978. Volkswagen's position in 1968 can be attributed to the 
process of reorganization of the industry, in which the previous 
producers were being taken over and the new ones were just 
making their entry into the market. lnsofar as the new producers 
hegan to consolidate their positions and as the growth strategy 
of the industry implied a slower growth rate for small car 
production, Volkswagen's market share declined and became 
relatively stable around 66% in the 1970/72 period. With GM and 
Chrysler's entry into the small car market segment in 1973, 

its share declined further to 58% in 1973 and 1974. The oil 
crisis, in reducing the demand for Iarger cars, favoured 
Volkswagen, whose market share rose again to 62% in 1975. 
Fiat's entry into the small car market segment at the end of 1976, 
however, once more cut into Volkswagen's market share (53. 4% 
of production and 51. l % of domestic sales in 1978). 

Second place in the market during the post-1967 period was 
held either by GM or hy Ford, which together accounted for 
about a third of passenger car production. Their market shares 
were almost equal from 1970 to 1973. After this year, however, 
the faster growth in GM's production consolidated its position 
as the second Iargest producer in the industry, accounting for 
18.8% of production and 19 .4% of domestic sales in 1978, 
against Ford's shares of 14 .2% and 15.6%. Chrysler held the 
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fourth position in the industry until 1977 . Its market share 

fluctuated around 3. 5% from 1969 to 1974, but fell from then on 

as a result of the decline in the demand for large cars and its 

poor performance in the small car market segment. Fiat replaced 

Chrysler as the fourth largest car producer. Having entered 

the market at the end oI 1976, it accounted for 9. 6 and 11. 5% 

of total production in the industry in 1977 and 1978, respectively. 

The output of FNM/Alfa Romeo and Puma was negligible. 

Finally, mention has to be made of the recent change in thc 
industry structure brought about by Volkswagen's takeover of 
Chrysler's Brazilian subsidiary in 1979. This carne about not only 

because of the latter's poor performance over the last few years, 
but also because of the difficulties Chrysler was facing on a 
world scale. From Volkswagen's point of view, the main reason 
for the new association seems to have been the resulting 
opportunity to enter the comercial vehicle market. 

6 - Conclusions 

The emergence of the motor vehicle sector in Brazil has been 
traditionaJly seen as the result of Brazilian government policies 
direct to this aim. It may be posited, however, that the 
success of this policy can be ascribed to its convergence with 

the growth dynamics in the potential capital export industries 
during the period. Furthermore, the nature of the growth process 

of the various foreign manufacturers accounts also for the 

structure of the emerging industry in Brazil. This industry was 

dominated by European producers but also induded the presence 

of local manufacturers and a marginal American producer. The 

three big U. S. manufacturers were absent; their activities in the 

country were restricted to producing commercial vehicles. 

These characteristics reflect the fact that the motor vehicle 

industry emerged in Brazil at a particular moment in the 

history of the world motor vehicle industry when Europe became 

the main expansion frontier for U. S .  producers, taking up the 

greater part of their growth efforts abroad and inducing European 

producers, threatened by the growing competition within their 



home markets, to move towards externai markets (particularly 

towards developing countries markets) . 

Repeating the experience of the mid-fifties, a specific government 
policy was introduced in the early seventies in arder to induce 

investment by foreign firms in the motor vehicle sector. This 

time, however, government incentives aimed at inducing motor 

vehicle producers to invest in arder to export. If the success of 

the previous policy can be ascribed to its convergence with the 
natural evolution of the world industry, this new government 
export policy was explicitly designed with a view at beneíiting 

from what was seen as the natural trend in the internationalization 
process of the world motor vehicle sector, guaranteeing a place 
for local production in the new international division of labour 
that was to emerge. Once again, the response from the foreign 
manufacturers towards government policy was clear: practically all 
the producers undertook investments within the new export 
program and their sales abroad showed impressive increases. 

Two growth cycles have characterized the history of the 

passenger car industry in Brazil. The year I 967 not only marks 

the end of the first of these cycles, but also corresponds to 
an important process of reorganization of the industry, which gave 

rise to a new pattern of competition. Thus, the post-1967 
industry is quite different from the pre-1967 one, by its membership 
but above ali by its pattern of operation. 

It is not by chance that such changes were simultaneous 
with the beginning of the second growth cycle. 1f the industry's 
recovery were not to wait for a recovery of the economy as a 
whole, it was necessary - besides changes in the availability and 

conditions of hire-purchase financing, which did not depend on 
the industry decisions - that the manufacturers come to engage 
in a growth strategy which emphasized product differentiation 

practices. The pre-1967 industry was not prepared to undertake 

such a strategy. ln this respect, the entry of new producers was 

decisive for changing the pattern of operation of the industry and, 

hence, for its recovery. On the other hand, insofar as this entry 

occurred and the new competitive framework carne to prevail, the 

long-run survival of most of the pre-1967 producers became unlikely. 
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Thus, it may be suggested that the take-over of the pre-1967 

producers only anticipated their eventual withdrawal from the 

industry. ln fact, their survival was possible during the initial 

period because the existence of an unsatisfied demand implied 

loose competition and dispensed with product differentiation 
practices. There was no place for them, however, after the late 

sixties, when the industry would come to behave like a typical 
differentiated oligopoly. 
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Changes in production, 
consumption structures, 
growth in Brazil from 

Regis Bonelli •• 

Paulo Vieira da Cunha •• •

1 - Introduction 

income and 
and economic 
1970 to 1975 *

ln a previous article we presented a growth decomposition exercise 

for the period from 1970 to 1975, using multisectorial 

model for the Brazilian economy. (Bonelli and Vieira 

da Cunha (1981) ]. ln the present one we return to the 

sarne thcme with an alternative approach in which personal 

consumption is treated endogenously. The results heres are 

somewhat different from the precious ones, and these differences 

will be explored below. The method adopted consists in 

decomposing the growth of output, by sectors, into four components: 

a) growth in the leveis of final demand: b) the effect of changes

in the consumption pattern, understood as changes in the

personal consumption matrix by sectors and incarne classes;

e) the effect of changes in the incarne distribution and in the

Editor's note: Translalion revisecl by lhe author. 

• Originally published in Pesquisa e Planejamento Econdmico, Rio de

Janeiro, 12 (!!) :807-50, December 1982.

•• Of the Research Institute of IPEA and o[ the Economia Department of 

PUC - RJ. 

••• Of the Rese:irch Institule of IPEA and of the Economia Department oi 

FEA-UFRJ. 
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aggregate consumption structure of households and d) the effect 
of changes in the structure of production. 

Our previous study was limited to experiments with item 
"b" and "e" above. Results showed that, for all sectors, the 
predomint effect was due to what we then alrealy called "changes 
in the pattern of consumption". Because of its residual nature 
this effect - as measured in that exercise - included not only 
changes in consumption choices per se but also those that had 
taken place in the structure of productions. lt included errors 
in observation and measurement, as defined in the 1970 Input-Output 
(1/o) matrix. ln addition, in eSLimating the changes in the 
consumption pattern, the Engel elasticity chart for the first -year 
was maintained constant, with variation only in the leve} and 
distribution of consumption among the incarne classes. And, 
finally, the procedure used kept the baseyear relative price 
structure constant. ln this article we attempt to overcome these 
limitations by pi:esenting the decomposition according to the 
four components mentioned above. The results obtained with this 
new model differ from the previous ones in stressing the relatively 
greater importance of the changes in incarne distribution and 
in the production structure. 
-The··�rganization of this text is as follows: in Section 2 the
decomposition model is developed; in Section 3 the data used
and the methodology employed in obtaining them are presented;
the results are analysed in Section 4. Section 5 concludes the
text and attempts to reconcile the results here given with those
previously obtained, stressing the role fo the changes in relative
prices; and finally the Appendix cc-ntains some tables with the
basic information used in the text.

2 - A decomposition model with endogenous consumption

ln simple input-output models there is an implicit arder of 
causation among the variables, by which output responds to 
the stimulus originating in the levei and dis�ribution of personal 
consumption (and other exogenous variables) through Leontief's 
intersectara] multiplier matrix. Yet personal consumption has 
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its ongm in the productive process. It varies according to the 
distribution of income thus generated among th.e different 
receiving agents and according to the ways in which these agents 
spend it - whether in consumption (and on wha1 type of product) 
or in investment. 1 Our attention here is concentrated on 
analysing the inter-relationships between the various income-receiving 
classes (groups) and the income formation process that occurs 
as a result of productive activity in the various sectors of the 
economy. 

The model is based on the assumption that each income 
class (from the generation standpoint) corresponds to a 
consumption class (from the spending standpoint). For those 
classes of income in which the economic agents do not save, 
(which is what is expect to happen among the poorer segments 
of the population), the total income of a given class (up to 
monthly minimum wages, for example) is equal to its consumption. 
ln the case of classes in which saving does occur, only a fraction 
of the income constitutes the total consumption of the class 
concerned. Whatever the case, however, the consumption of goods 
and services by a given income class results from the total, 
in all sectors, of consumer spending by the incarne receiving 
families in that class. Though trivial this point is not self-evident 
in the input-output matrices usually available. The common 
procedure is to itemize the sectoral value added according to the 
categories in the funcional distribution of income: wages, profits, 
interest, rents. This, if the information on value added was 
available according to the distribution of personal income, the 
above-mentioned connection between income generationed 

consumption could be easily established. It is this line of approach 
that we shall now turn our attention to. 
---

The gross output value (GOV) of a sector can be written: 

X, = l: a11 XJ + C1 F, (1) 
; 

1 ln Jinc with currcnt use in applications of thc input-output mcthod, it is 

supposed that all savings are invcsted during thc sarne pcriod, although 

total investment may bc gn:atcr than tbc total of houscbold savings. 
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where: a,, is the input-output technical coefficient; e, is the 
persona1 consumption of goods of sector i; and F, denotes the 
other exogenous elements of demand for the product of sector z. 

The aggregate personal consumption can be written as: 

e = � v, v, 
; 

where v1 represents income propensity to consume and V1 is the 
value added. Adopting the usual hypothesis in input-output 
models of a constant relationship between value added and the 
value of production, the expression above may be written as: 

where s1 represents the fraction of sector's j production intended 
for consumption. 

Defining e, as C,/ C (i . e., the proportion of the amount 
consumed spent on sector i goods in the aggregate consumption), 
expression (1) may be rewritten as: 

or: 

X, = l: a,1 X1 + e, l: s1 X1 + F, 
; ; 

(2) 

X, = l: (a11 + c,s1) X
1 + F,

; 
(2a) 

or also: 

X, = � (a,, + Cé1) XJ = F, 
j 

(2b) 

ln matrix form, for ali sectors, the equation system of type (2h) 
is: 

X - (A + CS) X = F 

Where C is a vector (n X I) whose elements c1 indicate 
the relative share of sector i in total consumption and S is a 
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vector (I X n) whose elements s
1 

indicate the amount of production 
(income) spent on consumption. This system may be easily 
generalized for k incarne and consumption classes. One only has 
to redefine vectors C and S as rnatrices C (n X k) and S (k X n), 

in which case the characteristic element of C is c7, denoting the 
relative share of the total consumption of class k, spent on 
product i. 2 s� is the characteristic elernent of the S matrix. It 
denotes the relative share of the product (GOV) of sector j 
which is spent on consumption by families in the incarne class k.

The product of matrices C and S rnay be written as a 
CS (n X n) rnatrix whose characteristic elernent (cs) ,1 = l': e� . sj 

k 

represents the proportion of sector's j output which is intended for 
the consumption of goods and services of sector ,. 

Total output of the various sectors rnay be defined as: 

X = [I - A - CS]- 1F 

Given this formulation, consurnption and incarne are, in the 
aggregate, closely Iinked. If as a result of output growth there 

(4) 

is change in the level of incarne, the share of incarne earmarked 
for consumption will, in each incarne class, equal the aggregate 
consumption of that class. 

The model thus seeks to integrate the generation and 
spending of incarne, differentiating this spending according to 
incarne class. It is therefore possible to examine the sequence 
of effects which income generation has on the structure of 
consumption, and how the structure of consumption itself, as a 
final demand element, further influences the differentiated 
growth of the sectors. The most important underlying hypotheses, 
besides the usual input-output formulations, are that: a) the 
whole of the wages is consurned (during the sarne period) ; b) 
the portion of sectoral incarne (VA) which is consurned remains 
constant; c) family incarne originating from wages comes frorn 
only one sector; and d) if family income comes from more than 

li It will be noticed that, irrespective of thc sector of activity, what determines 

the structure of consumption is the incarne class af the family. 



one worker, the surn oE the individual incarnes does not exceed 
the upper lirnit of the incarne interval corresponding to the total 
incarne of the individual with the largest family earnings. 3 

ln the model described by equation system (4) , family 
consumption is endogenous. The combined effect of the CS matrix 
is analogous to the Keynesian multiplier, [Myyazawa (1976) ]; 
where the output levei is deterrnined by the amplified efEects of 
(exogenous) investrnent. Disregarding for the mornent the 
adjustments due to uncon trolled elements in the final dernand 
vector (the effect of the so called "errors and omissions" in the 
IBGE 1970 1/o matrix), it would be possible to write the 
production leveis for the base year (1970) as: 

X (70) = [I - A (70) - e (70) s (70) 1- 1 F (70) (4a) 

where F (70) contains the exogenous elements of the final demancl 
(investment, exports, government spending) . ln this expression 
the A (70) matrix represents the production structure, the C (70) 
matrix the consumption structure, and the S (70) matrix the incarne 
distribution st:ructure (seen frorn the generation angle) . This 
model therefore indicates the desered articulation of the 
three structures. 

It remains to be examined how tlte evolution of these 
structures contributed to generating the observed 1975 leveis 
of production. To simplity the procedure let us suppose to begin 
with, that the three structures were constant over the relevant 
period. Then the sectoral production leveis for that year can be 
estimated tak.ing into account only the new leveis of final demand 
(the sum of government consumption, investments and exports) . 
Denoting those leveis by F (75) we obtain: 

X1 (75) = [I - A (70) - C (70) . S (70) J-1 F (75) (4b) 

li The first part of this hypothesis is admiuedly false. We adopted it only 
because of limitations io the da1a available) . Oo the other hand, a recent 
study of the 1970 census data indicares that there iJ a close paralellism between 
lhe distribution of family income and of earnings of the head of the family. 

See Lluch (1982) , 
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Of course, there were changes in the structure consumption, 
m production methods and in incarne generation. Thus, for 
example, if only the consumption structure had varied, the 
production Ievel of the final year could be estimated by: 

X2 (75) = [I - A (70) - C (75) . S (70) J- 1 F (75) (4c) 

Similarly, if there had been changes in the income generation 
structure, the levei of production in the final year would be 
given by: 

X3 (75) = [I - A (70) - C (70) . S (75) J- 1 F (75) (4d) 

ln the case of changes in both of these last two structures, 
we should have: 

X., (75) = [I - A (70) - C (75) . S (75) J- 1 F (75) (4e) 

And, in the hypothesis of a change also in the prod11ction 
structure: 

Xrs (75) [I - A (75) - C (75) . S (75) J- 1 F (75) 

And there are still three other possibilities, as follows: 

(4f) 

X0 (75) = [I - A (75) - C (70) . S (70) J-1 F (75) (4g) 

X7 (75) = [I - A (75) 

X8 (75) = [I - A (75) 

C (75) . S (70) J- 1 F (75) 

C(70). S(75)J-1 F(75) 

The matrix equation (4g) corresponds to the hypothesis 

(4h) 

(4i) 

that there were changes only in the production structure, the 
equation (4h) corresponds to the hypothesis of changes in aH 
the structures except that of incarne generation, and equation (4i) 
presupposes that only the consumption structure does not change. 

Considering these nine equation systems (4a - 4i) , the 
variation in production between the base-year and the final 
year - that is, in our interpretation, the difference between (4f), 
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representing the levei of production in 1975, and (4a), can be 

decomposed into four components. 4 The first, which is by far the 
most importam, is the scale effect. It consists in the increase 

in output necessary to satisfy the variation in final demand during 
the period, supposing that the production, consumption and 
distribution structures remain constant. This effect is represented 
by the difference between the values resulting from equations 
(4b) and (4a). A second effect, the co11sumption effect (with 
reference to changes in the consumption pattern), can, like those 
listed below, be represented in more than one way - depending 
on the order in which decomposition is effected. A third effect 
is due to alterations in the income distribution (generation), 
here named income effect. Finally, given the variations in the 
production structure (variations in the input-output technical 
cÕefficients between the base-year and the final year), we have 
the founh and last effect: that due to cbanges in the production 

structure. 

Since the arder in which the decomposition is done alters 
tl1e results (and considering that in our interpretation this problem 
does not affect the scale effect) , we opted to work with all the 
possible combinations - in this case six. These combinations are 
seen in the following table. There are show the various possible 
ways of decomposing Lhe difference between (4f) and (4a). 
Note that the difference (4b) - (4a), which represents the "scale 
effect", appears first in all of them. 

4 li is supposcd here thal (4f) adeqv.ately rcproduces lhe production obscrved 

in lhe final ycar, while (4a) gives lhe es1ima1e for the base year. Actually 

any differences between the levei of produclion aclv.ally observed in 1975 

and 1hat eslimated by equation (4f) would show a residue, which would 

represcnl the sum of 1he crrors conlaincd in thc cstimatcs of the three 

malriccs (A, C and S) in 1975. Preliminary calculations using available 

production indexes indicate that lhe results estimaled by system (4f) are 

gcncrally somcwhat higher than those cslimaled from real production indexes 

for 1he period. Aclually, 1his may indica1e an underestimalion of 1hesc indexes 

for 1he period. 
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Table l 

Decomposilions o/ Lhe Difference Belween 1970 and 1975 
Production, by Effects 

jX,. (75) - X (70) 1 According to the Different Decomposition 
Ordinations 

( n = 1, 2, ... , 8) 

Efíecta 

Decomp011it.ion 

FinBI DemBnd Con1umption Income 

X1(75) - X(70) X2(75) - X,(75) Jf.4(1!',) - X2(75) 

II X1C16) - X(70) X4(76) - Xa(715) Xa(7fi) - X1(76J 

III X1(75) - X(70) X1(75) - Xe(75) Xa(75) - X1(75) 

IV X1(75) - ,Y(70) Xaí75) - Xe(715J Xa(76) - Xo(75) 

V X1(75) - X(70) X2(75) - X,(75) Xa(75) - X1(75) 

VI X1(76) - X(70) X5(75J - X.11(75) X3(75) - X1(75) 

SOURCE: EquBtions (4a) to (4i). Sce tad. 

3 - Data used: sources and methodology 

Production 
Structure 

Xa(75) - X4(75J 

Xa(75) - X4(711) 

Xe(75) - X1l75) 

Xe(75) - X1(i5) 

X1(75) - X2(76) 

Xs(75) - ;\3(715) 

The basic data source for this paper is the intersectoral relat1ons 

matrix evolved by IBGE for the year 1970, aggregated into 20 
sectors according to the methodology described in Bonelli and 
Vieira da Cunha (1981). To implement the decomposition model 
presented of Lhe last section above, a body of data is needed 

that is up to now inexistent, in addition to the estimates already 
available. 0 Examination of the model shows that its implementation 

depends, essentially, on six matrices, three for each year (1970 
and 1975): those for the input/output technical coefficients, 
those for the relative proportion of sectoral consumption in the 

total consumption by incarne class, and those for the relative 

li See Bonelli and Vieira da Cunha (1981) . ln thi9 paper lhe A (70) and 

C (70) matrices are called Table li and Tablc IS, respectivcly. 
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proportion of sectoral incarne intended for consumption (by income 

class) in the value of sectoral production. This section will briefly 

outline the methodology and data sources for these matrices, 

shown in greater detail in the Appendix: a) Share consumption 

(by incarne class) in total product (by sector) , I 970. The wage 

distribution (by income class) presented in the 1970 report of the 

Law of 2/3 presently RAIS) was applied to the total wage bili 

in the 1970 Input/Output matrix, by sectors. Since consumption 

by incarne class exceeds the corresponding total of wages (except 

for the poorest class, where they are equal by hipothesis), a 

part of the gross surplus was subsequently distributed among 

the sectors to cover this gap. The resulting matrix (S70) is shown 

in Table A. 2, while the (C70) . (S70) matrix appears in Table A. 3 

(see Appendix) . 

b) Input-output technical coefficients for 1975. Estimation

of this matrix involved prior construction of an intersectoral 

relations matrix for 1975 (see Appendix). Essentially, we started 

from the totals of 1975 sectoral production and of the sectoral 

purchases of raw materiais according to the economic censuses of 

that year. Available information on the total of the final demand 

enabled us to estimate the difference between the value of 

sales of intermediate products by sectors. With the totais of 

purchases and sales (totals of columns and Iines) , we simulated 

with lhe aid of the RAS method [Bacharach (1970) and Bidard 

(1981)] and using the 1970 structlll'es as our starting point, a 

new intersectara) transactions structure compatible with the new 

totals of purchases and sales of intermediate goods in 1975 . This 

gave us the estimate of the technical coefficients matrix for 

1975 used in this text (see Tables A .4, A. 5 and A. 6 in the 

Appendix). 

e) Relative proportion of sectoral consumption in total

consumption incarne classes, 1975. This matrix (C75 ) is, in fact, 

a by product of the estimates of the l 975 transactions matrix, 

(being one of the elements of the final demand) . The RAS 

method was applied to the totais of the columns and lines 
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referring to personal consumption by incarne classes and by 

sectors. o 

d) Share of consumption (by income class) in total product
(by sectors, 1975). To construct matrix S75 we adopted identica] 

criteria to those used in the construction of S70 (see item "a"), 
with the difference that lhe wage distribution (by income class) 

was obtained from the statistics available in the RAIS - 1976. 
The 1975 Economic Consuses were used as primary sources for 
data on the total wages bill and on the aggregate gross surplus 

generated in the year. The sectoral distribution of consumption 
in total consumption was obtained from the estimates presented 
in the C75 matrix, (see above). 7 

4 • - Analysis of the results 

The vectores of production simulated for 1975 by equations 
(4b) to (4i) are given in Table 2, which also shows the vector 
for the base-year (1970) derived from equation (4a). Tables 3 
to 5 show the estimates for the consumption, incarne and 
production effects as defined in Section 2. Each table also presents 
the increase in production during the period, as estimated by 
the difference between the results of equations (4f) and (4a) . 

ln Table 3 the sum contribution of changes in consumption 
patterns among the income classes is predictable small - in 
fact it is, as it should be, negligible. 8 It can also be seen that 
the contribution of this effect for each sector's volume o( output is 
relatively constant across the different fonns of estimation. 
With rare exceptions, this also characterizes the results for the 
income effects (Table 4) and for the estimated changes in 
output due to changes in the production structure (Table 5) . 

e See Appendix at the end of this paper. 

7 lbid. 

s Actually, tbe total of the scclon should have becn equal 10 zero, whatever 

1he form of decomposilion used, because the sum of the mean and marginal 
propensilies to consume (compared with total consumption) should be equal 

10 1. The results diHering from zero can be attributed to approximation 

crrors and/or of measurement. 
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The suggests that the mean (across alternatives in each Table) is 

a representative value of each constibution. Table 6 presents 

these mean results. It also quantities the contribution of changes 

in final demand (ie.: the scale effect) on the increase in 

production during the period. 

ln this last table it can clearly be seen that the most important 

effect on the increase in sectoral production is the scale, or 

final demand effect. Recall that this result is obtained from the 

growth in final demand, supposing that there is no change in 

the structure of consumption, in the structure for the generation/ 

distribution of incarne, and in the structure of production 

(expressed in the input-output technical coefficients matrix) _ 

Note that for some sectors the increase in production due to the 

expansion in final demand exceeds the total increase in 

production. This is particularly the case with: Agriculture; Rubber; 

Leather and Plastics; Perfumery and Pharmaceutics; Food, 

Drinks and Tobacco; Electrical Energy; Transportation; and 

Trade. ° For these sectors the combined net force of the 

consumption, income and production effects hod a depressive 

impact on output growth - acting against the drive generated by 

the increase in final demand_ The opposite conclusion holds 

for the following sectors: Non-Metallic Minerais; Metais; 

Machinery; Electrical and Communications Equipment; Transport 

Equipment; -wood and Furniture; Paper; Chemicals; Textiles 

and Clothing; Editorial and Miscellaneous; and Services. Here 

the net effects of changes in the consumption, incarne and 

production structures raised output above the levei that would 

have been possible as a result of the increase in final demand 

alone. Yet, in conclusion and despite the previous sectoral results, 

for the aggregate of all sectors, the effect of the increase in final 

demand is nearly equal to the estimated increase in production; 

indeed, 97% of the increase is aggregate production can be 

credited to the rise in the final demand. 

a Tbe case of Mineral Extr:action will be healt with later, separately. 
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Table 2 

Production in 1970 • and Estimated Production in 1975 According to Sectors and Simulation Hypothesis 

(ln Cr$ millions of 1970) 

Production (1975) Slmulaled Accordin1 lo Equotiona 
Se<itora 

1 - As,ioultwe 
2 - Mineral Estraotion 
3 - Non-Metallio Mineral.o 
4. - Metal.a 
5 - MacbiD .. 
6 - Eleotrical Equipmenl 
7 - TraD1portation Equipmenl 

,c-•tituto de lt> - Wood and Furnitl&NI 
, Poper 

8 "'D 10 .,"" ubber, LH.ther 1111d Plaotlca l � ; 11 _,; ioalo 
Õ ·-.. 12 -· umery and Pbarmaoeutic,, 

;;,: :» :; 13 -Ó tile &11d Clotbin1 
;: íi, r- 14,1 , Drinka and Tobecco 
; ' ► 16 'torial and MiocellaDeou1 
O 1'. l � leotrical Enerv 

Conotruolion 
- !!ervice■ 

19 - Tranaportation and CommunicalioDI 
20 - Trade 

Total 

(1' 
BOURCE: 8ee tut. 

- • Bati.mate aooordi1111 lo equation (41), 

Produotion 
(1970) (4b) (4.o) 

29,109 60,551 4.2,942 
1,770 3,54.9 3,728 
4,771 8,537 8,492 

14,870 27,006 27,587 
7,850 15,955 17,004. 
15,348 8,409 9,887 
9,976 19,114. 23,207 
li,04.4 8,708 7,901 
2,878 li,569 15,518 
3,518 6,770 8,139 

12,347 24,131 27,4.52 
4,006 8,736 9,760 
9,053 16,300 18,777 

34,591 63,356 li2,137 
4,727 8,675 9,465 
4,218 7,4.98 7,210 

27,448 48,977 48,900 
24,6114. •U,686 44,867 
8,827 15,346 13,4.50 

415,256 82,1113 8'?,365 
261,171 4.72,317 468,094 

(4d) (4.e) (4.0 (4&) (4b) (41) 

44,323 37,392 4.li,103 60,234 52,260 52,402 
3,4.UI 3,561 2,279 2,277 2,371 2,203 
8,376 8,327 10,250 10,477 10,507 10,239 

26,965 26,628 32,6114, 33,756 34,188 32,313 
15,515 16,-4.29 21,246 20,627 22,254. 19,866 

8,182 9,517 10,086 8,812 10,1586 8,517 
18,366 21,997 24,603 21,267 26,259 20,271 

8,248 7,400 10,023 11,422 10,64.4. 10,766 
6,170 5,101 5,834 6,382 6,390 15,874 
6,386 7,571 6,423 5,459 6,909 6.109 

22,303 25,104. 34,213 33,451 37,794 30,723 
7,632 7,810 7,954. 8,930 9,403 7,689 

14,826 16,836 16,698 16,088 18,891 14,463 
64.,887 44,671 53,177 75,300 62,748 64.,602 

8,289 8,04.7 8,939 8,663 9,653 8,214. 
6,804. 6,499 6,54.6 7,581 7,366 6,806 

48,927 48,857 48,906 49,038 48,959 48,979 
40,421 43,146 4.4,420 42,945 46,681 41,387 
14.,133 12,399 13,894 17,233 15,230 15,726 
74.,100 73,248 76,342 86,467 87,IM 76,732 

437,419 421,629 479,600 626,409 526,136 482,880 



u. Table 3 
Nl 

lncrease in Production (1970/75) and Contributions o/ the Effects 

due to Change in the Consumption Pattern 

(ln Cr$ millions of 1970) 

The E!fect o( the Conaumption Pattern Acaordin1 to Dilfcrencea in tbo Equationa 
Seotora Increaae in 

Produation• 
% (4a) - (4b) % (4e) - (4d) % (4b)- (4g) % (4() - (4il % 

1 - Aa;rioulture 16,994 (100) -7,609 (---48) -6,931 (-43) -7,974 (-60) -7-,290 (-46) 
2 - Minual ExtraatioD 609 (100) -179 (36) 146 (28) 94 (18) 76 (Ili) 
3 - Non-Metallio .Minerala lí,479 (100) -45 (-1) -49 (-1) 30 (1) 11 (. .) 
4 - Metala 17,794 (100) --379 (-2) -337 (-2) 432 (2) 361 (2) 
li - Maahinary 13,396 (100) 1,049 (8) 914 (7) 1,624 (12) 1,380 (10) 
6 - Eleotriaal Equipment 4,738 (100) 1,478 (31) 1,335 (28) 1,774 (37) 1,669 (33) 
7 - Tranaport.ation Equipme.nt 14,627 (100) 4,023 (28) 3,631 (26) 4,992 (34) 4,332 (30) 
8 - Wood and Fuzniture 4,979 (100) -807 (-16) -768 (-16) -778 (-16) -743 (-16) 
9 - Paper 2,956 (100) -41 (-1) ---69 (-2) 8 (. .) -40 (-1) 

10 - Rubbu, Le.a.tber and Pla.otica 2,906 (100) 1,389 (47) 1,185 (41) 1,640 (63) 1,314, (41il 
11 - Cbem.icala 21,866 (100) 3,321 (Ili) 2,801 (13) 4,343 (20) 3,490 (16) 
12 - Perfumezy and Pharmaceutica 3,048 (100) 341 (11) 178 (6) 473 (16) 266 (9) 
13 - Te:rtile and Clothing 7,616 (100) 2,477 (32) 2,010 (26) 2,803 (37) 2,346 (29) 
14 - Food, Drinka and Tobacco 18,686 (100) -11,169 (-60) -10,216 (-66) -12,662 (---68) 11,illí (-61) 
Ili - Editorial and Miaoellaneoua 4,212 (100) 790 (10) 658 (16) 890 (21) 726 (17) 
16 - Eleetri cal Energy 2,328 (100) -288 (-12) -306 (-13) -226 (-10) -259 (-11) 
17 - Conatruation 21,458 (100) -77 ( . . ,) -70 (, . )  -79 ( ... ) -73 (. .) 
18 - Services 19,766 (100) 3,191 (16) 2,724 (14) 3,638 (18) 3,023 (Ili) 
19 - Tranaportation and Communicationa 6,067 (100) -1,896 (--37) -1,374 (-27) -2,003 (----40) -1,832 (-36) 
20 - Trade 31,086 (100) -148 ( ... ) -042 (-3) 697 (-2) -390 (-1) 

Total 218,429 (100) --4,171 (-1.9) 11,890 (-2.7) 276 (---0,1) -3,280 (-1.li) 

BOURCE: Table 2. 
ºReaultins fram tbe diffen,nae (4f}-(ú). See test. 



Table 4 

Production lnC'rease (1970/75) and the Contribution of the Ef/ects due to Change zn the 

lncome Distribution (Four A lternatives) 

Effeot■ of th■ Income Diatrihution Acoording to Dillercncea in th■ EQuationa 
Sector■ Inoreuo in 

Production• (%) 
(4e) - (4o) (%) (4d) -(4h) (%) (40- (41) (%) (4i) - (4h) (%) 

1 - Ãl!'ioulture lll,9Q5 (100) -5,560 (-35) -6,228 (-39) -7,157 (--46) -7,832 (--49) 

2 - Mineral E:rlraotion li09 (100) -167 (-33) -133 (-26) -92 (-18) -74 (-15) 
3 - Non-Metallio Minerala 5,479 (100) -165 (-3) -161 (-3) -257 (-5) -238 (-4) 
4 - Metala 17,794, (100) -959 (-5) -1,001 (�) -1,524 (-9) -1,443 (-8) 
li - Machinee 13,396 (100) -571 (-4) -440 (-3) -1,008 (-8) -761 (�) 
6 - Eleotrical Equipment 4,738 (100) -370 (-8) -277 (�) -500 (-11) -2!15 (�) 
7 - Tranaportation EQuipment 14,827 (UlO) -1,210 (-8) -748 (-5) -1,656 (-11) -996 (-7) 

8 - Wood and Furniture 4,97Q (100) -44 (-8) -460 (-9) �21 (-12) �56 (-13) 

9 - Paper 2,956 (100) -417 (-14) -389 (-13) -556 (-19) -508 (-17) 

10 - Rubber, Leather and Plutica 2,905 (100) -568 (-20) -384 (-13) -576 (-20) -350 (-12) 

11 - Cbem.ie&l.a 21,866 (100) -2,348 (-11) -1,768 (-8) -3,581 (-16) -2,728 (-12) 
12 - Perlumery and Pbarmaceut.iea 3,048 (100) -1,286 (--42) -1,103 (-36) -l,44Q (-48) -1,241 (--41) 

13 - Testile and Clothin1 7,645 (100) -1,041 (-25) -1,474 (-19) -2,193 (-29) -1,625 (-21) 
1( - Food, Drinka and Tobaooo 18,586 (100) -7,488 (-40) -8,48Q (-46) -9,571 (-51) -10,8Q8 (-58) 

15 - F.ditorial and Miacellaneou■ 4,212 (100) -516 (-12) -386 (-9) �14 (-15) 449 (-11) 

16 - Eleetrical Eneru 2,328 (100) -711 (-31) �114 (-30) -800 (-35) -776 (-33) 
17 - Con■truotion 21,458 (100) -43 ( ) -50 ( ) -53 ( ) lí9 ( ) 

18 - Servi ... 19,756 (100) -1,712 (-0) -1,245 (-6) -2,161 (-11) -1,558 (-8) 

19 - Tran■portat.ion and Communioation■ 5,087 (100) -1,051 (-21) -1,213 (-24) -1,336 (-26) -1,507 (-30) 

20 - Trade 31,086 (100) -9,117 (-29) -8,323 (-27) -10,822 (-35) -9,73/í (-31) 

Total 218,429 (100) -36,561 (-16.7) -34,946 (-18.0) -46,536 (21,3) -43,529 (-19,9) 

<.1t 
BOURCE: Table 2, 

(Ili •BeauJtiDs from th■ difl■renae oi (4() - (ú), Boe te:n. 
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Table 5 

Production Increase (1970/75) and the Contribution of the Effects due to Changes in the 
Production Structure (Four Alternatives) 

(ln Cr$ millions of 1970) 

EUcct. of the Cbnn11:c11 in tho Froduc:::tion Struatura Aacordina: to 
lnareue ia DiUcrcacea in tba Equation1 

Beoton, Production• (%) 

(4)-(4b) (%) (-lh)-(40) (%) (41)-(40) (%) (4i)-(4d) (%) 

1 - Aiaiculture 15,094 (100) 0,683 (61) 0,318 (58) 7,711 (•8) 8,070 (51) 
2 - llllnenJ Eztraotion .500 (100) -1,272 (-250) - l,<157 (-267) -1,202 (-252) -1,213 (-238) 
3 - Non-Motallôo Minorai.o 5,470 (100) 1,040 (35) 2,015 (37) 1,023 (35] 1,8113 (34) 
4 - Met.alJ 17,704 (100) 5,790 (33) 6,801 (37) 6,030 (34) 5,348 (30) 
5 - Macbinoe 13,398 (100) 4,872 (35) 11,260 '30) 4,817 (38) 4,3111 (32) 
6 - Eleotl'ical Equipmont 4,738 (100) 403 (0) 800 (15) 589 (15) 335 (7) 
7 - Tranaportation Equipment 14,827 (100) 2,153 (15) 3,052 (21) 3,052 (21) 2,606 (13) 
8 - Wood and Fwniture 4,070 (100) 2,714 (55) 2,743 (55) 2,522 (51) 2,518 (51) 
O - Pnpor 2,056 (IOOJ eia (�2) 872 (29) 733 (25) 704 (24) 

10 - Rubbor, Leather and Pluti .. 2,005 (100) -1,311 (-15) -1,140 (-39) -1,148 (-40l -1,272 (-44) 
11 - Chomioalo 21.866 (100) 9,320 (43) 10,3-12 (47) 9,100 (42) S,360 (38) 
12 - Porlumory and Pbarmacoutica 3,CJ.18 (100) 105 (8) 327 (11) 144 (5) 57 (2) 
13 - To:rtile nnd Clot.hin,i 7,845 (100) -212 (-3) 144 (2) -138 (-2) -363 (-5) 
14 - Food, Drink, aod Tabnooo 18,586 (100) 11,0H (04) 10,611 (57) 8,500 (40) 9,715 (52) 
15 - Editorial and llliacellaneaua 4,212 (100) -12 ( ) 88 (2) -8 ( ) -75 (-2) 
16 - Eleotrioal Enera 2,328 (100) 83 (4) 145 (6) 47 (2) 1 ( J 
17 - Con■truction 21,458 (100) 61 ( l 59 ( ) "º () 52 ( )
18 - Sorvioe■ 19,756 (100) 1,270 (O) 1,72" (O) 1,275 (6) 066 (5) 
111 - Tranopartalion and Communication■ 5,007 (100) 1,887 (37) 1,760 (35) 1,405 (30) 1,593 (31) 
20 - Trado 31,086 (100) 3,1154 (13) 4,799 (15) 3,00-I. (10) 2,642 (8) 

Total 218,4!!9 (100) 6l,094 (24.8) 58,022 (26.6) 48,071 (22.0) 45,461 (20 8) 

SOURCE: Tablo 2 
• Rooulting from t.ho dilfettnce oi (4f)-(4a). See 1 .. 1. 



Table 6 

Decomposition of the Increase of Production Among Factors: Final Demand. Consumption 

Effect, Income Effect, Production Effect 

(ln Cr$ millions of 1970) 

Incrcaae Averuge oi Contributioaa 
Seclon Incrcaae ia (%) in Fiaal (%) 

Production• Demand .. Con11umption (%) Income (%) Production (%) 

1 - Airriculture 15,094 (100) 21.442 (134) -7,453 (--1.6) --6,692 (--1.2) 8,6P2 (+M) 
2 - Miaen.l E>traetion 500 (100) 1,779 (340) 124 (+25) -116 (-22) -1,281 (-252) 
3 - Noo-Melallio Mineral■ 5,479 (100) 3,766 (69) -13 

i .. ·l 
-206 (-4) 1,936 (+45) 

4 - Metal■ 17,794 (100) 13,096 (74) -17 -1,232 (-7) 6,943 (+33) 
6 - Machiaery 13,306 (100) 8,105 (61) 1,242 +Ô) -tl05 (-5) 4,772 (+35) 
6 - Eleotrical Equipment 4,738 (UlO) 3,001 (65) 1,539 (+32) -360 (-8) 502 (+li) 
7 - Tranoportatioa Equipmenl 14,627 (100) 0,138 (62) 4,245 (+29) -1,153 (-8) 2,429 (+17) 
8 - �ood and FumitllN! 4,070 (100) 3,6M (74) -772 (-15) -537 (-12) 2,827 (+s3) 
9 - Paper 2,956 (100) 2,681 (91) -35 (-1) -468 (-16) 783 (+26) 

10 - Rubber, 1-ther aad Plutica 2,005 (100) 3,252 (112) 1,352 (+46) -470 (-16) -1,210 (-42) 
11 - Cbemical1 21,866 (100) 11,784 (54) 3,489 (+16) -2,600 (-12) 0,282 (+42) 
12 - Perl wnery and Pbarmaoeu tica 3,048 (100) 3,820 (126) 314 (+10) -1,265 (-42) +181 (+e) 
13 - T""tile and Clothiag 7,645 (100) 7,247 (95) 2,381 (+31) -1,808 (-24J -150 (-2) 
14 - Food, Drink1 and Tobaeao 18,586 (100) 28,765 (155) -11,340 (--61) -0,051 (-40) 10,104 (+55) 
16 - Editorial and M�Uanoou1 4,212 (100) 3,948 (94) 766 (+18) ----492 (-12) -7 ( 

. .
) 

1 e - Eleetrical En•l'KJ' 2,328 1100) 3,280 (141) -270 (-12) -748 (-32) 60 (+a) 
17 - CoD1truotlon 21,458 (100) 21,5211 (100) -75 ( ... ) -51 ( . . .) 55 ( 

. .
) 

18 - S.rvl- 19,756 (100) 17,002 (86) 3,146 (+16) -1,669 (-8) 1,311 C+el 
10 - TraD1portation and CommunicatioDI 5,067 (100) 6,519 (120) -1,866 (-37) -1,276 (-25) 1,684 (+33) 
20 - Trade 31,088 (100) 37,257 (120) -105 (-1) �.474 (-30) 3,597 (+11) 

Total 218,429 (100) 211,144 (96.7) -3,404 (-1.6) --1.0,393 (-18.5) 51,412 (23,4) 

BOURCF.8: Tabl.. 1, 2, 3 and 6. 
1,1' 

• Eatimat.ed from tbe dHlerenee betw .. n equationa (4O-(4a). 
" Itl,m (46)-(4&� 

1,1' 



Changes in the structure of consumption had important 

effects on the aggregate and specially on select sectoral rates 

of growth of output. Among the sectors in which the effect was 
negative - i. e., where there was a tendency to reduce the growth 

of production - the following stand out in order of importante: 
Food, Drinks and Tobacco; Agriculture; Transportation anel 

Communications; Wood and Furniture; and Electrical Energy. 

in patterns of consumption (i. e., they had a positive influence 
expansion in final demand exceeded the actually observed increase 

in production. The remaining sectors gained from the changes 
in patterns of consumption (i. e., they had a positive influence 

on the growth of production), or, in a few cases, the changes 
did not have any significant result in terms of influence on 
the leveis of production. Among the former the following sectors 

are noted: Rubber; Leather and Plastics; Electrical Equipment; 
Transport Equipment; Textiles and Clothing; Chemicals; 

Perfumery and Pharmaceutics; Editorial and Miscellaneous; 
Machinery; and Services. For the economy as a whole, as has 

already been mentioned, the effect of the method adopted is 
to neutralize the impact of variations in the consumption structure. 
The small impact observed is due to errors in the calculations of 

the effects and, possibly, to changes in the aggregate ratio between 
consumption and value added in the period from 1970 to 1975. 10 

As to the effects of changes in the structure of income 
generation/distribution, 11 it can be seem from Table 6 that the 
net results are negative for all sectors. Although in most the 
impact in of small consequence, in some select sectors the 
contribution of this effect to total growth has been substantial. 

The following sectors are noted: Food, Drinks and Tobacco; 
Agriculture; Perfumery and Pharmaceutics; Electrical Energy; 
Textiles and Clothing; Transportation anel Communications; and 
Trade. (Tbis last, in a certain way, may be seen as the mean 
impact, of the other sectors) . The sectors with relatively small or 
negligeable effects are: Non-Metallic Minerais; Metals; Machinery; 
.. 

10 Tbe ratio stood at 50.7% in 1970, lalling to 49.9% in 1975. 

11 Strictly spcaking, it is, as can ca1ily bc 1cen, dcaling the wholc time 
only with the incarne intcnded for consumption. 
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Electrical and Communications Equipment; Transport Equipment; 

Services; Wodd and Furniture; Chemicals; Editorial and 

Miscellaneous; Paper; Rubber; Leather and Plastics. Note that 

with the exception of \Vood and Furniture, ali these sectors 

are instances where the effect of changes in the structure of 

consumption was either small of, in most cases, amply 'positive 

- i.e., tended to raise the levei of production in the final year.

Taking the total of the sectors into account, this factor had the

effect of reducing the level of production in the final year by 

almost 20%1

The measured vanauons in the structure of production 

(admittedly, imperfectly gaged by changes in the input-output 

technical coefficients between 1970 and 1975) had the effect to 

raising the production levei in the final year, in most cases. 12 

See the last column of Table 6) . The following sectors are noted: 

Food, Drinks and Tobacco; Agriculture; Wood and Furniture; 
Chemicals; Non-Metallic Minerals; Metal; Transport and 
Communications; and Paper. All these are sectors where changes 
in the structure production were responsible for at least 25% 
of the increase in production leveis. Taking ali sectors into 

account, the contribution of this effect amounted to 23.4% 

of the estimated change in output, thus exceeding by five percentage 

points the (negative) contribution of the income generation/ 

distribution effect. 

The Mineral Extraction industry was remarkable for some 
frankly absurd results. The problem seems to be due to the 

coefficients in the 1975 Input-Output Matrix. Observe in Table 2 

(columns (4f) to (4i)) that in all simulations using the 1975 
technical coefficients matrix the I 975 estimated production 

levei is significantly bellows the one actually observed. Total 

output of the sector has been estimated at Cr$ 3,761 million for 

1975 - see Bonelli and Vieira da Cunha (1981) Table 27. 

Using this value and estimating residually the contribution of 

12 The only important exceptions are two secton - Rubber, Le:uher, and 

Plastics, and Mineral Extraction - the lauer being discussed separatcly. 
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the changes in the production structure, the following results 

are obtained: 

Table 7 

Mineral Extraction Sector: Increase m Prodttclion and its 

Decomposition According to Components - 1970 /75 

(in Cr$ millions, 1970 value) 

Incres.se in Production 

lncrease in Final Demand 

Pattern/Consumption Effect 

Dist1ibution/lncome Effect 

Structure/Production Effect 

Total = CrS 1,991 
Million 

1,779 

124 

-115 

203

% 

90 

6 

-6

10 

These figure seem reasonable considering that Mineral 
Extracúon (like Civil Construction) does not involve the 

production of consumer goods. Therefore, its growth is technically 

independent of changes, on consumption patterns or in the 

distribuúon of incarne. A positive (though small) expansion in 

output caused by intertemporal changes in the structures prnduction 

is consistent with the other results reached in this study. It also 

reflects the observed performance of a sector which in part 

did not beneffit from productivity augmenting teclmological 

changes during the period analysed. 13 

13 Thc "absurdity" of the initial rc.sults (Table 2) is probably related to 

the inconsi.stency between the production valuc and lhe value of exports. 

This, according to foreign tradc data, would have been approximately of tbc 
sarne magnitude as the volume of production. ln our 1975 matrix th:it is 

reflected in the fact that since the intermediate sales were cstimated as tbc 

dif(ercnce between production and final dcmand, the value of those sales is 

probably underestimated, with rc.sulting biasei in the input-output coefficients 

of the sector in 1975. 
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These results differ in certain aspects from those presented 
in an earlier stucly by the authors - see Bonelli and Vieira da 
Cunha (1981). Despite the difference of approach in the two 
studies, it has to be recognized that in more than one case the 
respective decompositions reveal contradictory interpretations. 
Thus we find here that the changes in the consumption pattern 
tended to reduce the production levei in the final year in 
Agriculture; Food, Drinks anel Tobacco; Electrical Energy; Wood 
and Furniture; and Transport and Communications. ln the 
other paper we concluded that this only occurred in the first 
two sectors, Textiles, Services, Paper and Cardboard and Trade. 14 

The inconsistencie� are even more apparent in a comparisson 
of the results of the effects of changes in the incarne distribution. 
The data in Table 6 indicate negative results for ali sectors, 
(though in some the magnitudes involved are small). Our 

previous study concluded that the contribution of observed changes 
in the income distribution had a negative impact in 1975 output 
leveis only for the following sectors: Agriculture; Food; and 
Electrical Energy. Though neglegiable in some cases, a significant 
positive effect was observed in the following sectors: Transportation 
Equipment; Wood and Fumiture; Paper and Cardboard; Rubber,

Leather and Plastics; Perfumery and Pharmaceutics; Editorial 

and Miscellaneous; Services; and Transport and Communications. 
ln the five underlined sectors the present analysis suggests a 
markedly different conclusion. We now explore possible reasons 
for the divergence. 

5 - Reconciling evidences: the role of relative prices 

At the beginning of this paper we noted several differences 
between our present and cartierefforts in the specification of 
decomposition models for the growth of sectoral production. ln 
particular, it was pointed out that, in contrast with the previous 
attempt, the present study incorporates variations in relative 

H As for the sectors in which the changcs in thc consumption pcttem tcnded 

to raise thc levei of production in the final year, there is, howcvcr, coincidcncc 

betwecn thc two rcsults. 

59 



prices (of the products of the different sectors, of raw roaterials 

as compared with final products and of wages vis-à-vis other 
incomes) . This probably explains roost of the differences noted 
before. 

Let us briefly recapitulate Lhe meaning and the results of 

the four effects into which the production increase between I 970 
and 1975 may be broken down according to the current methodology. 

The first, namely the scale effect, has a very a clear 
interpretation: it represents the increase in production due to 

the increase in the exogenous elements of the final demand 
(fixed gross investment, government consumption and exports). 
It is based on the assumption that the production and income 
structures observed in the base-year remain constant throughout. 
Taking into account the very rapid pace of economic growth 

in Brazil during the period from 1970 to 1975, and the very 
shortness o( the period, this effect, besides being positive for ali 
sectors, is not surprisingly, the most importam one. For the 

economy as a whole, the increase in the final demand would have 
been responsible for about 97% of the production increase 
observed during the period. 

The second effect mentioned - associated with changes in 
the pattern of consumption - results from variations measured 

at current prices in the matrix of average propensities to consume 
(by incarne class and sector) - and in the Engel elasticities 
associated with it. What was found was expected: for the economy 
as a wl}ole the effect was null - except for the extraneous 
impact o( the small decrease in the (aggregate) propensity to 
consume out of total incarne. There were, some important 
altercttions at the sectoral level. As is well known, during the 
period analysed there were large flutuactions in relative price. 
Together with (in fact, as a part of) changes in consumer 
behaviour due to the diffusion of a group of "modern" goods, 

these fluctuations in prices are reflected our measurement of the 
"consumption pattern" effect. 15 It should furthermore be noted

15 The differenus, somelimes aubslantial, in Lhe average propensilies to 
consume in 1970 and 1975 can be seen by comparing Tablcs l!I in Bonelli 
and Vieira da Cunha (1981) and A,8 in lhe Appcndix lo lhis study. 
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that this effect, though similarly named, is not comparable across 
the two studies are here refferred to: First, because in the 
previous one we obtained the effect residually; consequently it 
lumped together alterations in comsuption with changes in the 
technical structure of production and with changes in the 
technical structure of production and with known errors in 
observation and/or estimate of the 1970 I/O matrix. Secondly, 
in the earlier study this effect was quantified at constant

1970 prices. 

The tlúrd effect, capturing the impact of changes in the 
generation/distribution of income has a more cornplex 
interpretation. Essentialli it results from the observation that 
for a given sector and income class the share of final consumption 
in total output varies over a period of time. This effect, which 
is also measured at each year's prices, results from the aggregation 
of these shares (more precisely, the ratios of consumption to 
value added for each sector anel income class) in each of the 
four income classes. Since these proportions decreased in many 
sectors, it is not surprising that the effect on the increase in 
production over the period from 1970 to 1975 has been negative; 
(see Tables A .  I and A. 10 of the Appendix) . Tlús reduction 
is due to the movement in the functional distribution of income. 18 

It is also an outcome of the petroleum and raw materiais crises 
of 1978 and 1974. For as a result of the large and sustained 
increase in prices the share of these intermediate goods in total 
output (measured at current prices) grew significantly from 
1970 to 1975. 11 

It is clear from the results given in the following table, 
(which repeats the Iast Iine of Tables A. 2 and A. II in the 
Appendix), that the share of consurnption in total vaiue added 
fell between 1970 and 1975. The trend is specially noticeable 
at the extremes of the distribution and is strongest for the 
lower incarne class (up to minimum wages) . For this segment 
the share of fell from 8. l % of gross output value in I 970 to 4. 6% 

18 The share of wages ln value added, which slood ai SI ,5% in 1970, fell 

to 29.7% in 1975. 

11 The raw materials/GOV ratlo, fell from 48. 8% in 1970 10 45 .2% in 1975. 
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in 1975. It is, therefore, not surprising to note that, in 1975, the 
seven sectors with negative incarne effects, and which are 
quantitatively more significant, are those responsible for 87% of 
the consumption of the poorest dass and for 62% of the 
consumption of the wealthiest class. Though the "middle" 
classes showed some relative gains (altogether, from 17 to 18. 5% 

of the GOV), these were not sufficient to compensate for the 
lasses suffered by the other classes. 

ln pari, the lasses suffered by the poorest class can be 
attributed to variations in the limit of the class. It should be 
remembered that in our exercise the classes are defined by the 
value of the highest minimum wage paid in the country (MSMP) , 

but the variation of the MSMP during the period was below the 
variations of the prices as measured by the implicit deflator of 
the GDP. 18 Thus, the 1975 "poor", according to our definition, 
were relatively poorer than those in 1970. 

Table 8 

Share of Consump!ion in Total Value Added, by Income Class: 
1970 and 1975 (All Sectors) 

k = 1 k = 2 k = 3 k = 4 
Years (up to 2 (2 to 5 (5 to 10 (10 e.nd + Tote.l 

MSMP) MSMP) MSMP) MSMP) 

1970 8.1 9.5 7.5 10.8 35.9 

1975 4.6 9.8 8.7 9.7 32.8 

SOURCES: Tablea A.2 and A.11 in lhe Append.i:i:. 

The difference, however, is small (3%) and as far as the 
limit of the "wealthy" class it concerned, it would tend to 
increase proportionally the number of "wealthy" families. The 
most significant aspect of this result is to demonstrate that despite 

18 Tbe ratio bctween lhe mean annual indl!Xes of lhe MSMP and tbe impliclt 

deflator of tbe GDP fell [rom 1 in 1970 to O. 966 in 1975. 
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the probable upward mobility of some lower class families and, 
therefore, the rcduction in thc number of families in an acute 
situation of poverty, the growth of the "middle" sectors did not 

saffice to compensate for the loss of purchasing power in the 
extremes of the distribution. Moreover, it is important to note 

that during the period, while the value of production (in nominal 

terms) increased at an average annual rate of 42%, total 
personal consumption expanded at 39%. 10 These elements had 

a preponderant weight on the of the distribution effect in the 
decomposition of the sectorial increase of production. 

The fourth effect, due to changes in the structure of 

production, measures the impact of variations in the input-output 
technical coefficients between 1970 and 1975. As these are 

cstimated at current prices, it is difficult to separate the fraction 

that is due to technical change (including changes in the 
composition and scale of production, besides "pure" technical 
progress) from that due to changes in relative príces. Though the 

separation in feasible it cannot be resolved without access to much 

more detailed information than that currently available to us. lt 

is known that the period was characterized not only by intense 

"structural" change, but also by víolent changes in relative prices. 

These resulted from: a) the increase in petroleum crises; b) the 

raw materiais crisis associated with a simultaneous boom of the 

world economy, which reaches its highest point in 1973; e) the 

profile of growth based on the rapid expansion of sectors producing 

durable goods and in the concomitant reduction of their relative 

prices; d) the stymules for agricultura! production for the externai 

versus internai market, and associated with it Lhe increase in 

the relative price of products destined to domestic consumption, 

be it for final on intermediate demand. ln terms of our exercise, 

the result, whatever the origin, is to increase the weight ot 

intermediate transactions in the final production. It is this 

greater interna} integration of the economy, measured in value, 

that we call "changes in the production structure". The fact 

10 Thcse figures rcsult from a comparison of the Narional Accounts with 

thc intersectoral rclations matrices of 1970 and 1975. 



that its contribution is positive agrees with incernational experience 
[see Carter (1970) ]. 

ln conclusion, the results of the decompositions are decisively 
influenced by changes in relative prices. As calculated, the scale 

effect is not directly aHected by the evolution of relative prices; 
this beca use the effect presu pposes constant structures of 
consumption. Changes in relative priccs should influence the 
composition of consumption by incarne classes. And it is this 
change that has a signiEicant impact - via what we hawe termed 
the consumption e(fect - on the growth of certain sectors. 
Changes in relative prices may influence the income effect in two 
quite different ways: on the one hand, by a change in relative 
factor prices (specifically, in the period in question tbe price 
of labor decreased); and, on the other, by a change in the price ot 
raw materiais and other intermediate goods in relation to final 
production (in the period in question this relativc price increased) . 

The joint effect was, therefore, doubly conductive to depression 
of aggregate consumption and of consumption by classes. ln 
closing, it should be noted that movements in the prices of raw 
materiais also act to alter the structure of technical relations 
(measured in value). For the reasons already discussed, in the 
specific circunstanccs. The change was in the direction of enlarging 
the weigh of intermediate transactions. 

Appendix 

A. l - Obtaining of matrices (S70), (C70) and (C70). (S70)

A brief description of the procedures adopted in constructing the 
matrix (S70) has already becn presented in the text. The wage 
bili of each sector is that recorded in the Intersetoral Relations 
Matrix for 1970. The 1970 wage distribution by incarne class 
was obtained from data in the reports of the Law of 2/ 3 for 
that year, aggregated according to the sectors of the (20 X 20) 
matrix, except Agriculture. Thc rcsulting distributions are 
shown in columns (I 1) to (12) of Table A. I). These distributions, 
were then applicd to the wage bills in the 1970 rnatrix, initially 
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presupposing that for the poorest class ali of wages is consumed. 

The volume of agricultura! wages in this class was calculated 

as the difference between total of consumption for the class and 
the corresponding sum of non-agricultural wages. The remainer 

of the agricultura! wages were allocated to the next highest 

income class. 

For the other classes (k = 2, h = 3, k = 4), the difference 

between total consumption and the respective wage bili was 

covered by a transference from the surplus. Thus it is assumed 

that a fraction of gross surplus is consumed. For each sector this 

frnction was estimated by the sector's share in the total surplus. 
The rcsults are shown in columns (3), (6) and (9) in Table A .1. 

The sum of these consumed shares of the surplus together with 
the respectivc wage bills for each incarne class yiclds the total 

volume of consumption in each sector's output - columns (4), 

(7) and (IO). The sum of these totais is, by definition, equa!

to the aggregate consumption by incarne classes.

The matrix (S70) (shown in Table A .2) is obtained from 
the values of output by sectors: its elements are, for each sector, 
thc quotient of consumed incarne, by classes, and the value of 

production. Table A. 3 shows matrix (C70) . (S70). referred to in 

the text, obtained by premultiplying (S70) by (C70) . 

Thc use of data from the Law of 2/'!J calls for some additional 

comments. It is important to recognise, first, that the wage 

concept necessarily refers to individual gains, while the income 

class concept (consumption) refers to family units that may, ar 

not, include more than one wage-earning worker. It is thus 

probable that in our estimates some families have been shifted to 

a lower incarne class than they reaBy occupied in 1970. However, 

it should be noted that something more than adequate data 

about family earnings would be necessary to correct this bias, 

while respecting the basic relationship that unites the consuming 

units to specific sectoral income sources. After ali, the income 

from wages in a family with more than one wage-earning worker 

does not necessarily originate in one and the sarne sector of 

the mau·ix. 
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Table A. I 

Distribution of Wages and Consumed Surplu.s According to 

lncam, Cl11s11 

ri k-2 ••3 

W1911 w,111 C-■ed C,1111111111 W1g11 Ca11111med C-11"' W1111 
s .. plu, Inca■• S11plus lncam1 

111 121 (3) (4) (51 (6) (7) Ili 

1 -Alriniw. 2.731 1,891 1,619 3,560 2,177 2,177 
2 - IA iR..!1'111 Íltr'lt'ti■a 155 116 103 219 106 134 240 44 
l - lllfl11.M111llit Mi111r1ll 440 200 205 4D5 76 2!7 m 76 
4 - U■11h 600 658 422 1.080 190 551 741 135 
5 - M11:llin11Y 454 453 m 679 178 294 472 183 
6 - fllcuical Equiimonl 265 264 192 456 104 251 355 107 
7 - Tnn,pat11ion Equip11101 204 544 298 842 247 389 636 200 
8 - Woad ond fi,nilU11 526 162 151 313 37 197 234 24 

1� : �::��. L11tl111 1od Plastics 
119 101 86 187 34 112 U6 34 
235 153 178 331 54 233 287 42 

11 - Cb1■ic1ls 186 261 430 691 251 551 812 208 
12 - Patum,ry ■nd Pli■mucau1ics 73 103 219 322 99 286 385 81 
13 - T111il1 ■nd Clollling 1,200 449 445 994 117 580 697 127 
14 - íead. P.riab ond Tabmo 1.509 577 703 1,280 234 917 1,151 145 
15 - Edi111ri1I ,na M11ullaauus 401 307 179 486 136 233 369 127 
16 - Elac1Jical E,,eniy 161 288 275 563 137 358 495 93 
17 - Crril Coann,ctian 3,865 1.339 430 1,769 394 560 954 460 
18 - �IIYÍ<IS 2,990 3.313 76,4 4,077 2,332 997 3.329 1,821 
19 - Tr1n,pcr111ioa 1.254 1,185 207 1,392 313 210 653 289 
20 - T11d1 3,323 2,164 2,540 4,704 1,443 3,315 4,158 1.657 

T,111 2D.651 14.528 9,722 24.250 8,552 12.682 19,234 5,843 

SDURCE: Th■ L■w ,t 2/3 (1970) and di■ 1970 M1ui1. S11 Bani Ili ■nd Vi1i11 d■ Cunho (1981, T■blu 9 and 10, pp. 739-40). 

Sectors and lncome Classes - 1970 

W111 di111ibu1ion R1l11iv1 R1lltiW1 
To11I 1'10J1Q11ion l'loronion 

P4 Cansum■-1 oi (151 o 1151 
r1 •=2 lr=3 •-.t S..,,lus ia Tal.li ia Tal.li 

Conaimed Coosua,1d Cansumed S1c1111I 
Surplu1 s .. pha S11plu1 lncam1 (11) (12) (13) 114) 115) (16) (17) (S) 110) 

3,707 3.707 65.6 34.4 7,553 17 .17 46.00 
228 272 36. 7 27.5 25.1 10.5 465 1.06 46.09 
455 631 55.6 25.3 8.6 a.6 927 2.11 4!.96 
837 1.072 33.7 44,4 12.8 9.1 1,910 4.34 46.00 
501 684 35.8 35.7 14 .D 14.4 1,021 2.32 45.99 
428 m 35.8 35. 7 14.0 14.5 871 1.98 45.99 
662 862 17.1 45.6 20. 7 16. 7 1,349 3.06 46.03 
336 360 70.2 21.6 5.0 3.2 681 1.56 45.97 
181 225 61.l 29.D 9.9 a .9 399 0.89 46.04 
396 438 48.B 31.6 11.1 8. 7 807 1.83 45.88 
955 1,163 20.5 28.8 27 .7 22.9 1,946 4.42 46.Dl 
487 568 20.5 28.8 27.7 22.8 992 2.25 45.89 
989 1,115 63.4 23, 7 6,2 &, 1 2,013 4.57 46.00 

1,562 1.707 61.2 23,4 9.5 5.9 3,182 7.23 45.BS 
397 524 41.l 31.6 14 .D 13.1 909 1.84 45 .97 
610 693 24. 1 43, 1 20,5 12,4 1,243 2,83 45.99 
954 1.414 63.8 22.1 6.5 17.6 1,944 4.42 45.99 

1,698 3,519 28.6 33,6 22.3 17 .4 3,459 7.86 46.00 
460 m 40,6 38, 1 12.3 9 .3 937 2, 13 46.00 

5,644 7,301 38.6 25.2 16.8 11 .3 11.499 26.13 45.99 

21,596 27,439 41.7 29.3 11.3 11.8 44,000 100.00 100,00 

' Tb■ consaa,,d ,.,plus cottnpand1 la di■ diíl1110c■ b11w11n lho lolJI cansumohon lar mh clm (m Bonolli and Vi1ir1 da Cunha, Tabl1 10. p. 7401 and Ih, inco111 ha11 worl;, appanioaed proparlionally li Ih s11plm 
11oon11d by J1c1or - s11 Calurnn (15) oi lhi1 T1bl1. This clm is 111ponsibl1 lar 22.1" oi 1111 1a1al consum1d UCHS. 
b s,. n011 "a". This clm is rnporuibl■ fc, 28.8" oi lhe ioial cansum1d surplus. 
• S11 na11 "1". This clm is 111ponsibl1 lar 49.1!1 ai 1h1 lalll consum,d surplu1. 
d Th1 11111 oi eocm = 95.658: Th1 1a111 ai lho consumod surplus = 44.oo, (46"1. 
• l�should bl n011d 1h11, mording 1D 1h1 p1ac,dun 1dap11d lar calcula1ing lho "consumid s111plu1" by _incame clais. E,;/E/" (ECT + EC� +. EC1!JE

1
" 1 (E./EJ (C2....V'/2I + (E;/E) (C3.....W3I + (E;/EI (C4/ W<( 1 

E1 - (1/EI (C:Z... �2) + (C3--W31 + C L.W< 1, wh!J1 C subscr,b1d 1 111111 ia lh1 m1111s and sup111c11h1d iel11 IO lho k 1ncom1 clmn. EC 11 1111 1a111 oi d,1 consum1d swplus, E is Ih• ioial swplus (1ntluding 1h1 
oaa-consum1d. C II IO'■I can111a,p11an ■nd W is 1011I w1111. lhus lho 1moun1 !EC;lf;I m1p1 lar 1p111a�ma1ion 1n01s. is lho sam1 101 111 m1ion1. 
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Furthennore, deficiencies of the coverage of the Law of 2/'!i 

are notorious. 20 ln particular, the group o( small firms are under 

- represented and, together with them, the group of workers

with the lowest wages. It is probable therefore that our estimates

of the interclass distribution of the wage bill o( each sector

inc.licate a smaller fraction in the lower class (k = I) than that

Table A.2 

Matrix (S70) of Relative Proportion of the lncome lntended for 

Consumption in Total Output (GO V), by lncome Class - 1970 

Soct.ora 

1 - A11rioulturo 

2 - Minernl Estrnotion 

3 - Non-Met.,,llio Minorala 

4 - lllot11la 

5 - Machinory 

O - Eleotrical Equipment 

7 - Trn.nBJ)ortation Equipmeot 

8 - Wood and Furnitui-e 

9 - Papcr 

10 - Rubbcr, Loathor and Plutioa 

li - Chomical■ 

12 - Pcrrumery and Pharma.ccmtic■ 

13 - Testilo and Clothi.n11 

U - Food, Drinka nnd Tobneco 

15 - Edit.orial nnd llliacellnnoou■ 

16 - Elcctrical Enorff 

17 - Civil Con■tru�tion 

18 - Scn•icH!■ 

19 - Tran1portation 

20 - Trade 

Iutio conn.&m�d incom• 

GOV 

SOURCE: Tablo A.l. Soe tost. 

k - 1 
(up to 

two 
MSMP) 

0.0981 

O .0808 

0.09().1, 

0.0342 

0.0681 

O.IH85 

0.0541 

0.1108 

0.01141 

0.0502 

0.0143 

0.0177 

0.0831 

0.0495 

0.0851 

0.0-116 

0.1408 

0.1257 

o. 1304 

0.0832 

0.081 

Income Clauca 

k - 2 k - 3 k - 4 
(two to (livo to (10 and Total 

(ive 10 
IIISMP) MSMP) MSMP) 

0.1253 0.071111 0.1305 0.4285 

0.1138 0.1247 0.1414 o. 4605 

0.0832 0.07011 0.1001 O. 3532 

0.0739 0.0507 0.07:U O. 2322 

O. 1018 0.0708 0.1025 0.3432 

0.0835 O 0650 0.0079 0.29-19 

0.0885 0.0054 o.osso 0.2946 

0.0660 0.0493 0.0758 0.3019 

0.0870 0.0523 0.0808 0.2640 

0.0707 0.0613 0.0030 0.2758 

0.0531 0.0624 0.0893 0.2191 

0.0780 O. 0932 O .1375 0.3264 

0.0819 O.IH82 0.0772 0.27().1, 

0.04.20 0.0378 0.0560 0.1853 

o. 1031 0.0783 0.1112 0.3777 

0.1411-& o. 1279 0.1790 0.4939 

0.0844 0.0348 0.05111 0.29111 

0.1714 0.1390 0.1479 0.5849 

0.111-17 0.0728 0.0833 0.4500 

0.1178 0.1191 0.1828 0.5029 

0.005 0.075 0.108 0.359 

�o Thc RAIS qucstionnairc 10 bc uscd in our 1975 cstimatcs has, io this 

and othcr rcspccts, bc11cr statistical qualitics. 
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Table A.3 

Matrix (C70).(S70) 

S.otor• 2 3 4 6 6 7 8 o 10 

1 - A1,rioult""' 0.031027 0.032178 0.025U2 0.010213 0.024000 0.020500 0.02003-1 0.023301 O.Olnl24 0.010180 

2 - Mineral Eztraolion o.o O.O o.o o.o o.o o.o o.o o.o o.o o.o 

3 - Non-Met.alüo Minerala 0.000700 0.000875 0.000002 0.0004'0 0.000638 0.000566 0.000551 0.000533 0.000403 0.000533 

4 - 111ot.ola O .00-1080 0.001360 0.003303 0.002200 0.003250 0.002808 0.002705 0.002800 O .002'112 0.002020 

5 - 111nohinory 0.0020H 0.0033-10 0.002·120 0.001080 0.002393 0.002104 0.002083 O .001821 0.001812 0.002024 

6 - Elootrical E-:iuipmont 0.001116 0.0017-1.7 O 0033-14 0.002307 0.003302 0.003018 0.002001 0.002540 O 002521 0.00270-l 

1 - Tranaportation EqtÚpment. 0.012517 0.014567 0.0IOI06 0.007248 0.010164 0.000402 0.008887 0.007504 0.007S03 0.008060 

8 - Woocl and Fu.rniluro 0.0087-18 0.009871 0.007212 O. 001081 0.007003 0.000386 0.000103 0.005513 0.005304 0.005082 

li - Paper o. 001010 0.001004 0.000828 0.000553 0.000814 0.000008 0.000700 0.000703 O .000620 O .000650 

10 - Rubb<,r, LeaLhcr and Ploatico 0.001477 0.001673 0.001225 0.000838 0.001100 0.001070 0.0010!0 0.000938 O OOOOM 0.001014 

11 - Cb emical• 0.009080 0.010672 0.008018 0.005338 0.007800 0.000813 0.000731 0.000610 O 005087 0.005082 

12 - Porfumery and Pbormaeoutieo 0.018153 0.010373 0.01(020 0.000826 0.014613 0.012472 0.012'146 0.012744 0.011158 0.011657 

13 - To:.tilo nnd Clotbing 0.021441 0.022655 0.017006 0.011030 o. 017337 o. 015132 0.014070 0.0144.12 0.013101 0.014114 

14 - Food, Drink.11 nnd Tobacao 0.115033 O .110765 0.004683 0.0005-14 0.001409 0.076-1-10 0.077880 0.085027 0.070762 O .071411 

15 - Editorial and l\liacellan oow, 0.006S34 O 007620 0.0056-17 0.003850 0.005548 0.001011 0.001801 O 004402 O. 001226 O.OQ.1592 

16 - Electriral EoertD' 0.007653 0.007954. 0.000270 0.001013 0.006088 0.005090 0.0051S8 0.005053 0.00-1003 0.0047-13 

17 - Ch·il Cooatructioo o.o o.o o.o O.O o.o O.O o.o O.O O.O o.o

18 - Servioea 0.020338 0.033504 0.024226 0.0167-1.3 0.023060 0.021330 0.020863 0.018000 0.01814.3 0.010923 

10 - Trao.oport.nlion 0.020390 0.021740 0.01677' 0.011010 0.016301 0.013983 0.013976 O 014392 0.01254.3 0.013070 

20 - TrlMlo O. 133285 O .143-H6 0.100914. 0,072356 0.106721 0.002057 0.091048 0.093328 O 082144 0.080100 



Seot.ora 11 12 13 14 15 18 17 18 19 20 

1 - Agrioulture 0.013061 0.020556 0.020219 0.013516 0.027328 0.032694 0.024270 o. 042812 0.03M80 O .03-1255 

2 - Mineral E,traotion o.o o.o o.o o.o o.o o.o o.o o.o O.O O.O 

3 - Non-Met.U.,o Mineral■ 0.000453 0.000882 0.000404 0.000346 0.000700 0.000980 0.000475 0.001053 0.000747 0.00009,1 

./o - Metal■ 0.002095 0.003125 0.002573 0.001763 0.003586 0.004703 0.002754 0.005514 0.004232 0.004803 

5 - Machinery 0.001822 0.002756 0.001753 0.001257 0.002593 0.00380� O.OOl-l76 0.003917 0.002587 0.003818 

6 - Eleatrical Equipmenl 0.002478 0.003726 0.002428 0.001740 0.003e50 0.00M34 0.002135 0.005740 0.003028 0.005202 

7 - Tra""l)(lrtation Equipmonl 0.008439 0.012861 0.007454. 0.005438 0.011037 0.017382 0.005489 0.016102 0.000584 0.017230 

8 - Wood and Furniture 0.005317 0.008036 0.005261 0.003751 0.007706 0.011307 0.004575 0.011627 0.007811 O .011253 

9 - Paper and Cardboard 0.000519 0.000773 0.000031 0.000434 0.000892 0,001178 0.000676 0.001307 0.001073 O .001183 

10 - Rubbor, Leather and Plutio■ 0.00091).1 o. 001366 0.000894 0.000638 0.001303 0.001025 0.000777 0.001958 O .001304 O .001013 

11 - Chem.icula 0.005205 0.007020 0.006040 0.004100 0.008561 O.Ollllfl 0.006108 0.013178 0.009657 0.011788 

12 - Perfumory nnd Pharma.,ulica 0.000248 0.013783 0.011424 0.007821 0.015050 0.020873 0.012300 0.024633 0,010017 0,0212.W 

13 - Te,:lile anel Clolbing 0.011752 0.017500 0.013213 0.000208 0.018046 0.026007 0.013227 0.029358 O .021546 0.025993 

14 - Food, Drink1 and Tobaoco 0.052502 0.0775-1.1 0.074383 0.04080,1 0.101280 0.122883 0.088089 0.158771 O. 130582 0.127670 

15 - Editcrial and Mi■••IIAncou■ 0.003035 0.005918 0.00il88 0.002045 0.000040 0.008500 0.003058 0.009237 0.006530 O. 008540 

16 - Eleclrical Energy 0.003490 0.005158 0.004010 0.003301 0.006730 0.008205 0.005808 O. 010572 0.008706 O .008400 

17 - Civil Co1111truot.ion o.o o.o o.o o.o O.O o.o o.o o.o o.o o.o

18 - Bervioeo 0.017450 0.0262-tO 0.017787 0,012644 o. 026091 0.037873 0.016221 0.040338 0.0�7í05 0,037214 

10 - T?111111portation 0.010316 0.015363 0.012869 0.008707 0.017038 0.023335 0.013004 0.027731 0.02150S 0.023780 

20 - Trade 0.000022 0.102070 0.08!'028 0.057040 0.117304 O.IM773 0.089314 0.181032 0.138000 O .157564 

il BOURCE: Tabt .. A.l and A.2. 



which would actually have been observed in 1970. This 

underestimate will be greater, the larger the proportion of small 

firms in total employment. 21

A. 2 - Estimate of an intersectoral relations matrix

for 1975 

The intermediate transactions matrix - from which technical 

coefficients and impact matrices are derived - was obtained írom 

the sectoral totais of intermediate purchases and sales in 1975, 

as in Section 3 of the text, applying the RAS method to the 

1970 matrix [see JBGE (1970)]. 

Table A.4, below, shows the inrermediate demand matrix 

estimated for 1975. The line referring to total consumption was 

obtained by adding to the sum of the interme<liate purchases 

an estimate of other expenditure of intermecliate consumption with 

data from the 1970 matrix and independent estimates of raw 

materials by sector. The value added represents the difference 

between the production value and total intermediate consumption. 

The total of wages comes from census data, while the social 

security (et alii) contributions were estimated proportionally 

to 1970. The surplus is residual. 

Table A.5 distributes the final demand in 1975 among its 

severa! components, 22 while Table A.6 shows the input-output 

technical coefficients matrix estima ted for 1975. Table A. 7 

shows the impacts matrix (I - A) -1
• 

21 On this point, stt the Appendix in Vieira da Cunha and Bonelli (1978) . 

22 For this disaggrcgation wc used: a) for the total, thc nomin:il growth 

of penonal consumption, govemment consumption, fixcd invcstmcnt and 

exporu of the National Accounu, applicd 10 thc valncs of the 1970 matrix; 

b) lhe sectoral distribution in 1975; e) fixed invcstment dislribution in 1975;

according to thc authors' cslimatcs; d) govcrnment co:aumption distribution

in 1970, applicd to 1975 values; and e) pcrsonal consumption, rcsidually

obtaincd.
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Table A.4 

Jntersectoral Relations Matrix, 1975: lntermediary Demand 

(ln Cr$ millions) 

Srnms 3 4 10 11 12 13 14 15 16 17 1B 19 20 Addi1ion 

1 - AJit11h111 and C1nl1 ff1i1in1 22.051 40 279 1,555 JZ o 50 4,358 568 972 11.764 134 9,635 51.124 130 o 1.245 1.007 7 13 104,864 

2 - Mineral Eurmion 29 144 273 486 17 20 15 3 7 2 2.561 3 1 36 17 o 221 o 4 o 3,846 
3 - Noo-Mmllic Mino11J1 140 71 2,983 326 760 771 1,006 155 54 40 676 525 12 644 48 o 19,007 34 14 253 27.536 
4 - Mml1 2 104 562 40.240 8,408 S,562 13,600 1,181 132 306 428 256 359 1,508 654 1 4 12.481 171 239 1.494 87,793 
5 - M1chinlf'I 535 1.050 1,126 3,947 11,143 1,293 5,587 523 634 530 2.437 230 1,613 1.747 384 89 1,206 676 217 146 35,138 
6 - El,cvical Eq,ipm1n1 o 31 JS 313 1.958 5,396 2,656 21 20 18 85 8 54 54 72 356 2.600 382 222 213 14,511 
7 - T11osp11111ian Equipm,n1 4 3 s 123 684 169 16,895 32 4 34 11 5 15 8 11 3 301 582 1,876 919 21.647 
8 - Waod ud Furnillll o 30 47 251 525 566 456 4,459 212 61 119 7 191 157 1,580 o 7.764 109 51 796 17.458 
9 - Pa,a and C11dba11d o o SS2 148 44 184 47 42 5,232 335 511 462 586 1.166 2,080 o 216 306 1 2,366 14.278 

1 O - ffubb11, 1111her ind PJ111ics 250 D 7 291 943 722 2,657 629 30 1,953 225 116 2.124 191 163 o 1.201 137 435 1,556 13,637 
11 - Chmical1 8,915 859 2,816 6,636 946 937 2,0Sl 892 1.518 7,690 18,830 1,961 9,194 4.824 1,125 632 5,797 730 3,144 3,003 82,497 
12 - P1rlum1ry and P1111mac1u1i1:1 913 2 3 13 3 1 4 1 3 17 147 372 32 50 1 o 7 502 1 1 2,0ll 
13 - T111il1 and Cla1hing 454 o 46 3 21 9 322 298 47 771 194 6 17,203 675 120 o l 249 10 352 20,776 
14 - Faod, Orinu 1nd Tobma 4,156 3 20 31 6 4 22 32 108 32 2,916 1,418 115 28,026 16 o 9 6,114 127 491 43,600 
1 S - Edi11<i1J and Mimll1nim 2 o 23 105 37 57 136 6 101 46 64 55 313 129 712 9 152 1,936 5 423 4,309 
16 - U.cvical Efl11gy 292 943 575 1,548 312 241 495 221 470 369 1,104 53 920 719 154 227 186 884 28 967 10,211 
17 - Cml Cansvmian o o o o o o o o o o o o o o o o o o 1.l42 o 1,743 
18 - s..,;m o o o o o o o o o o o o 77 o o o 370 3.781 1,889 2,428 8,468 
19 - Trn11111111ion 1nd CammuniClliani 309 231 543 917 23 13 45 253 65 75 2,197 o 77 663 41 36 881 m 1,360 o 7,989 
211 - Trida 1,424 346 1,703 5,901 2,091 1,807 2,169 1,141 814 1,449 5,659 344 5,451 5,648 825 62 10,351 3,m 812 4,999 56.438 

To11J 39,449 3,256 11,601 62.m 21,974 1 l.l66 48,267 14,237 10,081 14,100 44.985 5,952 41,885 91.293 8,136 1.428 64,0SO 21,160 12,186 20.425 518,810 
Olb111• 120 685 566 154 41 S 34 57 663 280b 16,342b 2,9llb 6,256b 5,013b 92,081 

l11poru + lndi11C1 hus - Sub1idi1s 2,765 1l1 745 2.635 2,063 3,868 2,563 297 543 2,318 33,200 2,181 1,166 2,175 1,863 
Ta11I Co01umpiion 42.214 3,557 13,031 66,169 30.037 21.789 SD,830 14,534 11,039 17,052 8J.185 8,190 44,051 99,450 10,652 1,708 

Wlf'S (W) 22,914 988 3,446 8,029 8,487 3,460 4,876 3,518 1,453 2,4 10 2,889 1,138 6,866 9,783 J.724 3,400 28,904 66,188 15.171 41,999 240.646 
SomJ Sac11,ry Conv,buflans 818 242 927 2,361 2.611 982 1,436 874 409 682 759 320 1,862 1,878 844 889 3,326 11,527 3,184 6,921 42,811 
Sur,l1t1 92,348 6,160 14.104 27,878 19,546 13,064 13,211 10,685 5,469 10,512 33,309 10,077 21.707 31,729 11,928 13,680 18,374 40,114 11,138 127,501 532,534 
S1b1idi11 lor Acti,iti11 4.062 4,062 

V1Jua Add1d 116,081 7.390 18,477 38,268 31,644 17,506 19,523 15.077 7,331 13,604 36,957 11,535 30,435 43.390 16,546 17,969 50,604 117,829 1.5,431 176,421 811,749 
P1odu<1io1 V1lu1 158,295 10,947 31,509 104.437 61,681 39,295 70,353 29,611 18,370 30,656 120.142 19,725 79,486 142,840 27,198 19,677 130,996 141.960 43.873 201,859 1,482,640 

(VA/11'11) X 100 75.33 67.51 58.64 36.64 51.30 44.SS 27. 75 so .92 39.91 44.38 30. 76 58.48 38.29 30.38 60.83 91 .32 38.63 83.00 57.97 87.40 54 . 75 
(W/AJ X 100 19.74 13.37 18. 65 20.98 30 .01 19. 76 24.98 23. 33 19 . 82 17. 72 7 .82 S.87 22.56 22.SS 22.51 18.92 57 .12 56.17 59.66 23 .81 29.65 

' Mlmllu1ou, 11p1ndi1ur1 oi 1111 T11nslatm11ion 1nd Mi,,.111 Eiv1e1ion lndunry mording 11 thl lndusui,I C1nsu,. 
' rn, 111,tion (í11pon1 + indi11ct IIIIS - 1ubsidi11/00Y] oi 1970 WIS UHd, 1ppli1d 10 lha 1975 OOV. 

Co1111pand1 10 lhl dillmnc, b,rw.,, ITV and VA. 



Table A.5 

Intersutoral Relations Matrix - 1975: Final Demand

S1c1an 

, ... ui P111on1I P111an1I P11san,I Pusanal 
Sum ai C0nsump1l01 c,,,,.11pri0n CaM11mp1ian Cansul!plian C1roump1ian 

1n1111111dia11 up ta Twa Twa to Fiva Fivl ta 10 avtt 10 Taul 1/mmmint C1plt1I 
Utilitias Minimum Minlmum Minimum Minimum (5"btat1IJ T0t1I Fmmarian 

w,111 w,1., w,111 w,111 

1 - A1rlcull1111 104.964 

3.846 

27,536 

e1.m 

35,138 

14,511 

21,647 

17,458 

4,952 8.014 5,220 3,555 21,471 2D2 3,472 12,495 

2 - Miu11I Em1ctiaa 

3 - Nan•lht111ic Min■1I 

4 - M111ls 

5 - Mocbinas 

6 - Elocuiul E111Jipm,nt 

7 - Tr1nspa11.11i0n Equipm,nl 

8 - Waod ond F1111itw1 

9 - P,pu 14,278 

1 O - Rubbu, l111h1 1nd Plu1ics 13,637 

70 

240 

219 

323 

307 

409 

122 

258 

141 

473 

1,100 

2,236 

2.034 

1,561 

291 

811 

148 

361 

1,349 

2.493 

5,593 

1.UD 

234 

1.1D0 

256 

435 

615 

1.509 

2,110 4.778 

2.130 7,181 

12,579 2D,511 

2,953 

191 

1,800 

6.763 

838 

3,968 

15 

141 

233 

525 

394 

222 

4,976 

24,677 

7,628 

23,114 

2,976 

7,101 

262 

1,962 

1,022 

2,615 

939 

360 

792 

Final 
Damond 
lsub1ot1IJ 

37,910 

7,101 

892 

8,228 

31,558 

16,064 

46.765 

10,677 

1,592 

4,982 

D,mmy 
Financin1 

(In Cr$ millions) 

Fiims 

93• 

Enau 
and 

Dmin1ans 

15,521 

3.080 

B.323 

5,015 

8,720 

1,941 

1.m 

1,3166 1,184 

517< 11,520 

Final 
Domond 

lncludin1 
Enan 

Dummy 
■nd Fums 

53,431 

7.101 

3,972 

cov 

158,285 

10,947 

31,608 

16,644 104,437 

26,543 

24.784 

48,706 

12,153 

4,092 

17.019 

61.681 

39.295 

70,353 

29,611 

18,370 

30,656 



11 - Chemicals 82,497 

12 - Patum!l'f and Pha11m1111ics 2,071 

13 - Tr11il1 and Clo!l,ing 20,776 

14 - Food, O.inh and Ta�acca 43,600 

15 - Edi1ori1I 1�d Miscrllaniaus 4,309 

16 - Ehcuical Eftrigy 10,211 

17 - Ci,il Cansauctian 1,743 

18 - Smicu 8,468 

19 - r..n1pana1ian 7,989 

�9 - T11d1 5E,438 

Taul 578,810 

Ta11I Cansomp1ian (iocludia; im:ion, 

and iodi:m um - subsidio:)"' 666,311 

• 0.00019 oi dle PI/ (IH dle 1970 Maui,) 

• D.1717 of lha PI/ (Idem) 

• 0.01171 of Ih, PV (ld,m) 

4 0 .03153 af ._ PI/ (Idem) 

2,198 

2,859 

2,929 

18,056 

776 

1,320 

2,740 

2.417 

19,374 

59,569 

68,500 

4,704 

5,919 

7.839 

31,450 

1,171 

2.479 

9,528 

4,905 

39.054 

124,812 

144,773 

4,869 5,360 17,130 

4,348 4,873 17,996 

7,327 7,450 25.541 

20,351 14,177 84,029 

2,261 3,049 8,355 

1,513 1,032 6,343 

12,421 11,601 37,278 

3,604 3,886 14,810 

31,946 35,431 125,801• 

106,982 113,871 405,234 

128,255 144.287 485,815 

• D.06947 oi 11,, PV (ld111) 

/ 0.3667 af lha P'J (ldom) 

• O .1553 oi 1h1 PV lidam) 

A O. 14 74 oi lha PV lidam) 

828 6,342 

687 102 

230 4,163 

389 11,684 

2,353 1,498 493 

1,581 

129,253 

17,516 1,388 

1,727 9,510 

1,107 28,138 4,800 

18,819 217,119 66,340 

34,753 261,326 66,658 

24,300 

18,185 

29,934 

96,102 

12,699 8,575d 

7,914 1,367< 

129,253 

56,182 51,960/ 23.494• 

2a.D47 6,466A 

160,432 2,562i 

727,522 51,960 44,390 

848,522 56,313 48,579 

• 0. 3184 ai lhe 10111 C (ld111) 

i 0 .0117 oi lh1 PV (ldrm) 

1 O. 05393 of !1,1 1a11l PV (ld111) 

• Fram lh1 11l11iaa obsm■d in 1970 

13,345 37,645 120,142 

1.131 17,654 19,725 

28,776 58.710 79,486 

3,138 99,240 141,840 

1,615 21,889 27,198 

175 9,466 19,677 

129,253 m.996 

1,586 133,222 141.690 

3,371 35,884 43,873 

17,577 145,421 201,859 

79,9581 903,830 1,482.640 



Table A.6 

Tecnical Coefficients Matrix - 1795 (A - 75) 

(20 Sectors) 

Seol.oro 2 3 4 5 6 7 8 o 10 

1 - A1ricullure O .13D30 0.00382 o. 00887 0.01480 0.00051 0.00000 0.00072 0.14717 0.0300.( 0.03170 

2 - Mineral Exlrection 0.00010 0.01319 0.00886 O.Oot05 0.00028 0.00051 0.00022 0.00000 0.00036 0.00000 

3 - Non-Met.ollic Mineral■ 0,00088 0.00(146 0.09467 0.00312 0.01233 0.01081 0.01430 0.00523 0.00296 0.00130 

4 - Mel.ola 0.00001 0,000l7 0.01784. 0.38530 O .13()31 O.Hl64 o. 19332 0.03080 0.00716 0.00090 

li - Machinery 0.00338 0.09592 0.03573 0.03770 O .18066 0.03201 0.07D4i 0.01765 O. 034.51 0.01730 

6 - Eleclrical F.quipmenl 0.00000 0.00281 0.00111 0.00300 0.031711 0.13731 0.03776 0.00072 0.00100 0.00060 

7 - Tranaportntion Equipmcnt 0.00002 0.00030 o. 00015 0.00118 0.01108 0.000431 0.24015 0.00073 0.00023 0.00110 

8 - Wood ■nd Furnil11111 0.00000 0.00270 0.00150 0.00240 O .00861 0,01440 0.00640 0.15058 0.01152 0.00190 

9 - Pnper and Cardboa.rd 0.00000 0.00000 0.01752 0.00141 0.00072 O.OIH69 0.00067 0.0014.2 0.28481 0.01000 

10 - Rubber, Leathor and Plaalic■ 0.00158 0.00000 0.00022 0.00279 O .01529 0.01830 0.03776 0.02124 O .00164 0.06380 

11 - Chemicala 0.056311 0.08746 0.06930 0.,(16354 0.01534 0.02384 0.02024 0.03013 0.08261 0.26080 

12 - Perfumery and Pharmnc:eutic■ 0.00577 0.00017 0.00010 0.000111 0,00005 0.00004 0.00005 0.00005 0.00017 0.00050 

13 - Tenilo ■nd Clot.hin1 O .00286 0.00000 0.00146 0.00003 0.00034 0.00023 0.00458 0.01007 0.00258 0.02610 

U - Food, Drink■ ■nd Tobaeco 0.02825 0.00025 0.00064 0.00030 0.00010 0.00010 0.00031 0.00107 0.00589 0.00100 

15 - Editorial and Miocellaneou■ 0.00001 0.00000 0.00072 0.00100 0.00050 0.00145 0.00103 0.00010 0.00552 0.00150 

16 - Eleclric:el F.nel'IY 0.00184 0.03130 0.01825 0.01578 0.00500 0.00013 0.00703 0.00748 O .02501 0.01200 

17 - Civil Con■lruction 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 

18 - Services 0.00000 0.00000 0.00000 O. 00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 

19 - Tra.iuportation nnd Communicntioll8 O .00105 0.02111 0.01723 0.00878 0.00037 0.00033 0.00064 0.00854 0.00356 0.00240 

20 - Tro.do 0.00690 0.03160 0.0540.( O .05051 0.03389 0.0.(598 0.03083 0.03854 O .Ot750 O.Oti20 



Seetoro l1 12 13 14 15 16 17 18 10 20 

1 - Agricultur11 0.09792 0.00877 0.12122 0.35791 0.00176 O .00000 0.00950 0.00709 0.00017 O .00006 

2 - Minonl Estrnction 0.02131 0.00016 0.00001 0.00025 0.0008-l 0.00000 0.00174 0.00000 0.00008 O 00002 

3 - Non-Mot.allic Minorais 0.000562 0.02659 0.00015 0.00t51 0.00175 0.0:lOOO 0.14509 0.00024 0.00031 0.00125 

4 - Metal.a 0.00356 0.01208 0.00452 0.01056 0.02405 0.00073 0.09528 0.00121 O.OOM5 0.00740 

5 - Machinery 0.02020 0.01167 0.02029 0.01223 0.01413 0.00451 0.00921 0.00176 0.00495 0.00072 

6 - El,ctrical Equipmont 0.00071 0.00040 0.00088 0.00007 0.00265 0.0180S 0.010!15 0.00269 0.00507 0.00105 

7 - Tr&ru1portatio11 Equipmont 0.00009 0.00023 0.00010 0.00008 0.000-U 0.00014 0.00229 0.00372 0.0075 O. 00455

8 - Wood and Furniture 0.00157 0.00038 0.00230 0.00110 0.05809 0.00000 0.05027 0.00077 0.00116 0.00394 

O - Papor and Cardbosrd 0.00425 0.0234.4 O .00737 0.00816 0.076-17 0.0000� 0.00165 0.002115 0.00002 0.01172 

10 -· nubbcr, Leatber and Plaatics O. 00187 0.00589 0.02672 0.00134 0.00600 0.00000 0.00!ll7 0.00096 0.00991 0.00771 

11 - Cbomicau 0.15673 0.00039 0.11567 0.03377 0.01138 O .03212 0.0-H25 0.0051-l 0.07186 0.01488 

12 - Perfumcry and Pbarm.o.oeutlco 0.00122 0.01885 O.OOO•ll 0.00035 0.00005 0.00000 0.00005 0.003�1 0.00001 0.00000 

13 - Tartilo and C!otbi111 0.00162 0.00029 0.21643 º·º°'72 º·º°'39 0.00000 0.00005 0.00175 0.000�3 0.00175 

14 - Food, Drinka and Tob:.ceo 0.02427 0.07188 0.00145 O .19621 0.00059 0.00000 0.00006 0.04307 0.00288 0.00243 

11'> - Editorial and Miacellaneou.o 0.00053 0.00277 0.00393 0.00091 0.02610 0.00044 0.00116 0.01364 0.0001!! 0.00200 

UI - Eloet.rieal Enugy 0.00910 0.00267 0.01157 O .00503 0.00566 0.01155 0.00142 0.00823 0.00065 o. 00179 

17 - Civil Conatruelion 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.03971 0.00000 

18 - Buvl..,. 0.00000 0.00000 o .o:iooo 0.00000 0.00000 0.000�0 0.00282 0.02864 0.0-1308 0.01203 

18 - Tra111port.atlo11 and Commu11iaatio111 0.018'?0 0.00000 0.00006 0.00464 0.00150 0.00185 0.00677 0.00178 0.03008 0.00000 

20 - Tnde 0.04710 0.01744 0.08865 0.03054 O .03034 0.00314 0.07001 0.02371 0.01850 0.02477 

80URCE: Table A.4. 



Table A.? 

Impacts Matrix - 1975 ([I - A75J-1) 

Sectore 2 3 5 o 7 8 o 10 

1 - AgriouJtu,a 1 .10026 0.02107 0.03287 0.04073 0.01835 0.02088 0.03106 0.22107 0.08141 0.09105 

2 - Mineral Ei:tra.ati-an 0.00213 l.01611 0.01201 0.01005 o. 00329 0.00385 0.00536 O .002-1.1 O .00-120 0.00707 

3 - Non-Motalli.<, Minorai■ 0.00235 0.01043 1. I0709 0.008155 0.02001 0.02816 0.02732 0.00879 0,00734 O.OQ-104 

4 - M•IAl• 0.00-117 0.04956 0.05021 1. 05324 0.20010 0.20008 0.47121 0.08809 0.03811 0.03100 

6 - Maobinory 0.00872 0.12008 0.05804 0.08373 1.24210 0.00040 0.15082 0.03510 0.06780 0.03888 

O - Elootricial Equipment 0.00050 0.00939 0.00484 o. 01016 O.Ot814 1.16304 0,00018 0.00330 0.00573 0.00130 

7 - Tranaportation Equipment 0.00055 0.00412 0.00300 0.00500 0.01003 0.00802 1.32005 O .00303 0.00201 0.00328 

8 - Wood nnd Furnitl1J'8 0.00050 0.00545 0.00-105 0.00600 0.01400 0.02220 0.01542 1.17873 0.02130 0.00487 

O - Poper nnd Cardbonrd 0.00172 0.00218 0.02071 0.00070 0.00480 0.01157 0.00710 O .00521 1.40226 0.02081 

10 - Rubber, Lutbor nnd Pla,tica 0.00283 0.00385 0.00304 0.00843 0.02412 0.02070 O .000-11 0.02061 0.00500 1.07170 

11 - Cbemiciala 0.08555 0.10975 O. 13480 0.14057 0.06151 0.07390 0.11504 0.08072 0.15670 0.34052 

12 - Perfumery and Pbarmac•utica 0.00713 0.00048 0.00050 0.00000 0.00031 0.00033 0.00052 0.00151 0.00095 0,00160 

13 - Tmctilo and Clothin11: 0,00404 0.00075 0.00200 0.00131 0.00208 0.00212 0.01060 0.01730 O .00012 0.03589 

14 - Food, Drinka and Tobncoo 0.0-122� 0.00476 0.00676 0.00718 0.00316 0.00373 0,00580 0.01183 0.01821 0.01641 

15 - Editori.a.l and Muco!IMOOWI 0.00021 0.00030 0.00139 0.00221 0.00147 0.00248 0.00379 0.00073 0.00841 0.00239 

16 - Electricnl Enorgy 0.00371 0.03530 0.02403 0,01354 0.01489 0.02163 0.01303 0.04010 0.018!).l 

17 - Civil Conalruction 0.00017 0.00100 0.00093 0.00073 0.00020 0,00022 0.00034 0.00054 0.00037 O .00040 

18 - S.rvicoa 0.00042 0.00171 0.00108 0.00217 0.00109 0.00127 0.00150 0.00139 0.00140 O .00141 

10 - Trnnaporlation and Communication• O .00437 0.02511 O. 02331 O. 01837 0.00507 O. 00544 0.00849 0.01350 0.00026 0.01010 

20 - Trsdo 0.01845 0.0-1830 0.07677 0.109!7 0.0700S 0.0!1304 O .09001 0.00351 0.08510 0.07703 



Sector■ 11 12 13 14 15 16 17 18 19 20 

1 - Agriaulturo O .15771 0.06850 0.21481 0.54091 0.03502 0.00571 0.04353 0.03503 0.02017 0.00706 

2 - Min•ral E1traetion 0.02630 0.00377 0.00180 0.00270 0.00273 0.00096 0.00620 O.OQ0.15 0.00276 0.00071 

3 - Non-M•tallio Minorai■ O .OOll14 0.03219 0.00:iot O .00836 0.00422 0.00004 0.16351 0.00128 0.00042 0.00201 

, - Metal■ 0.0()!)02 0.03295 0.02402 0.03121 0.05037 0.00875 º· 18274 0.00033 0.0!339 0.01711 

5 - Machinery 0.03707 0.02541 0.04235 0.02731 0.03023 0.00824 0.03459 0.00946 O. 019-13 0.00483 

6 - Electriea.l Equipment 0.00322 O .00206 O .00361 O .00170 0.00510 0.02165 0.02005 O.OOU3 0.01090 0.00202 

7 - Tranaportation Equipm•nt 0.00256 0.00129 0.00214 0.00156 0.00183 0.00060 0.00502 0.00558 0.05928 0.00042 

8 - Wood and Furniture 0.00353 0.00225 0.00588 0.00208 0.07285 0.00006 0.07254 0,00253 0.00584 0.005'8 

9 - Paper and Cardboard O .00013 0.02743 0.01703 0.01691 O 11104 0.00066 0.01006 0.00821 0.00240 0.01771 

10 - Rubber, Leather Bnd Plaetica 0.00l03 0.00813 0.03013 0.00,164 0.01020 0.00083 0,01482 0.00228 0.01523 0.00027 

11 - Chomical■ 1.21102 O .143-1.8 o. 21157 0.09840 0.07828 0.04142 o. 10105 0.01039 o. 10557 0.02040 

12 - Perfum•ry and Pharmaeeutica 0.00247 1.0108!i 0.00211 0.00378 0.000H 0.00000 0.00051 0.00307 0.00045 0.0001' 

13 - Tedilo and Clothing 0.00378 0.00211 0.27025 0.01025 O 00787 0.00010 0.00255 0.0031!! 0.00180 0.00202 

H - Pood, Drink■ and Tobacco 0.04245 0.00527 O .01050 1.20556 0.0055'2 0.00151 0.00566 0.05727 0.01030 0.00504 

15 - Editorial and Miacellanooua 0.00103 O .00348 0.00590 0.00163 1.02786 0.00056 0.00206 0.01463 o. 00122 0.0025& 

16 - Electrieal Energy O .01406 0.00742 O .01980 0.01026 0.01100 1.01253 0.01062 0.00778 0.00l15 0.00644 

17 - Civil Conatruction O .00007 0.00018 0.00026 0.000:ll! 0.00020 0.00011 1.0005S O.OJOll 0.0-1.111 0.00004 

18 - Bervieea o.oorn2 0.00066 0.00164 0.00125 0.00085 0.00022 0.00l95 1.02788 0.0!638 0.01278 

19 - TraDJportation and Communieatiou 0.02443 0.00448 0.00644 0.00065 o.oo.rnt 0.00287 0.01449 0.00276 1.035�1 0.00003 

20 - Trad• O .06760 O .03i33 0.10088 0.06078 0.05082 0.00740 o. 11370 0.03110 0.03720 1.03071 

'1 
'1 

BOURCE: Tablo A.6. 



A.3 - Obtaining matrices (C75) and (S75)

The matrix of the average propensities to consume in 1975 (C75), 

is presented in Table A. 8. It simply shows the rela tive shares 

of personal consumption by sectors and income classes obtained 

directly from Table A.5. 

The matrix of the relative shares of consumption in total 

value, added, by sector and income class (S75), was derived from 

a similar procedure to that aplied in obtaining (S70) and described 

in Section A. l. We started from the non-agricultural wage 

distribution provided by special tabulations of RAIS-1976. The 

agricultura! wage distribution is from PNAD-1976. This information, 

6hown below in Table A.9, served as the basis for distributing 

wages on the 1975 matrix (Table A.4), by the respective income 

classes. Unfortunately, there is no equivalent date for 1975. 

Our interest is in obtaining estimates of the consumed income 

by sectors and income classes. Yet, as we have already noted, 

part of incarne is not derived from wages and must be estimated 

independently. The hypotheses are essentially those already 

adopted: for the lowest income class it is assumed that all of 

consumption originates in wages; for the other classes, the excess 

of consumption over salaries in met by a part of the surplus. 

Since the total of consumed income by class has to be equal to 

personal (family) consumption in the respective income classes, 

it only needs to be determined how the surplus is distributed in 

each income class according to sectors, and this been done 

by maintaining each sector's proportion of the surplus in relation 

of the total surplus. The resulting values are given in Table A. 10. 

Matrix (S75), here shown in Table A.11, is obtained 

directly from Table A.10 and from the sectoral production vector 

for 1975. 
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Table A.8 

Matrix of the Relative Share in the Final Consumption by Sutors 

and lncome Classes - 1975 

Seotor1 

l - A1ricuhun1 

2 - l\lincml Extraotion 

3 - Non-Metallio Mineral, 

5 - MRohinery 

6 - Elcctrioal Equipmcnt 

7 - Tron■port.ntioo Equipmcnt 

8 - Wood and Furniture 

ll - Papcr and Cardbonrd 

10 - Rubber, Leatbcr and Plaatio■ 

11 - Chomioal■ 

12 - Perfumery and PbarmaeautÍC!■ 

13 - To•tilo and Clothi111 

H - Food, Drinka and Tobaooo 

15 - Editorial and h-íi11ceUencou11 

16 - Elcotrioal Energy 

17 - Civil Con1tr1.1ction 

19 - Trnn■portntion and Communicat,.ion■ 

20 - Trado 

Total 

BOURCE: Tablo A.6, 

(C75) 

Per1onal Conaumption Structure 
1076 (l'75) 

Up to Two to Five to 10 and 
Two MS Five MS 10 MS + MS 

0.0831 o.au 0.0488 0.0312 

0.0012 0.0011 0.0014 0.0022 

0.0010 0.0038 0.003-& 0.0038 

0.0037 0.0088 0.0128 0.0185 

0.005" 0.0170 0.0233 0.0187 

0.0052 0.0163 0.0523 0.1104 

0.0059 o. 0125 0.0172 0.0259 

0.0021 0.0023 0.00.22 0.0017 

0.0043 0.0065 0.0103 0.0158 

0.0369 0.0377 0.0455 0.01.70 

O.ot80 0.()t7-1, 0.0406 0.0428 

O. 0,192 0.0628 0.0685 0.065-1, 

0.3031 0.2520 O .1902 0.124-1, 

0.0130 0.0182 O .0211 0.02118 

0.0222 0.0100 0.0141 O. 0001 

o.otao 0.07113 0.11111 0.1106 

0.ot06 0.03D3 0.0337 0.0341 

0.3"3 0.312D 0.2D811 0.3109 

1, 0000 1.0000 l.0000 1.0000 
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Table A.9 

Distribution of the Wage Mass by Classes of MSMP - Jl December 1976 

(ln 1000 unit of MSMP) 

Wngo Cl ... •1 

Secton Up to t"o MSMP Two to fivo MSMP Fivo to 10 MSIIIP 10 aod + MSMP Total 

IP % li' % IP % "' % 1Y % 

1 - A11ricultun,• 2,054.1 76.74 646.1 10.80 127.0 3.30 121.0 3.10 3,84.D .li 100.00 
2 - Minorai E,tracLloo 66.3 31. Oi 60.0 2-1 08 !!8.3 13 .02 03.2 30 .4.1 207.8 100 ·ºº 

3 - Non-MetAllio Mineral.o 2°'.7 3-1.78 171.3 20. 10 85.1 J.1.46 127 .5 21.8U 588,8 100.00 
4-Motala 324.5 18.88 706.1 311.74 306.1 20.01 405.3 25.77 1,0:?2.0 100.00 
5 - Maobioery 150.3 li. 73 408.0 31.80 328.4 25,83 303.8 30.7-1, 1,281.1 100.00 
O - ElectriCAI EQuipmoot 140.8 18.03 241.3 25.80 IDO.!! 21.35 3-13. 1 36 77 033 2 100 .00 
7 - Tnm,portatioo Equipmoot 121.3 8.38 481.4 31.88 300.-l 27 .60 405.2 32.H 1,4-1.7 .3 100.00 
8 - Wood and Furnituro 252.0 30.84 410.7 51. 18 63.1 7.70 8-1 .3 10.28 820.0 100.00 
D - Pnpor aod Cudboard 6•1,7 20.35 05.3 20 07 68.4 1 8.36 DO.O 31.22 318.0 100.00 

10-Rubbor, r ..... ther aod PLlatiea 164..5 32.88 138.8 27 .57 85,4 16.06 114. 7 22.70 503. 4 100 00 
li - ChomiCIII■ 75.8 12.83 180.0 28.30 83.5 13.01 271.1 45, 16 800.3 100 00 
12 - Porfumery and Pharma..,utica 23.1 0.38 77 .li 21.34 03.8 25. 77 160 O 40.53 303.2 100. 00 
13 - Te,ctilo nnd Clotbmg 611.3 42.72 300.5 27 .20 mo 1 11.05 202.8 18.35 1,431.1 100. 00 
14-· Food Drinka and Tobacoo 302.4 20. 51 323,3 �1.56 158.0 15.42 2-10 D 23.51 1,024.0 100.00 
15- Editorial nnd llliacellancoua 170. l 17.80 261.2 27.8-1 228.3 23.88 205.2 30.80 055.8 100 00 
18 -Electrical Eoergy 23.1 4.09 129.2 27.02 100.3 21. os 210.1 46.41 402.7 100. 00 
17 - Civil Conatruatico 850.4 27 .88 733 2 31.20 331. 7 H li 034.8 27.01 2,350.1 100.00 
18 - S.r,·icca 1,300.U 1D 25 ),S<M.5 2-1.87 1,582 O 21.81 �.471. 4 3-1.07 7,254.5 100.00 
10- TraD.!lportation and Communieationa 412.7 21.U 710.5 37 .20 351.5 18.43 432.0 22.06 1,006.7 100.00 
20-Tndo 1.241.2 30.0� 848.1 28.71 489.3 15 41 500.0 18. 70 3,175.2 100. 00 

Tot.o.l (MSMP) 9,359.8 23.40 8,790.1 2!>.64 5,353.3 10.01 7,802 .o 28.26 31,395.1 100.00 

Total (CrS 1.000.0J) 7,188,326.4 6,750,790.8 4,111,334.4 8,001,050.0 24,111,430.8 

SOURCE: Sp!!dal RAIS tabulotiono -
MS�IPJ; MSMP = 788/month. 

1978 (Tba 4,0 to 8,0 MSMP clou was dh·ided ioto two equal porh: lrom 4.0 to 5.0 aod lrom 5.0 to O.O 

OBS.: Tbo ginn Dec•mber wogo do .. nol iodudo additional pnymeota r elerriog lo lho lJIA moothly wor-. 

"Data .. tim.nled lrom tho PNAD - 1978, rclorring lo total monetnry income oi a;rirulturnl workera in No,·embor oi thnt yenr. 



Table A.IO 

Wages and Consumed Surplus Disiribution According io Seciors and lncome Classes - 1975

(ln Cr.$ millions)

lncom1 Clams W111 aisvib•tian Rll11iv1 R,l11iu 
Ta11I Pra11anian Pranortian 

ka1 lr-2 k•l .... C.nsum1d ai (151 ai 1151 
S1c1or1 P1 •-2 k-3 k=4 Suiplus in Total in Taul 

W1111 W1111 C.nsum,d Cansumed W1111 Caniumed Cansum,d _W1g11 Cansum1d Cansum1d Can11J1R1d S1c1mill 
S111pln S11plu1 Sup/'' lncam1 Surpln lntelRI S11plus lncam1 1111 (121 1131 1141 1151 1161 1171 111 121 (41 151 (61 171 181 191 1101 

1 - Aqricallun 13.855 9.058 12.614 21.683 15.277 15.277 14,605 14.605 60.6 39. 5 42,506 17, 34 46 
2 - Mi1111I Ed1<1ian 315 238 845 1,983 135 1,022 1,157 JOO 877 2,978 31.9 24.1 13. 7 30.4 2,844 1.16 46 
3 - Nan-Mnallic 1Ai,111ls 1,189 1,003 1.929 2,932 488 2,335 2,883 746 2.232 2.975 34 .8 29.1 14.5 21.6 6,496 2.65 46 
4- M111ls 1,355 2,950 3.8�8 7.758 1,655 4,608 6.263 2.069 4.405 6,474 16.9 36. 7 20.6 25.8 12,820 5.23 46 
5 - M1chinary 1,113 3,026 2.672 5,698 1,432 3.233 5,665 2,916 3,091 6,007 11. 7 31.9 25.6 30. 7 8,996 3.67 46
6 - El1cttic1I Equipm■nl 554 895 1,784 2,679 739 2,158 2,897 1,212 2.064 3,336 16.0 25.8 21.4 36,8 6,006 2.45 46 
7 - Tran1p11111ian 409 1,554 1.806 3,360 1,346 2,185 3,531 1,567 2,089 3,656 8.4 31.9 27.6 32.1 6.079 2 ,48 46 
8 - Waod ud f•niun 1,085 1,800 1,463 3.263 271 1,711 2,042 362 1,693 2,055 30.8 51.2 7. 7 10.3 4,927 2 .01 46 
8 - P1p11 296 435 750 1,185 267 907 1.174 455 868 1,323 20.4 29.8 18.4 31.3 2,525 1.03 46 

10 - Rubhr. l11d111 and PIHtics 788 664 1.434 2,098 409 1,136 2.145 549 1,659 2,208 32. 7 27.6 17.0 22.8 4.829 1.97 46 
11 - Ch1mic1l1 365 817 4.550 5,367 402 5,506 5,908 1,305 5,264 6,569 12.6 28.3 13.9 45.2 15,321 6.25 46 
12 - Plf1uml!f'f and Phn1m1ics 72 243 1,316 1,619 293 1.665 1.05a 530 1,592 2,122 6.3 21.4 25. 7 46,6 4,633 1.89 46 
13 - llllil1 lftd Clalhing 2,933 1,874 2.970 4.844 189 3,595 4.394 1.260 3,436 4,696 42. 7 27. 3 11.6 18.4 10,001 4.08 46
14 - faod, l'lrials ■nd Tahcca 2,886 3,082 4.339 7,421 1.506 5,251 6.757 2,299 5.020 7.319 29.5 31.5 15.4 23.5 14,610 5. 96 46
16 - Edirorial 1nd Misc1ll1ua.s 663 1.029 1.631 2,660 882 1,973 2.855 1.150 1,881 3,037 17.8 27.6 23. 7 30.9 5,491 2,24 46
18 - Elocuital Enf!JI 170 040 1,Bll 2,820 737 2.264 3.001 1,594 2,165 3,759 4. e 21. 5 21.4 46. 2 6,300 2.57 46
17 - Ciw,I Con11nJctian 8.001 9.018 2,612 11,530 4,078 3.040 7,118 7,807 2,906 10,713 27. 7 31.2 14.1 27.0 8,457 3.45 46 
18 - Smim 12.)41 16.461 5,◄82 21,943 14,436 6.634 21.070 22.550 6,342 28,882 19.2 24.9 21. 8 34.1 18,458 753 46 
19 - l11nspon11ian 3,283 5.654 1.522 7,116 2,796 1,841 4,631 3,438 1,760 5. 198 21.6 37.3 184 22 . 7 6,123 2.09 46 
20 - lradi 16.417 11.218 17.430 28.648 6.472 21,092 27,564 7.892 20,164 28.056 39.1 26. 7 15.4 18. 8 58,685 23.94 46 

Toul 68,500 71,969 72,805 144,774 40,572 88,102 1 28.255 60,061 84,226 144,287 16.7 25.0 16. 7 25.0 245,133 100.00 46,03 

SOURCES: lallu A.4, A,5 and A.9. 



Table A. li 

Matrix (S75) o/ the Relative Proportion o/ lhe Income lntended for 
Con.mmption in the Total o/ Production (GOV), by 

lncome Class - 1975 

lntome Cl1111H 

Seot<>u k - l k - 2 k - 3 k - 4 
(up to (two to Clive to (10 and Tot.AI 

two five 10 
MSMPJ MSMP) MSMP) MS!I.IP) 

l - Aa:riculture 0.08i5 0.1370 0.0965 O. 09i3 0.4133 

2 - Minorai E�traotion 0.0288 0.0989 0.1057 0.1107 0.3501 

3 - Noa-Met.ollio Minttab 0.0381 0.0931 0.0899 0.0945 0.3156 

4 - Metal■ 0.0130 O .06-l7 0.0600 0.0620 0.1997 

5 - 1\1■,.,hlnery 0.0180 0.0924 0.0018 0.0974 0.2996 

e - Electric■.1 Equipment 0.0141 0.0882 0.0737 0.0849 0.2409 

7 - Tranaportatioa Equipmeat 0.0058 0.0478 0.0502 0.0520 0.1558 

8 - Wood and FurnitUN 0.0360 0.1102 O 0690 0.0694 0.2852 

g - Paper aad C.dboard 0.0161 0.0645 0.0630 0.0720 0.2165 

10 - Rubber, Leatber aad Plutica 0.0257 0.0684 O.OiOO 0.0i02 0.2343 

11 - Chemic■.l■ 0.0030 0.0447 0.0492 0.0547 O .1516 

12 - Porlumory and PharmaCt1utio■ 0.0037 0.0820 0.0003 0.1076 0.2926 

13 - Tntilo and Clothia1 0.0369 0.0600 O. 0553 O. 05!ll 0.2122 

H - Food, Drinka end Tob&eoo 0.0202 0.0520 0.0473 0.0512 0.1707 

15 - &lit<>rial and Mi■ceUoneoua 0.0244 0.0978 0.1050 0.1117 0.3389 

16 - EloetrlCAI Eaerc 0.0086 0.1433 O. 1525 0.1910 0.4,954 

17 - Civil Con■truation 0.06ll 0.0880 0.0543 0.0818 0.2852 

18 - Service. 0.0898 0.1546 0.1484 0.2035 0.5963 

lD - Tran■portation 0.0748 0.1636 0.1057 0.1185 0.4626 

20 - T.-.do 0.0813 0.1419 0.1366 0.1390 0.4988 

Ratio t:onaull'Wd ,·ntOIM' 0.046 0.098 0.087 0.007 0.328 

OVP 

BOURCES: Tablea A.D 1nd A.10. 
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The dynamics of wages and prices in the 
Brazilian . _economy: 1966 /81 *

Edt1ardo M. Modiano ••

1 - lntroduction 

Until recently, Brazilian inflation was usually analyzed through 

the model o( the Phillips curve, which postulated a direct relaúon 

between inflation and the levei of economic activity. The 

apparently favorable results of Lemgruber (1973 and 1974) and 

of Contador (1977) for the Phillips curve model, where idle 

capacity appeared as the predominant factor in the determination 

of the rate of inflation, in the short-run justified the necessity 
of recessive policies for success in Lhe fight against inflation. 

The loss of credibility in the traditional estimates o( the 

Phillips curve for the explanation of Brazilian inflation may be 

attributed to the deficient predictions obtained with these models 

for the most recent period, characterized by the inflationary 
acceleration of 1979/80 and by the persistent inflation of 1981/82. 

ln this sarne period, there appears an alternative line of analysis 

Editor's note: Translation reviscd by the author. 
• Originally publishcd in Pesquisa e Planejamento Econ6mico, Rio de Janeiro, 

1J (1) :!19-68, April 198!!. This work was madc possible by the support of the 
National Program for Economic Research (PNPE) . The author would likc 
to exprcss his thanks to Dionfsio Dias Carneiro, Edmar Bacha, Francisco Lopes 
and José Márcio Camargo for their comments and suggestions and to Regis 

Bonelli for his invaluable collaboration in criticism and in tbe generation oi 
the data series utilizcd. Thc errou and omlssions, which by chance bave 

not becn eliminated, are the exclusive responsibility of the author. 

•• Department of Economia of PUC/RJ. 
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of inflation in the literature. Through a motlel which explicitly 
focuses on the possible effects of wage policy and of externai 
shocks, Lara Resende and Lopes (1981) contested the time-honored 
trade-off of the Phillips curve. Camargo and Landau (I 983), in 

an alternative model incorporating some of the structural and 
institutional characteristics of the formation of wages and prices 

in the economy, suggested even the possibility of the existence 

of an inverse relation between inflation and the levei of activity. 

This article hopes to reconcile these two visions through thc 
use of a model, composed of a block of equations, which 

distinguishes the determination of wages from the determination 
of industrial and agricultura] prices in Lhe Brazilian economy. 
ln this manner, the question of the relation between inflation 
and the levei of activity reappears in its original form, that is, 
through the determination of nominal wages. lt becomes possible, 
therefore, to analyze separately the effects of a recession on 
wage increases and on the transmission of costs to prices. These 
questions have usually been examined together in the discussions 
about the Phillips curve for Brazil. ln addition, the possible 
effects of structural and/ or institutional shocks, which characterize 

the more recent specifications of the fonnation of prices through 
costs, are incorporated in the analysis of inflation. 

The renewed interest in the existence of a direct relation 
between inflation and the level of activity in the Brazilian economy 
has its origins in the recent experience with changes in the wage 
policy, simultaneously with the political liberalization and the 
sharpening of conflicts. The ineffectiveness of the instruments 
of pure and simple wage repression justifies a more detailed 
investigation of the effects of a recession on inílation. 

Following this introduction, in Section 2, a theoretical model 
for the determination of wages and prices in an economy with 
institutional and structural characteristics like the Brazilian one 
is developed. The theoretical model is then estimated econometrically 
in Section !!, with annual data referring to the period 1966/81, 
where the results obtained are then compared both with the 

Phillips curve and with the more recent estimares in the 
literature about the formation of industrial prices. ln Section 4 
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alternative specifications of the theoretical model are considered 
for the purpose of evaluating both the robustness of the results 
obtained and the usefulness of some of the basic hypotheses. 
Finally, in Section 5 the work is concluded. 

2 - The model for determination of wages and prices 

The dynamics of the inflationary process in the Brazilian economy 
are analyzed by means of a model of simultaneous determination 
of nominal wages, industrial prices and an aggregate pricc index. 
The interdependence of the determination of wages and prices 
in the economy comes from the hypothesis that the nominal 
salaries prevailing in the economy result as much from a process 
of bargaining between employees and employers as from the 
application of wage policies. Thus, the compulsory rules of wage 
policies, in existence since 1964, partially link the readjustments 
o( wages to the present and past variations in the price leveis. 
Since the remuneration of labor is an element of variable cost for 
the industrial sector with oligopolistic characteristics, the variations 
in nominal wages are reflected in variations in industrial prices. 
Givcn that industrial products represent a significant part of the 
basket of consumption of workers, increases in industrial prices 
result in the elevation of the aggregate levei of prices. The 
increase in the levei of prevailing prices is then partially passed 
on to 'l.vages through wage readjustments, completing, in �is 
manner, the cycle of simultaneous determination of wages and 
prices in the economy. 

It is initially supposed that the process of wage indexing may 
be adequately represented by the formula of Lopes and Bacha 
(1983) , which establishes that: 

W = v Pai P�� 

«1 + «2 = l 

(1) 

where W is the average nominal wage, P an aggregate índex of 
nominal prices, P _ 1 the index of prices from the prev1ous period, 
and v the real wage desired by the workers. The parameters a1 

and a2 denote the degree of transmission to wages of the 

Si 



inflation of prices past and present, respectively. 1 The hypothesis 
that the desired wage, which corresponds to the peak real wage 
at the time of readjustment, would coincide with the average 
real wage effectively received by the workers in the case of the 
stabilization o[ prices requires that a1 + a2 = l. 

Supposing that the degree of transmission to wages of the 
variations in the aggregate index of prices remains constant, 
equation (1) may be expressed in terms of rates of change thas: 

W = v + a1 P + a2 P -1 

a1 + a2 = I (2) 

The real wage desired by the workers is determined through 
wage negotiations. The result of the bargaining between 
employers and employees in represented in simplified fonn, in 
terms of rate of change, by: 

fj = Clo + 03 (yP - y)

a8 < O 

where (yP - y) denotes the idle capacity, measured by the 
difference between the natural logarithms of the potenúal 
output Y' and the effective output y. 

Equation (3) way be deduced by way of the two basic 
equations: 

and: 

U - if = b1 (yP - y) 

b1 > O 

v = a0 + a1 (u - ü)

ª1 < o 

(4) 

(5) 

1 ln lhe modcl of Lopes and Bacha (198!1) lhe paramclcrs a1 and a, are 

delcrmincd ins1i1u1ionally in func1ion mcrcly of lhe pcriodicily of 1he 

readjuslments. The economelric eslimale! oblaincd wilh a rcla1ively short 

annual series of wages, presentcd in Subsection 4. !!, do nol aupporl this 

hypolhcsis in lhe case of lhe 1ransition from annual lo seme!lral rcadjuslmenls, 

which occurrcd in 1979. 
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The first equation is Okun's Law, which associates the 
deviations in the rate of unemployment u, in relation to the 
natural rate of unemployment lI to the unused capacity. The 
second relations shows that the desired wage grows with the 
bargaining power of the workers, which is greater the lower is 
the levei of unemployment in the economy (a1 < O) . The 
parameter a0 corresponds to the rate of wage drift, which way be 
attributed as much to economic factors, such as the tendency 
for productivity growth, as to non-economic factors, such as the 

growth in Power of the unions and to the political liberalization. 
Substituting (4) into (5), one obtains, with a0 = a0 and 
a3 = a1b1 equation (�). 

The rate of growth of the average nominal wage of the 
economy is then given by the combination of (2) and (3), that is: 

Consider now that industrial prices are formed by a mark-up 
ovcr variable costs according to: 

(7) 

where P1 denotes the industrial price, z the mark-up factor, qL 

the productivity of labor, Pll the price of the raw material and qJJ

the equivalem of the proéluctivity of the raw material, that is, 
the inverse of the coefficient of utilization of the raw material 
per unit of final product. 

Supposing z and qJI to be constants, 2 then equation (7) may 

be expressed in terms of rates of changc as: 

Ê'1 = �l (J.t - qL] + �2 pll 

�l + �2 = J 

(8) 

11 The hipothcsis of a íactor of constant mark-up is rclaxed in Subsection 4.2. 
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The parameters �• and �2 denote, respectively, the shares 
belonging to labor and to raw materiais in the variable cost of 
the industrial sector. Given that the remunerations to labor and 
to raw materiais exhaust the variable sectoral cost, it rnust be 
that B1 + �2 = 1. 

Suppose further, for the stylized economy of only two sectors, 
that the aggregate price index which serve as a basis for wage 
readjustments, is given by: 

(9) 

where PA denotes the price of the agricultura} product. Then 
equation (9), expressed in terms of rate of change, is equivalent to: 

P = >., Pr + A2 P"' 

Ã.1 + 12 = l 

(10) 

where ).1 and ).2 represent the shares of income devoted to the 
consumption of industrial and agricultura} products, respectively. 
Sipossing that the consumption of industrial and agricultura} 
products exausts income, it must be that ).1 = Ã.2 = 1. 

Equations (6), (8) and (10) constitute the basic model o( 
detennination of wages and prices in the economy. ln this 
foamulation it is supposed that the prices of raw materiais and 
of agricultura} prices are predetermined variables or are exogenous. 
The justification for such a supposition is based on the observation 
that these prices were, in the decade of the 70, subject to 
violent supply shocks, both exogenous and endogenous, and 
were the object of speci(ic controls and subsidies. 

Estimates of the structural param,ters of the model rnay be 
obtained through the simultaneous estimation of the three 
equations. ln arder to isolate the effect of the exogenous variables 
on the average wage, industrial prices, and the aggregate index 
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of prices, the system of structural equations may be solved for 
three variables, thus obtaining the reduced form: 

W ao a2 - a3 
=�+

7:"""
f'-1+

-x-
(yP -yJ-

a1 �1 À1 
<h + 

a1 j3z À1 PJ/+
a1 À2 j>�

/!,. ô. /!,. 
(II) 

Pr 

ao �1 
+ 

a2 /31 .,, _1 +
03 �l 

(y' -y) 
/!,. ô /!,. 

�l �2 - ª1 j31 Ài 
p�

--x- �L + 7:""° P11 + 
/!,. 

(12) 

Since ô. = 1 - a1 �1 À1 is a positive parameter, given 
that ai, �1 and ).1 are less than unity, thc expected signs for 
the coefficients of the reduced form have the patern of Tablc 1. 

Table 1 

Signs o/ tlie Reduced Form Coefficients 

Vu.riablcs 

Predetennined 
Endogenous ____________________ _ 

p_ 1 (y• - y) qL f,Jil PA 

1r + + + 

PI + + 

+ + + 
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3 - The econometrics of the inflationary process 

The results o( the econometric estimation of the model for 

determination of wages and prices in the Brazilian economy, 

from Section 2, composed of equations (6), (8) and (10) , are 

presented in Table 2. The series of annual data utilized and their 

respective source are listed in the Appendix. 3 The period 

1966/81, which includes only 16 observations, was selected due 

to the limited availability of compatible annual data for the 

indices of the average annual wage and of the personnel employed 

in the industry of transformation. 4 

Two methods were utilized in the estimation of structural 

parameters for the model in arder to compare the results: 

a) ordinary least squares, which must be considered

inadequate, due to the simultaneous nature of the model; and 

b) two-stages least squares, which corresponds to a special

case of estimation by instrumental variables. 

Although, according to Table 2, the estimates for the 

parameters generated by the two methods do not show significant 

differences, we will concentrate our analysis on the results 

obtained by the method of two-stages, least squares due to the 

property of consistency of these estimators. The principal 

restriction on the utilization of this second method refers to 

the inefficiency of the estimates of the structural parameters in 

superidentified equations, which is the case in Equations (6) , (8) 

a The index of wholcsale priccs according to the concept of domestic supply 
(IPA-DI) is cmployed as a proxy for the National lndex oi Consumer 
Prices (INPC) , whose structure of thc destiny oi income is like the dcfinition 
of the aggregatc index of prices (9) , due to the reduccd number of annual 
obscrvations oi the INPC. 

4 Gross erron have bccn commiltcd in the linking of annual series of salarics 
and industrial cmployment, due 10 thc combination of obsen-ations resulting 
from rcscarch with differcnt census coverages. Musalcm (1982), for cxamplc, 
utilizcd a series in which the index of personncl employcd in the industry 
of tr.msformation incrcases at the absurd rates of 1.0, 28. 7, -15,5, 29.6 and 
12.9% in thc years 1969, 1970, 1971, 197!1 and 1976, rcspcctively. Similar 
distortions are found for lhe evolution of the series oi average wagcs. 
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and (10), which compose the simultaneous model II of determination 

o( wages and prices. 

With respect to Table 2, it may be observed that ali o( the 
explaining variables have the expected signs and the coefficients 

are statistically significant to the leve! of 5%- For the wages, 
the results with respect to equation (6. 2), in Part a o( the table, 
allow the conclusion that the inflation o( prices , measured by 

the IPA-DI, is integrally passecl on to the wages in two period�. 

given that the values for the coefficients a 1 and a� add up to 
unity. Approximately half of the current inflation (a 1 = O. 535) is 

passed on to the wages of the industrial sector in the sarne 
period. Note that lhe estimated coefficient for transmission 

coincide with the theoretical values obtained by Lopes and 
Racha (1983) for a policy o( wage readjustments with annual 

perioclicity, which preclominates in the period of the example. 

The coefficient of unused capacity is significant, though 

relatively small. Thus, ccteris paribus, a rise o( 10 percent in the 
idle capacity of the industry reduces the rate of growth of the 

average wage o( the industrial sector by 3. 36 percent per year. 

The cost of labor, according to the results obtained with 

equation (8. 2), in Part b o( the table, corresponds approximately 

lo 43% of the variable costs of the industrial sector (�1 = O .  433) . 

Raw material is, according to the sarne table, the element of 

cost greatest weight in the rise o( industrial prices observed in 

the period (B� = O. 588). The industrial prices, for their tum, 

are responsible for approximately 75% of the rise in the aggregate 

price inclex (11 = O. 750) , in accordance with the results presenteei 

in Part e o( the table for equation (10. 2) . 0 A reduced share 

5 lt may be observed th:tt the nccessary condition for lhe identificalion of 

lhe structural paramclers is more than satisfied for thrcc cquations of lhe 

model. 

e li may be obsen,ed that thc sharc of 75% of lhe industrial pricc in 1hc 

aggrcgate índex of prices corresponds 10 lhe direct participation of tbc industrial 

sector plus lhe share of the service sector characlerizc:d by rigidity of priccs. 

The comparison of this value with the sbare of thc agricultura!, industrial 

and sen,iccs scclors in the composition of lhe GNP reinforces lhe degree of 

rigidity of the rale of inflation demand controlJ. 
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Equation (6. I) 
W 0.99 
DW = 2.04 
SE - 0.0!!6 
F.qu.a.tion (6. 2) 
W • 0.99 
DIV 2.07 
SE = O.<J27 

F.quation {8. 1) 
KJ 0.99 
DW = 1.82 
SE - 0.029 
F.qwstion (8. 2) 
W 0.99 
DW "" 1.83 
SE = 0,029 

F.quation (10. 1) 
W 0.99 
DW - 1.09 
SE - 0.025 
F.quation (10.2) 
W ,. 0.99 
DW � 1.13 
SE = 0.025 

Table 2 

Econometric Estimates 1966/81 

a - average salary: W 

Predetcrmined 
Endogenous ______________ _ 

P Constaot 

0.526 
(10.012) 

0.535 
(10.057) 

0.111 
(7 .1>67) 

0.110 
(7.498) 

b - industrial prices: P1 

Endogenous 
JV - qL 

0.441 
(6. 299) 

0.433 
(6. 050) 

0.464 
(6. 84:'>) 

0.453 
(6. 613) 

-0.373 
(-3.700) 

-0.363
(-3.583) 

Prcdetermincd 
,,AI 

0.570 
(7 .877) 

0.588 

(7. 830) 

e - aggregate index of pr�ces: P 

EndogenO\L, 
P, 

0.731 
(9. 467) 

0.750 
(9. 253) 

Predolormined 
[> A 

0.201 

(4. 050) 

0.273 

(3. 624) 

NOTE: Th• valu• lehroeo parent� &H tbe 1-otati.otie,,: oquatlon■ (11.1). (8.1) and (10.1) 
were .. timated by t.ne metbod oi ordinary leut ■quare■ and equationa (6.2), (8.2) and (10.2) 
by tbe matbod oi io■trumental variabl .. , u■ina u inatrumeola ali tbe predetormined variobl .. 
oi tbe modeL 
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of the rise in prices (Ã2 = O. 273), may be attributed (directly 
and indirectly) to the rise in agricultura) prices, also according to 
Part e of Table 2. 

Solving the system of Equations (6) , (8) and (10) with the 

values for the structural parameters of Table 2, one obtains 

the coefficients of the reduced forro of the model, presented in 

Table 3. 

Table 3 

Coefficienls o/ the Reduced Form 

Vario.bles 

Predetermined 
Eadogenous 

Consto.nt p_, ÚJ" - y) QL PM PA 

1lr 0.133 0.548 -0.439 -0.211 0.286 0.177 

F, 0.058 0.237 -0.190 -0.524 0.712 0.076 

p 0.044 O. 178 -·O. 143 -0.393 Q.534 0.331 

It may be observed that the direct and indirect effect of the 
1dle capacity upon saJaries is slightly superior to the estimate of a3 

obtained in Part a of Table 2. This ocurrs because a rise in 
idle capacity, upon reducing the average sectoral wage, provokes 
a fall in the cost of labor in the industry. The reduction of 

the variable cost, when reflected in industrial prices, tends to 
soften the current inflation, which is partiaJly passed on to the 
salaries. To the direct impact of the idle capacity, estimated as 
-O. 363, is added the indirect effect of -O. 076, which results
in a coefficien t in the reduced form of -O. 439.

The impact of a variation in the idle capacity of the economy 
on prices in the reduced form is inferior to its effect on wages. 
This result may be attributed to the specification of the model, 
in which wages are responsible for only a share of the variable 
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cost of the industrial sector (� 1 = 0.433). On the other hand, 

the industrial prices have a large share, but do not form the 

entire aggregate index of prices for the economy (11 = O. 750) . 
Thus, for a reduction in the rate of growth of wages of 4. 39 

percentage points, due to a rise in the unused capacity of 10 

percentage points, there corresponds a decline of l. 9 and l .  43 
percentage points in the rates of inílation of industrial prices 

and of the aggregate price índex, respectively. This suggests that, 
in the actual levei of Brazilian inílation of roughly 100% p. a., 

policies of containment of aggregate demand which generate 

recession and unemployment in the industrial sector would be 

practically useless as rneasures to combat inflation. 

The relatively small coefficients for the rate of lagged 

inílation, calculated as O. 273 and O .178 for the industrial prices 

and for the aggregate index of prices. respectively, refer exclusively 

to the implicit inertia in the wage readjustments. For the 

calculation of the global inertia of the rate of inílation, there 

must be added to these values the coefficients of past inflation 

which may perhaps explain the current evolution of other 

predetennined variables, such as the prices of raw materiais and 

of agricultural products. It is worth further noting in Table li 

that the sum of the coefficients of the rate of lagged inflation 

and the rates of the variation of the prices of raw materials and 

of agricultura} products is approximately unity, as would be 

expected from Equations (11), (12) and (Ili). 

The results of the estimation of the simultaneous model of 

determination of wages and prices summecl up in Tables 2 and ! 

denote a certain "deflationary pessimism", in contrast with the 

"deflationary optimism" characterized by the u-aditional estimates 

of the Phillips curve by Lemgruber (1973 and 1974) and 

Contador (1977), where the coefficient of the idle capacity 

in the equation of prices assumes values in the interval of -O. 6 

to -1, as well as with the "deflationary nihilism" suggested by 

the analysis of Lara Resende and Lopes (1981), which denies 

the existence of an inverse relation between inflation and the 

idle capaáty. 
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With respect to the traditional estimates of the Phillips 
curve, Lopes (I 982) observed that the patern of errors of the 
regression is substantial and that lhe estimate of the coefficient 
of the idle capacity is sensitive to the definition of the sample. 
The noted Ioss of adherence in the recent episode of inílationary 
acceleration is attributed to the omission of the effects of the 
externai shocks and of the compulsory indexation of wages. In 
this sense, the model of Lara Resende and Lopes (1981) would 
represente a more appropriate specification for the structural 
and institutional d1aracteristics of the Brazilian economy. That 
being so, the instability of its coefficients in the analysis of a 
longer period, poinled out by Contador (1982) , and the possible 
endogeneity of some of the exogenous variables, such as the 
minimum wage, later suggested by Lopes (1982), constitute some 
of the deficient aspects of this last model. 

Taking as a basis these criticisms, the results obtained with 
the simultaneous model may be considered superior in terms 
of all of the measures of adherence (R - squared, standard errar 
and Durbin-Watson statistics) , of the significance of the estimated 
coefficients (t - statistics) and of robustness. Furthermore, the 
deficiencies pointed out in the conventional econometric analysis 
were eliminated in a manner even more explicit than in Lara 
Resende and Lopes (1981), through the estimation of structural 
equations for wages and prices which incorporated elements of 
externai and internai shocks (agricultura} and raw materiais 
prices) • and of the wage policy. 

The queSLion of endogeneity versus the predetermination 
or exogeneity of some of the explaining, variables may also put 
under suspicion some of the conclusions which the to estimation 
of the structural equations (6) , (8) and (10) which make up 
the simultaneous model, allows. For a better understanding of 
this point, it maw be considered that both the prices of raw 
materiais as well as of agricultural products may be expressed as: 

P, = 6P + (1 - li) P _ 1 + s, 

O�ll�l 

i = M, A 

(14) 
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where (1 - õ) denotes the degree of inertia of these prices 
and s, the variables of exogenous shocks. A plausible justification 
for equation (14) is based on the hypothesis that, as in the 
example of the model of wage readjustments of Lopes and Bacha 
(1983), the producers of raw materiais and the farmers readjust 
their prices periodically. 

Substituting (14) in (13) and observing the restrictions of 
unitary addition of the coefficients, one obtains an alternative 
reduced forro for the price equation: 

(13') 

where ll' = ll - õ (1 - p1 )..1). lt may be verified that with the 
omission of the shock variables sJJ., and S,1 and of the rate of 
growth of productivity qL, one obtains the specification for the 
price equation which characterizes the traditional estimates of 
the Phillips curve. It is then obvious that, if (131 represents 
the correct model, the existence of negative correlation, even if 

spurious, between the omitted shock variables and idle capacity 
tends to bias the estimate of the coefficient of this last variable 
in the direction of the results of Lemgruber (1973, 1974) and 

Contador (1977) . 

lt is further observed in Equation (131 that the coefficient 
of idle capacity is greater the lesser is the inertia of the agricultura! 
and raw material prices. ln the case of perfect inertia (õ = O) , 
which is consistent with the premise of predetermination of 
these prices discussed previously, the coefficient of the idle 
capacity, already calculated in Table 3, is approximately O. 14. 
On the otber .extreme, the inexistence of inertia (õ = I) would 
imply a coefficient for the idle capacity equal to a3/ (1 - a1) . 

Supposing for a3 and a1 the values of -O. 35 and O. 5, respectively, 
one obtains an amplification of the eHect of the unused capacity 

of the economy on the levei of prices on the arder o( 400% 
for a value around -0. 7. This, value for the coefficient of the 



unused capacity, which in this case represents an upper limit, 

may also be considered inexpressive vis-à-vis lhe actual levei 
of Brazilian inflation. 

4 - Extensions of the basic model 

ln this section some modifications and exlensions of the basic 

model of Section 2, illustrating the robustness of the results 
obtained, are analyzed. 

4. l - Analysis of the most recent period

Despite lhe existence of a wage policy in the Brazilian economy 

since I 965, it is known that wage indexation did not perfectly 

accompanied the evolution of the cost of Iiving at least until 1968. 
ln a recen t article, Lopes and Lara Resende (1982) demonstrated 
that the indiscriminate inclusion of this period (1965/68), 
characterized by a cleflationary shock induced by the imperfection 

in the wage policy, tends to introduce a bias in the coefficient 
of idle capacity in the traditional estimates of the Phillips curve. 
To escape fr�m this clifficulty a �educed sample is then used, 
which covers only the years 1969/81, a period in which it appears 
reasonable to accept that the wage indexation may have been 
nearly perfect. 

The remark mentioned above justifies the elimination of the 
period 1965/68 for an analysis of the robustness of the results 
obtained with econometric estimates of the evolution of wages 
and of prices. An econometric reestimation of the simultaneous 
model composed by equations (6), (8) and (10) for the period 
1969 /8 I was then undertaken, despite the reduced number of 
degrees of freedom remaining. The results are presenteei in Table 4. 

The comparison of Tables 2 and 4 suggests that the 
estimations of the structural coefficients are not significantly 
different. Despite the fact that the regression of the wage equation 
for the period 1969 /81 presents an estimate of lower statistical 

significance for the coefficient of unused capacity (the t-statistic 

is -2. 747,i'in' contrast with the va!ue oJ .-S. 700 fo_r the 
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whole period) , one still rejects the hypothesis of a null coefficient 
to the levei of sig�ificance of 5%, 

EqUBtion (6) 
K' 0.99 
DW 1.56 
SE 0.024 

Equation (8) 
Il' 0.99 
DW 1.74 
SE 0.031 

EqUBtion (10) 
K' 1.00 
DW - 1.73 
SE - 0.015 

Table 4 

Econometric Estimates - 1966/81 

a - average wages: W 

Expl&natory Variables 

Predetermin ed End"genous ______________ _
p 

0.521 
(10.409) 

Cons!Rnl 

0.108 
(7. 765) 

b - industrial prices: P1 

p -1 

0.472 
(7. 228) 

-0.329
(-2. 747)

ExplMatory Variable.a 

Endogenous 
W-qL 

0.405 
(4.685) 

Predetermined 
P11 

0.615 
(6.825) 

e - aggregate índex of prices: P 

Explanatory Vadablee 

Endogénous 
1'r 

0.865 
(15.388) 

Predetormined 
,.,,t 

0.164 
(3 .161) 

NOTE: Tllo n.luu betweon parenlh- are lhe 1-elaliulca: cquationa (8), (8) 011d (10) 
wen, allmated h:, lhe method o• lnalrumental variablu, 111i111 H iulrum•nl■ ali lhe 
prmotenllined nrlablu � tb1 1lmllilaneaU1 111odol, 
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4. 2 - The hypothesis of a flexible mark-up

ln the derivation of the equation for industrial prices (8) of 
Section 2, the mark-up factor (z = O) was considered constan t. 
Supposing that the mark-up factor could be variable, equation (8) 
must be rewritten as: 

Ê', = f + �1 [1" - �L] + '12 PJ/

�1 + �2 = 1 

If one admits that the mark-up factor, similar to wages, 
responds to variations in aggregate demand, then one has: 

Substituting (16) in (15), one obtains an alternative 
specification for the equation of industrial prices, which is: 

(15) 

(16) 

1', = �o + '11 [W - �] + �2 PJ/ + �3 (yP - y) (8') 

�1 + �2 = 1 

The hypothesis to be tested in (8') is that the coefficient 
of the unused capacity might be null (�3 = O). The alternative 
hypothesis (�3 "F O) admits the possibilities of a variation of 
the mark-up for the industrial sector, as much procyclic (�3 < O) as 
anticyclic (�3 > O). With such a proposition, equation (8') 
was estimated both by the method of least squares (with and 
without correction for serial correlation) and by the method of 
instrumental variables. The results of the econometric estimation 
are summarized in Table 5. 

Although, as in the example of the results of Camargo and 
Landau (1983), che sign of the estimated coefficient of the idle 
capacity in Table 5 may be positive, which would suggest an 
anticyclic mark-up, it is not possible to re· hypothesis that 
the coefficient might be null at th�\tl'l-'at"1! • nce of 5%. 
This result seems to be in accord ç.l with the con ·ons of 

'ti IPEA;l,-L.!.Jr
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Gordon (1977), Nordhaus (1972), and Hall (1980) , where, apart 

from possible effects through wages, the fluctuations of aggregate 

demand have Iittle or no effect on the levei of prices. 

Table 5 

Industrial Prices with a Flexible Mark-Up -:- 1966/81 

Equation (8'. I) 

[l'J - 0.99 
DW - 2.64 
SE - 0.027 

Equation (8'. 2) 

R: -0.99 
DW-2.13 
SE - 0.025 

Equation (8'. 3) 

R2 -0.99 
DW - '.l.64 
SE - 0.027 

Explanntory Variables 

Predetennined 
Endogenous _________________ _ 

lt' - qL 

0.474 
(6. 911) 

0.447 
(6.195) 

0.467 
(6.643) 

Conste.nt (yP - y) 

-0.032 
(-2. 000) 

-0.034 
(-2.921) 

-6.031 
(-1.970) 

0.110 
(I. 264) 

0.110 
(l.657) 

0.110 
(1. 261) 

0.585 
(8 .488) 

0.620 
(8. 726) 

0.5!l2 
(8. 416) 

NOTE: Tbe valuea bot.ween pa.rentheae■ are t-1tati11tic■; equation■ (8' .1) and (8' .2) were 
eatimated by tbo metbod of ordinuy Jeut. 1quare■ and wilb correction for ■erial 
col'ft!atioo oi residual■, , .. peetively, aod equation (8' .3) wu .. umated by tbe method oi 
inatrumental vwiablu, uai.Da: u imtrumenlll all tbo prede:termined variab1ca of tbe 
■multaoeou■ model, 

4. 3 - The change in periodicity of wage readjustments

The equation for the evolution of the average wages· of the 
industrial sector (2) was derived from (1) by supposing that 

the transmission to wages of the variations of the aggregate índex 
of prices was maintained unchanged. According to Lopes and 
Bacha (1983), on the other hand, the coefficient of transmission 

would be a purely institutional parameter determined by the 
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periodicity of the readjustments, fixed by the wage policy. 
Theoretically, with the transition from annual wage readjustments 
to semestral ones, which occured in October 1979, the value of 
the coefficient a

1 would grow from O. 50 to O. 75. The test of 
this hypothesis is the principal objective of this subsection. 

Supposing that the coefficients of transrnission the average 
wages of the curren t and past variation of the price índex might 
be variable, and observing the restriction of unitary addition 
of these coefficients, equation (1) may be expressed in terms of 
rates of change as: 

W = !1 + a1 P + (1 

With the rise in frequency of the wage readjustments, the 
last term of equation (2') must assume a positive value for 
the year 1979. From that time on, there would be a permanent 
change in the slope of the curve. 

Table 6 presents the results of the economic estimati';)n of 
the modified equation for wages (6') , which results from the 
substitution of equation (3) in (2'). The three additional durnmy 
variables representing modifications which were utilized were 
respectively: 

a) for th e slope o f the curve from 1980;
b) for the 1979 intercept, when a1 theoretically would

assume a positive value; and 

e) for the Hl80 intercept, admitting the possibility of a
lagged effect of the change in periodicity. 

ln Table 6, for the coefficient of the change of the slope, 
there may be observed a sigo contrary to that expected, and 
a nonsignificant value at the levei of 5% in ali of the regressions. 
Consequently, it is not possible to reject the hypothesis that the 
parameter of wage indexation may have remained unaltered after 
1979. With respect to a possible shock resulting from the change 
in pcriodicity in 1979, it may be verified that, although the 
sign of the coefficient of the dummy variable for this year-may 
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be correct, the estimated values are not significant at the levei 
of 5% in either of the years (1979 ar 1980). 

Table 6 

Change in Periodicity o/ Wage Readjuslments - 1966/81 

Explanatory Variablca 

, Conu.ant P-1 (11•-11) 
Dummiea 

,_ ,_, 11179 11180 

Equation (8' .1) 

R• - 0.99 0.810 O. IOll 0.38¼ ----0.321 -(].098 

DW - 2.19 (5.280) (11.282) (3.24') (-2.887) (----0.819) 

BE - 0.027 

Equation (8'. 2) 

RI - 0.911 0.624 0.110 0.(112 -0.374 0.023 

DW - 1.88 (9.178) (7 .220) (8. 1111) (-3.648) (O. 771) 

BE - 0.028 

Equation (8' .3) 

R• - O.DO O .801 0.108 0.300 --0.3211 -0.047 

DW • 2.18 (6.299) (8.5119) (3.243) (-2.711) (-0. 7411) 

SE - 0.027 

E<iuation (8" .4) 

R• - 0.00 0.1177 0.108 0.4111 -0.335 -0.085 0.014 

DW - 2.IR (3.971) (8 .021) (2.IIM) (-2.573) (--0.429) (0.396) 

BE - 0.028 

Equation (8'. 5) 

R• - 0.1111 O.M4 0.088 0.405 -(].3011 -1.6118 0.778 

DW - 2.35 (5. 24') (3.472) (3.324) (-2.520) (--0.947) (O. 8111) 

BE - 0.027 

NOTE; Tho valueo in paronth .... aro tho l-1tnti1tica; oquatioDJ (li) woro .. timated by tbo 
met.hod of 1imple leut ■qu.ara. 

Despite the small number of observations for the 
post-periodicity-change period (1980/81), the results above permit 
the questioning of the utilization, in empirical work, o( the 
theoretical formula representative of the process of wage indexation 
of Lopes and Bacha (1983). With respect to the alteration of 
the slopc of the cquation of wagcs in thc bicnnium 1980/81, 
apparently the hypothesis of the constancy of the rate of inflation 
and the approximations of the first arder necessary for its 

104 



derivation tend to overestimate the permanent impact on the 
parameter of wage indexation of a rise in the periodicity of the 
adjustments. vVith respect to the change in the intercept attributed 
to a shock in 1979 or 1980 as a result o( the change in periodicity, 
although tl1e above considerations remain valid, the result 
obtained would be less conclusive if one admits the possibility 
of the occurence in these years of some other simultaneous and 
neutralizing shock. Cunha (1982), for example, suggests that a 
fall in the wages desired by the workers, rising since 1978, 

would have neutralized the effect of the shock of the change ol 
periodicity. 

4.4 - Productivity variation and wages 

For the specification of equation (6), it was supposed in (5) 
that the evolution of average wages did not depend on short 
term fluctuations in labor productivity. The hypothesis that the 
evolution of wages might be linked only to the trend of 

productivity growth justified, with other motives, the inclusion 
of a constant in equation (5). ln this subsection, the question oi 
the relation between productivity and wages is explored in 
greater detail. 

lt is considered now that thc bargaining power of the workers 
is simultaneously greater, the greater is the growth in productivity, 
and the lower the level of unemployment in the economy. ln 
this case, equation (5) is expressed in terms of rate of change, as: 

ii = a0 + a1 (u - ü) + a2 q 1, 

a1 < O e a2 > O 

Substituting (4) in (5') and then the result in (2), one 
obtains a modified version of the equation for wages (6), 
given as: 

(5') 
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The results of economic estimation of the relation (6") for 

the period 1966/81 are presented in Table 7. ln contrast with 
the results of Table 2, it may be observed that the inclusion of 

the rate of growth of productivity reduces the significance of 
the constam of the equation (whose t-statistic falis from 7. 57 

to 3. 41) without significantly altering its value, which may be 
explained by the relative constancy of this variable in the 
period. The inclusion of the rate of growth of productivity 

introduces an element of colinearity in the data. Although the sign 
of the estimated coefficient may be correct, its value is not 
significant at the levei of 5%. Therefore, it is not possible to 
reject the hypothesis that the fluctuations in productivity may be 

irrelevant for the detennination of the rate of growh of the 
average wages in the industrial sector. 

The elimination of the constant of the equation, for its part, 
generates, for tl1e rate of growth of productivity, a coefficient 
which has the expected sign, is significant and cannot be 
statistically distinguished from the theoretical unitary value. ln 
this case, it is not possible to reject the hypothesis that the 
growth of productivity may be integrally passed on to the wages. 

ln any case, it may be observed that the statistics of adjustment 

Table 7 

The Passing-On of Procluctivity to Wages - 1966/81

EQwr.tion W'. 1) 

R• - O.DO 
DW - 1.93 

- 0.027 

Equation (0" .2) 

R• - 0.08 
DW - 1.110 
BE - 0.038 

Esplanato ry Variable1 

Endo1enoua _______ P_r•_rl_•_l<_rm_i_n_ed _____ _ 

fj Con■tant 

0.535 0.003 
(9.867) (3.411) 

O. 590 
(7 .778) 

P-, (vP - y) 

0.472 -·0.406 0.254 
(6.340) (-3.434) (0.742) 

0.512 -0.437 1.207 
(�.120) (-·2 .678) (4 .609) 

N01'E: Tbe value■ betw .. n parentheoe. ••o lho l·1tati1ti<1: equation■ (6"') wero e,,timnted 
by the method or in■trumentaJ variables, uaio1 ■■ 1n1trument1 a.li tbe predotermincd va riablca 
oi tbe corre■pondent ai mulateneoua model. 
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(R-squared, Durbin-Watson statistic and error standard of the 
regression) of this last regression are qualitatively inferior to 
those obtained with the original specification. 

The above observations suggest, therefore, that the association 
of the evolution of wages to the trend of productivity growth, 
through equation (6) , with the short term fluctuations being 
absorbed by variations in costs for the industrial sector according 
to equation (8), is an adequate representation of the dynamics 
of wages and prices in the Brazilian economy for the period in 
question. 

5 - Conclusion 

ln Section 2 a theoretical model was presented for the dynamics 
of wages and prices, incorporating institutional and structural 
aspects which characterize the Brazilian economy. The principal 
characteristic of this theoretical model is the simultaneity of 
detennination of wages and prices in the economy inherent in 
the process of wages indexation specified by the legislation in 
force. 1t is admitted that wages, partially indexed, could respond 
to cyclical variations in aggregate demand. It is considered also 
that the industrial sector operates with a fixed mark-up abo\'e 
variable costs, which includes raw materials as well as labor. 
The index of prices which serves as a basis for thc wage 
readjustments consists, for its part, of a combination of industrial 
and agricultura] prices. 

ln Section 3, in contrast with the existing literature, the 
theoretical model was estimated in its structural form, utilizing 
the empirical evidence for the Brazilian economy for the period 
1966/81. ln the process of estimation, the prices of raw materiais 
and of agricultura! products were considered predetermined 
variables. This hypothesis concerning exogeneity was based on 
the observation that these prices were subject, in the period, to 
violent supply shocks and to specific policies of control and subsidy. 

ln con trast to the traditiom.1] estimates of the Phillips curve, 
as well as to more recent estimates about the forma.tion of 
industrial prices for the Brazilian economy, the resuhs obtained 
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suggest a "deflationary pessimism". Although the direct estimation 
of an equation for the evolution of the average wages of the 
industrial sector may have generated a coefficient for the idle 
capacity with the correct sign and statistically significam, its 
magnitude is considerably inferior to that claimed by the 
traditional estimates. The relevance of recessive policies in the 
combat of inflation, given the actual inflationary levei of the 
Brazilian economy, may therefore be disputed. 

It is concluded also, that raw materiais are responsible for a 

substantial portion of the variable costs of the industrial sector 
and are passed on to industrial prices through a fixed mark-up. 
The variations of industrial prices, for their part, constitute the 
largest share in the mark-up of the aggregate index of prices. 

Following that, in Section 4, alterna tive. specifications were 
analyzed and a more recent period was utilized. It was 
demonstratt!d that the inclusion of the period 1966 /68, 
characterized by a deflationary shock resulting from the imperfect 
indexation of wages, does not modify the results obtained for 
the entire period. The econometric reestimation of the simultaneous 
model Cor the reduced period, which includes only the years 
1969/81, generates statistically identical estimates of the 
coefficients. 

Considering also the alternative of a flexible mark-up for 
the industrial sector, it is demonstrated that, despite the anticyclic 
sign, the empirical evidence does not support the existence of a 
variation of the mark-up, whether procyclical or anticyclical. 
It was not possible to reject the original hypothesis of a constant 
marlc.-up for industry. The possibility that the transition from 
annual readjustments to semestral ones in 1979 may have 
provoked both a significant modification in the parameter of 
indexation and a shock in the evolution of wages was also 
analyzed. It was observed that this hypothesis also is not supported 
by the empírica] evidence of the period. 

Finally, through a more complete model, the question of the 
relation between the rate of growth of productivity to wages 
was analyzed. It was concluded that the evolution of wages in 
the period does not depend on the fluctuations of productivity, 
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absorbed as variations of opposite sign in the cost of labor in 
the industrial sector. This result supports the basic hypothesis 

of the theoretical model that the evolution of wages in the 

economy is linked to a measure oi the trend of productivity growth. 

Appendix: 

Table A. I 

Index of Index of 
Real Produc-

Index of Output thity of Index of 
Manpower of the Manpower Real Real Idle 
Employed Industrial Employed Output Capacity 

in Industry Sector in Indi.stry (Real GNP) (Real GNP) 
(1) (2) (3) (4)

1966 89.5 69.2 77.3 71. 7
1967 88.0 71.3 81.0 75.2

1968 93.6 80.8 86.4 83.6

1969 97.5 90.6 92.9 91.0

1970 100.0 100.0 100.0 100.0

1971 104.6 114.3 109.3 113.3

1972 109.9 129.6 117.9 126.6

1973 119.7 150.1 125.4 144.2 

1974 129.3 164.9 127.5 158.3 

1975 129.8 175.2 135.0 167.3 

1976 135.9 193.9 142.7 182.3 

1977 137.3 201 .4 146.6 190.8 

1978 140.3 217.8 155.3 202.3 

1979 145.1 232.7 160.4 215.3 

1980 149.4 251.3 168.2 232.5 

]981 137.8 230.2 167.1 224.4 

SOURCES: (1): 19e8/8D - Pro<IU(tfe Jndwlrial, publieation of IBGE/DEICOM; 
JDeD/70 - lndlÚJlria d• Tran•J•rm«do, quartely ruean>h of IBOE/DEICOM; 

(5) 

0.2130 

0.2295 

0.2015 

0.1809 

0.1681 

0.1210 

0.<m33 

0.0263 

0.0025 

0.0165 

0.0000 

0.0235 

0.0344 

0.0414 

0.0345 

0.1309 

IG7U/71 - Bel,,i,,. Ecm,llfflic•, publicatian oi IPEA: 1071/111 - lndicaàor,e Con;..,,1uroi,, 
da lndlÚJlria, monthly naearab by IBGE/DE8DE. 

(2): and (4): Cenjwtlura Econ6'nica, varioua numben. 

(3): Con■truated by tbe aulbor by clividina: tbe inda of column (2) by Ih.oi 
oi eolum (1) and mulllplyln• tbo noult by 100. 

(6): Conotruat.ed by lb■ aulhor from lhe loa linear lnnd oi lbe -i .. af 
real output ln aolumn (4). 
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Table A.2 

Index of 
Avernge Index of lndex of Index of lndex of 
Annun.l Index of Wholesa.le Wholesnle Wholesa.le Wholesn.le 

Wn.ge of the Cost Prices Prices of Prices of Prices 
Mo.npower of Labor of Ra.w Industrio.l Agricultura.! (Domestic 
Employed Materiais Products Products Supply) 

in (Non-Food) (Tot.el (Total 
Industry Supply) Supply) 

(1) (2) (3) (4) (5) (6)

1966 37 48 41 43 44 45 

1967 48 64 52 55 55 57 

1968 63 73 68 71 64 70 

1969 79 85 79 86 78 84 

1970 100· 100 100 100 100 100 

1971 124 113 116 117 125 121 

1972 156 132 133 136 153 143 

1973 193 154 152 156 182 165 

1974 252 198 206 202 236 213 

1975 256 264 271 262 293 272 

1976 523 367 364 357 466 382 

1977 785 535 490 497 696 537 

1978 1,182 761 630 673 992 746 

1979 1,875 1,169 965 1,047 1,550 1,159 

1980 3,601 2,141 1,993 2,133 3,293 2,425 

1981 7,768 4,649 3,964 4,470 6,732 5,166 

SOURCES: (ll: 19611/89 - Prod,,clla Indu.tlrial. publication oi IBGE/DEICOM: 1969/70 
- IndrJ.alria do Traru/onna,:llo. trim••lrnl reaearcb by IBGE}DEICOM: 1970/71 - Bal,1;,,, 
E«mOmico, publication oi IPEA; 1971/81 -· IndicadorH Conjwil1'raia da lndúalria, montbly 
reaearcb by IBGE/DESDE. 

(2): Con■trucled by tbo author by di•idin1 tho indo:,: oi colum (1) by tbat 
oi colum.n (1) oi Tablo A.1 ■nd multiplying tbe ,,.ult hy IOÇ. 

(!I): throu1b (8J: ConjU11lura E,onOmica: varioua numbora. 
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Employment and income in urban 
"small-scale production" in Brazil * 

Paulo Renato Souza • • 

I - Introduction 

The purpose of the prescnt article is to analyze the proportion 
of "small-scale production" in urban employment in Brazil, and 
to discuss some aspects that are central to the process of income 

determination for those so employed. Before proceeding, it is 
important to clarify the nature of the concept referred to as 
"small-scale production", \Ve use the term to encompass a universe 
of economic entities which are characterized by not being 
"typically capita1ist", despite their insertion in a society whose 
dominant mode of production is capitalism. 

The ba.sic characteristic which distinguish the non-typically 
capitalist forms from the rest are related to the type of production 

relationships which may be obscrved within such forms. ln 
the first place, we may classify in this group those firms where 
permanent wage-earning work does not exist: here we have 
self-employed workers who may, or may not, count on family help. 
ln the second place, we have the small businesses where, even 
with permanent wage-earning work, the owner of the means of 
production is not completely separated from directly productive 

Editor's note: Translation not reviscd by lhe author. 

• Originally publi!hed in Esiudos Económicos, São Paulo, 11 (1) :57-82, 
March 1981. 

• • Department of Economia and Economic Planning - DEPE, Campinas 

Stale Univenity UNICAMP, S!lo Paulo. 
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tasks, that is, tasks connected with the principal activity of the 

firm ar business. 1 

Unfortunately we cannot focus right from the start on the 

central thcme of this article - the analysis of the principal 

peculiarities of the Bra7.ilian situation - without first trying, 
briefly, to sum up the main aspects of our interpretation of the 

dynamics of the labor market with regard to employment and 
incarne in urban small-scale production. 2 

ln the following section we will attcmpt to sketch out, 
brieíly, two theoretical interpretations of the manner in which 
small-scale production fits into the urban economy. First, we 

will analyze the simultaneous processes by which jobs and incarnes 
are determined in small-scale production. \.Ve then will attempt 
to systematize some aspects revealed in the previous analysis in 
arder to try and fonnulate a typology of production on non-typically 
capitalist lines in cities. 

The analysis of the Brazilian case is also divided into two 
parts. ln the first, we will attempt to reproduce the principal 

characteristics of the evolution of urban employment during 

the post-war period, using general data derived from the 1960-70 

period and partia} information pcrtaining to the seventies. 

The second part seeks to analyze in detail the structure of 
employment and incarne in cities with more than 50,000 inhabitants 

in 1970, adopting the typology defined in the previous section, 

and utilizing a special tabulation of the Census 3 for that year. 

ln some cases it was possible to compare the results obtained 

l As always happens whcn wc apply some effort to an attempt at classifiation
or systcmatization, 1hc "gray arcas" are considerablc. \Vc :ire not conccrncd 

With thesc: on thc contrary, our intention is to map out thc cssential 
features of lhe phenomcna which wc hopc to explain. As rnay bc appreciated,

our uni-vcne oi analysis also has much in common with thc alrcady

"traditional" conccpl oi the "informal sector". 

2 This summary c:ontains aspccts which wcrc analyzcd in more dctail in 
the author's doctoral tbesis prescntcd at UNICAMP [Souza (l 980) , csp. 

Chaps. II, III and IV) • 

3 This t.abulation wa1 graciously lcnt by INPE.S/IPEA, of thc Secretarial of 

Planning oi thc Presidcncy oi thc Republic, to whom wc cxprcss our thanks . 
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with figures from the National Study of Family Expenditures 
(ENDEF) of 1974. The problem of working with figures from 

past years is less important than may appear at first sight, since 

we are trying to detect structural characteristics of urban 
small-scale production which ought to be observable during a 
process of industrialization such as that experienced by the 
Brazilian economy in the last 30 years. 

The article's conclusions emphasize the essentially heterogeneous 
character of small-scale production within the urban univcrse of 
Brazil, especially wilh respect to the incarnes received in each 
type of city and in comparison with incarne leveis of wage earners 
in related occupations. 

These conclusions permit one to regard the contribution of 
employment as minor, to a certain extent, in explaining the 
model of Bra.zilian development in the last few decades, which 
has excluded the majority of the population from the benefits of 
growth. 

2 - Small-scale production in capitalist accumulation 

2. 1 - Accumulation and structure of employment

We may define the "economic space" of an economy or of any 
country as equivalent to the total volume of its productions of 
goods and services. Some of this production goes on the market 
and the rest is produced by those who will consume it. The 
production of the market is realized by economic units of different 
kinds, from typically capitalist enterprises to ordinary self-employed 
workers. 

Capitalist accumulation does not merely depend on the 
existence of a significantly large and concentrated market to 
allow a high degree of division of labor, but also promotes the 
expansion of the market in self-reinforcing mercantilism. If we 
started from a theoretical situation with the supply for a particular 
market provided exclusively by simple mercantile (non-typically 
capitalist) enterprises, we would have a gradual evolution in 
which the typically capitalist forms of organization would 
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penetrate and expand that marlc.et, and expel the preexisting 
entrepreneurial forros from it. Penetration of typically capitalist 
forros of organization in the different marlc.ets is an inexorable 
process and may - or may not - be associated with a higher 
degree of "economic efficiency" in microeconomic terms. The 
typically capitalist enterprise olten destroys the small-scale 
production sector although its products are of lower quality and 
its microeconomic "productivity" is also inferior. ln such cases, 
the penetration of the capitalist enterprise is justified by its 
economic power and, consequently, by its capacity to dominate 
the marlc.et. 

This does not mean that the economic space of the small-scale 

production sector tends to disappear during the process of 
capitalist development of every economy. On the contrary, this 
space may even grow in absolute terms. ln some activities, 
small-scale production is destroyed by penetration of capitalist 
enterprises: small grocery stores and small retail ou tlets have 
their "economic space" taken over by the supermarkets; even so, 
these sarne small businesses have a chance to reproduce themselves 
in new neighborhoods in the city where. the markct is not yet 
sufficiently concentrated to allow the setting up to typically 
capitalist businesses. ln the sarne way, the appearance of some 
more modern industries such as the electrical appliance or the 
automobile industry tends to create new spaces for the reproduction 
of small family businesses in the retailing, repair,. licensing, etc. 
of this type of products. Other times, the expansion of large 
organizations presupposes the organic linlc.ing of small businesses 
which are formally independent. 4 

ln the context detailed here, we may therefore affirm that a� 
the truly capitalist nucleus of an economy expands, it creates, 

destroys and recreates the economic spaces in which non-typically 

4 Thus, for cxample, lhe largc restauranl chains in lhe Unitcd S1a1cs 
maintain subcontracts with a largc numbcr of small busincssmcn, who fonn 
a parl of lhe chain along wilh lhe cslablishmcnu which bclong dircctly lo 

lhe cconmnk group conccmcd; likcwisc, many agrobusincsscs (lob:icco, sugar, etc.) 
are tied ln a largc number of small rural íarmcn who provide lhcm with 
ba1ic inpuu. 
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capitalist small-scale production acts. lt is in this sense, also, 

that we may say that the economic spaces of small-scale production 
are totally determined by the capitalist nucleus. This signifies 

that small-scale production does not have the capacity to generate 
its own economic space in an economy in which capital is 
already dominant. 

From the point of view of employment we must likewise 
consider ali the people as a whole connected with the production 

of goods or services which can be traded in a market. This 
brings us dose to the modern concept of "Economically Active 
Population", which includes all employees, employers who 

administer their own businesses, and people employed in 
non-typically capitalist organizations, including those who produce 
goods for their own consumption. 

vVhile capital accumulation is developing jointly with the 
growing participation of capitalist businesses in thc "economic 
space", its relative importance is also growing in total employment. 

Labor, which was originally employed in the non-typically 
capitalist fonns of production, is gradually being freed from its 

functions, owing to the destruction of its market by capitalist 
penetration, and needs, therefore, to find a different mode of 
subsistence. If it is possible to reproduce small-scale production 

in another area or another urban or rural activity, the labor 
shifted as a result of capitalist penetration will try to recreate its 
earlier mode of life. Such reproduction is often not possible 
(at least not immediately), either because the deslruction of 

small-scale production has reached the point of cxpropriating the 
means of production, or because of the lack of sufficient 
knowledge to change from one activity to another. ln such cases, 
the destruction of small-scaJe production immediately signifies 
the proletarianization of this labor which must work for wages to 

gain its subsistence. 

The capitalist nucleus of an economy satisfies its needs for 

labor by incorporating the workers forced out of small-scale 

production, and by incorporating the new workers resulting from 

the natural growth of the urban labor force. The rate of this 

absorption will depend on the rate of growth of output and on 
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the production meLhod used, which imposes certain coefficients 

of labor required. Throughout the development of capitalism, 
the competition between the factors of production has led to 

growing concentration, to the growth of the organic composition 
of capital and to the lessening of the labor required per unit 
of output. 

Sometimes, as Lhe result of a high rate of population growth 

and of the rapid destruction of Lhe spacc occupied by rural 
and urban small-scale production, Lhe rate of growth of the 
"supply" of labor is so rapid that the capitalist nucleus of the 

economy does not need to go on employing the accumulated stock 
of ali who have suffered the proletarianization process. ln such 
cases, the workers released or not absorved, will have to struggle 
for survival in the spaces reserved for simple mercantile small-scale 
production. ª ln this case, they will leave the work force and 
go on to become part of non-typically capitalist employment. 

ln summary, the penetration of economic space by the 
typically capitalist forms of organization and the relative weight 
of these forms in total employment are ruled by completely 
differcnt laws and there is no reason why they should be in 

harmony. The only general law which relates the two movements 
is that capital can never reproduce itself if it cannot count on 
Lhe necessary labor. That is, the "supply" o( workers - a product 
of the destruction of the non-typically capitalist forms and of 

the growth o( population - must always be above a certain 
minimum. But there is nothing to guarantee that the "production 
of the labor force" - or the growth o( "supply" - might not 
be greatly superior to the needs of the capitalist nucleus. If 
this happens, the labor left over tends to "return" to non-typically 
capitalist production, in arder to ensure its subsistcnce. The 

space in which it will act is also determined by the capitalist 

nucleus, but there is no guarantee that that space will be sufficient 

& The processes of migntion and incorporation of workcrs into urban 

activitic:s in Brazil sccm to follow a scqucnce of more or less the following 

order: migranu in general entcr civil conuruction and ]ater - whcn they 

have already managed to "find thcmsclvcs" in the urb:in world - try their 
luck in an indcpendent activity or in small-scale production. 
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to provide an "adequate" incarne levei for those ernployed 

there. If the relationship between the two dirnensions is "adequate'', 

the income levei will be high; if it is not, it will condernn a 
Iarge part of this mass of people to poverty. 0 

An irnportant consequence of this is that such activities 
must show a high "degree of ease of entry" for new "producers", 

particularly in the Iight of the prevailing situation in the 

capitalist nucleus. This being the case, the average output of 

sirnple mercantile activities is the variable which adjusts the size 

of their cconomic space to the nurnber of producers who guarantee 

their survival by acting in this fringe of the market. 7 ln the 

case of self-ernployed producers, the average product coincides 
with the average incarne; in the case of businesses which use 

wage-earning labor, but Iack the typical characteristics of 

capitalist businesses, the average output includes both the incarne 

of the owners and the wages of the ernployees. 

This forrnulation rnakes it possible to consider problems of 

the Iow incarnes of those ernployed in srnall-scalle mercantile 

production, resulting particularly frorn an inadequate relation 

between the size of the econornic space in which they act and 

their occupational dirnensions. The essential condition for output 

to be the adjustment variable between the two dirnensions is 

the degree to which it is easy, for new producers to enter the 

various non-typically capitalist activities. This degree, even so, 

is not the sarne for ali those activities. ln fact, we may distinglish 

diverse segments which differ for various reasons, among them 

being the degree to which they facilitate access. We continue 

with an attempt at a systematic classification of those activities, 

showing their basic characteristics. 

o Thc cconomic spacc of small-scalc production is somcthing lilr.e a spongc. 

Thc quantity of water containcd is variablc and corrcsponcls to the occupational 

dimension of non-typically capitalist production. ln the second part of this 

chapter wc will rcturn to this point 10 examine thc conditions which dctcrn1inc 

the levei of incomc in lhe various forms of non-typically capilalist organiza1ion. 

7 This idea has bccn dcvclopcd in othcr articlcs by lhe author. Sce 

specifically Souza and Tokman (1976). 
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2.2 - A typology of non-capitalisl organizations 

We will attempt Lo systematize a number of concepts which may 

help us to construct a typology of the non-typically capitalist 

organizations in the backward economies ot the twentieth century, 

keeping in mind the situation of countries Iike those in Latin 

America, especially the more developed ones. Specialization of 
the forms of small-scale mercantile production has significant 
consequences for the incarnes which each type of organization can 

provide for those employed in it. We may separate these 

organizations initially into two Iarge groups: those where 
permanem wage-earning does not exist (there may be occasional 
examples of wage-earning), and those which may be characterized 
as quasi-capitalist, where pennanent wage-earning exists, but 

family labor is also important and/or the "boss" is not detached 

from the actual produrtive tasks. 8 

3 - Forms of simpl'c mercantile organizations without 

permanent wage-eaming 

3. I - Family businesses

ln the first place we must consider the small "businesses" ar the 
self-employed workers (excluding, for obvious reasons, independent 

liberal pro/cssionals) , who may be considered "efficient and 
productive" in filling the economic spaces made available by the 
capitalist nucleus. They are essentially concentrated in small 
settle<l businesses, in small enterprises (e. g. bakeries, tailor shops, 
Iumberyards), in auto repair shops, etc. 

Their "efficiency and productiveness" derive from their use 
of a certain amount of equipment and installations ar from the 
fact of their access to non-competitive markets. ln fact, these 
economic units generally make use of some production goods 

B We mcan hcre by "productivc la.iks'" 1hosc linked 10 1he production oi 

1he gOO<!s or services in which each business or cconomic unit is eilgagcd. 
\Ve cxclude (rom lhis concep1, therefore, lbc administralivc tasks conneclcd 

solely wi1h lhe running oi 1he businenes. 
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purchased with earlier "savings" or resulting from the operation 
of the business itself. In addition, such businesses have access 

to markets protected from the competition of other "simple 

mercantile" units. Therefore, indiscriminate entry of new producers, 
which would lead to a fali in the average production per 
husiness and in employees' incarnes, is not possible. The protection 
of that market results from its atomization, from its clientelistic 
policy, from its personal relations, etc., which are fairly 

well-known phenomena not only in economic literature but also 

as a matter of "common sense". 

3 .2 - Subordinate self-employed workers 

A broad segment of workers in non-agricultural act1v1t1es is made 
of individuais who are formally seH-emplo}'ed, but in fact produce 

or perform services for a single business or capital venture. 
This represents a special form of wage-earning and submission 
of workers which businesses of all sizes and degrecs of modernity 
utilize to lower certain labor costs. The case of seamstresses 
who work at home for a certain factory making previously cut 
out garments, or the case of street vendors of certain brands of 
products (ice creams, soft drinks, snacks) who receive a "commission" 
per unit sold, are two good examples of this fonn o( organization. 

The entry of new "producers" does not present problems as 
serious as those that occur in the case of family businesses, which 
tend to depress the incarne of those employed there, whether 
by reason of a Iower wage rate paid by the businesses, or by 
reason o[ a smaller volume of operations for each worker. The 
average incarne, therefore, tends to be the adjustment variable 
bet:ween the economic space which belongs to this activity and 
the number of persons who have to subsist in it. 

3. 3 - Small-scale service supplien

ln the third non-capitalist segment there is an immense range 
of self-employed workers who are neither protected by the amount 
of equipment which they use or by the reserved share of the 
market in which they operate, nor subordinated to a single source 
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of capital. The majority of the "odd-job workers", street vendors, 

shoe shiners, car-park attendants, etc. are probably to be included 

in this category. There may often be some tie with capital by 
way of the interest paid to money-lenders who finance their 

operations, but this subordination is not linked to the individual's 
main activity. The entry of new producers is even freer than 

in the earlier case and more rightly so; therefore, the average 

income is the adjustment variable between a given market 
(reserved for this type of production by the economic system) and 

the number of persons who reson to these occupations in 
arder to survive. 

3 .4 - Domestic service 

Domestic service constitutes a very special case within the labor 

market. Fonnally, we are in the presence of wage-earners, but 
there is no subordination to capital Services are performed for a 
non-economic unit, the family. The "economic unit" in this 

case, is the worker herself who sells her services, and who can, 

for purposes of classification, be counted with other self-employed 
workers. 

The conditions for "ease of entry" of new "producers" into 
this market are very broad in general terms. ln fact, in most 
cases, this is the activity in which migrants of the female sex 
first enter the urban labor market. The tendency toward the 
establishment of personal relationships, however, is very strong, 
which makes it impossible to speak of a competitive market 
with a single wage rate in effect for domestic help as a whole. 

3. 5 - Quasi-capitalist bwinesses .

Quasi-capitalist businesses constitute a special group of economic 
units whose behavior is similar, in various respects, to that 
of family businesses, with the difference that they permanently use 

wage-earning labor. Frequently the owner himself is involved in 

the productive process and his entrepreneurial behavior cannot 

be exactly compared with that of capitalist businesses properly 
speaking. The similarities with family businesses, on the other 
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h:md, are enormous. The "rate of profit" is not the key variable 
in the functioning of these businesses; much more importam 
is the levei of the owner's total return on bis investment. ln 
general, their place in the market is also interstitial, real 
competition with other forms of capital being non-existent. 

The wage-paying relationship, in these cases, has some 
peculiarities worthy of mention. There is a tendency for relatiam 
to be non-legally formalized, just as factors like schedules, 
length of working days, etc., are not rigidly laid down. The 
scale of operations, in general, is sufficient to guarantee the owner 
an "adequate" levei of earnings, but not necessarily enough 
for the wage-earning labor to be remunerated in accordance 
with the legislacion in force 0 

Greac instability anel job-switching of labor must be regarded 
as characteristic of this labor market. 

The entry of "new producers" seems to present difficulties 
as great as in thc case of the family businesses, for the sarne 
reasons mentioned. Therefore, one cannot speak of the "average 
product" of these businesses as the "variable of adjustment" of 
this market between thc volume of operations and the number oi 
producers. 

4 - The case of Bra2il 

4.1 - Industrialization and generation of jobs in small-scale 
production in Brazil in the post-war era 10 

During the central period of Brazilian industrialization and 
particularly at the end of the sixties, Latin American social 

o This makes one suppose 1ha1 a good number of lhe cmployces wi1h wagcs 

Jcss 1han the minimum who appcar in demogTaphic ccnsuscs and household 

research may be employcd in thcse businesscs. (The rest would be made 

up of minors and womcn with a schedule of pari-lime work in ali sons of
cstablishmcnts) 

10 The dara wi1h which wc are working in lhe presen1 seclion are pari of 

lhe Report o/ Rcuarcli on tlie labor marltet in Braz.il. Mimco. DEPE/UNICAMP, 

1980. The tablcs which wc includc here presen1 only the pari of lhe 
infonna1ion which scC'llts to us mos1 inlercsting. This ar1icle includes some 
d:11a cxrracted dircc1ly from the repari. 
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scientists lived through a time of great apprehension and discussion 
about the excluding and concentrating character of the process 

of industrialization in Latin America in general and Brazil in 
particular. ln occupational terms, the available indicators 
showed clearly that "urban marginality" had grown noticeably 

as a proportion of the population of the cities. This occurred 
precisely in the period in which, in accordance with ECLA's 
theoretical model, the absorption of industrial labor should have 
been most rapid; it was further expected that there would be 

a decline in the weak. rate of generation of jobs in industry, 
concomitantly with the evolution of the process [ECLA (1966) 

Pinto (1965) and Vuskovic (1970) ]. ln addition, there was clearly 
a sharp spatial concentration of the population, which in all 
the countries - except Brazil - tended to seek their means of 

livelihood in the capitais, given the absence of other occupational 
alternatives in the agricultura} zones and in the small towns. 

At the beginning of the seventies, on the other hand, criticism 
of ECLA's dualist model tried to demonstrate that the "swelling" 
of the tertiary sector, in occupational terms, would not be an 

"anomaly" of the system, but would have a certain logic about it, 
seeing that the growth of non-capitalist employment in service 
activities in the peripheral regions would be quite important 

from the point of view of the accumulation of capital (Oliveira, 

1976). 

"\\le can now "travei back" to the pcriod in question, with 

more certainty than we could with the more or less sparse 

information then available, especially with regard to the behavior 

of the sixtics. Our conclusions do not diminish the gravity of 

the problems of marginali ty, misery and poverty (the "excluding" 

character of the model of development) , pointed out in the 

analyses referred to. But its direct and exclusive link with the 

low rate of incorporation of labor into "modern" activities is 

slightly impaired on the evidence now available. ln the sarne 

way, the criticism by Oliveira (1976), based on the idea of the 

dichotomy between a national "center" and a "periphery" in 

which the former would have created the "good" jobs and the 

latter been responsible for allowing the survival of the excluded, 
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through a great expansion of "marginal" jobs, is not supported 
by the information available. On the contrary, the "center" 

- São Paulo, in the case of Brazil - seems to have created both

the "good" as well as the "bad" jobs at a much higher rate than

the other regions. Despite this, we will see in the second part
of this section c.hat the standards of living allowed by these

"marginal" jobs difCer very greatly among the various regions
of the country.

So that we can deal with the enormous complexity of the 
themes to be analyzed, we will use the available information by 

making three different analytic cuts. ln the first we have the 

regional aspect, in which we contrast the overall figures referring 
to the country with the evolution of six of its states: São Paulo, 

Rio de Janeiro, Minas Gerais, Rio Grande do Sul, Bahia and 

Pernambuco. Taken together, these represent, during the period 
analyzed, about two thirds of total non-agricultural employment 

in Brazil, and have heavy "specific weight" in the definitions 
of the overall tendencies. ln addition, we have here the two 

economically most important states, two states of "intermediate 
development" and two which belong to the "heart" of the 

national "periphery". 

The second cut refers to the sectoral dimension of employment 
in terms of the activities to be considered. We adopt the 

traditional classification which puts non-agricultural employment 

into the secondary sector, and civil construction into the tertiary 
sector. This sector is subdividecl into business, services, transport, 
communications and warehousing, private social activities, public 
employment and the liberal professions. 11 

The third cut, finally, is the most innovative and complex. 
ln it we will deal with problems analyzed in the earlier section 

with reference to the c.reation, destruction and re-creation of 

n Public cmployment includ� the public social services. Details of the 

methodological steps followed in the process oi adjustment between the 

censuses may be found in the R.eport of R.esearcb on the Labor Market in 

Brazil, DEPE. UNICAMP, 1980. 
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"non-typically capitalist" job opportumues throughout the process 

of industrialization. A first approach to the theme is made 

possible by a dichotomic cut between "capitalist" and "non-capitalist" 

employment. ln contrast to the others, the measurement o( this 

is difficult, making it often necessary to fall back on "heroic" 

hypotheses. Making use o( these we may be able to measure two 

universes which, roughly speak.ing, ought to correspond to the 

above-mentioned concepts. 12 

4 .1 .1 - Gener-al tendencies o/ the grawlh o/ employmenl

Total employment in Brazil grew at the substantial rate o( 2. 7% 

per year in the period from 1950 to 1970. The rapid process 

o( rural-urban migration may be appreciated by the difference 

benveen the rates oE growth of agricultura} employment (1.2% 

per year between 1950 and 1970) and of non-agricultural 

employment (4. 3% per year in the sarne period) , as shown in 
Table l. 

12 Thc first critcrion adoptcd was o( thc typc o( .. c1ivi1y vis-à-vis thc 
prcdominant charactcristic of lhe forms o( organization which formcd il. 
Using lhis criterion, wc define as bclonging to "organizcd" cmploymcnt 
activities such as banks, lransporl, industrial services of public ulility, public 
cmployment, privatc social activitics and the liberal professions. ln lhe sarne 
way wc considcr thal domestic hclpcrs and strcc1 vendors belong lo 
"non-organizcd" employment. ln lhe case of industry, establishcd lrade, services 
and civil construction, wc are confrontcd wilh thc difficulty o( scparating 
capitalist employmcnt from the rest. Wc optcd for thc solution of rcgarding 
"organiz.ed" employrncnt - in lhe first thrce c:ucs - as what was recognizcd 
as such in thc economic censuscs; and "non-organizcd" as the difforcncc bctwecn 

the cmploymcnt according to thc demographic and the economic ccnsuses 

for cach activily. The hypolhcsis is that this differcncc must conespond to 

cmploymcnt in cstablishmcnts unregislercd in the abovc-mcntioned activities. 

ln the case of civil construction therc was no possiblc solution and we have 

had to rcgard il as a scparate category, not bclonging to "org:iniud" or 
"non-organized" cmplo)1Jlent. A dctailcd dcscription of the mcthodology 

employed may also be found in the Repari o/ Research on lhe labor markel 
in Brazil. Mimco. DEPE/UNICAMP, 1980. 
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Table l 

Brazil: Amzual Rates of Growth of Employment in Certain States 

by Economic Sectors 1950/70 

Ta11I EmplaymHI Apicul1111I Emplaym1n1 Nan-A1ricul1011I EmplaymHI 

To111• S1cand1rr S1c1ar 
1950/6D 1960/7D 1950/7D 1950/6D 1960/7D 1950/lD 

1950/60 1960/7D 1950/7D 1950/60 1960/7D 1950/7D 

2.5 3.5 3.0 ---0 .1 -1.2 ---0. 7 4.2 5.2 4.7 2.7 6.0 4.3 

2.1 3.0 2.S ---0. 7 -1.B -1.3 2.7 3.6 3.2 0.3 4.3 2.3 

2.1 1.5 1.8 0.9 ---0.2 0.4 4.3 3.6 4.0 1.4 4.2 3.1 

2.3 2.5 2.4 1.4 0.9 1.2 3.6 4.2 3.9 1.2 5. 9 3.5 

2.4 1.6 2.0 2.0 0.7 1.4 3,4 3.5 3.4 1.6 3.4 2.5 

1.4 1.2 1.3 D. 7 ---0.5 D.1 2.5 3.6 3.0 ---0.5 3.2 1.4 

2.2 2.5 2.3 o.e ---0.1 0.3 3.6 4.3 4.0 1. 7 S.2 -3.4 

3.7 2.9 3.3 3.1 1.5 2.3 S.3 5. 7 S.5 2.8 S.2 4.0 

2.7 2.6 2.7 1.8 0.6 1.2 3. 7 4.8 4.3 1.9 5.2 3.6 

SOUN:E: OEPEJUNICAMP. R1pa11 ai Rm■cb on dl■ hb■ M11h1 ia 8111il. Orifin■I da11 ha■ 111■ Ecano11ic 1nd D11oap1pllic C■nmu ai Bmil. 
• Taul iDCl■d11 1ml caos,nmiao, mludd ba■ d,1 111aftd.,., SICIOI, 

(Percentages) 

T1rti1ry S■cl■ 

1950/6D 1960/7D 1950/7D 

4.9 4.9 4.9 

3.3 3.3 3.3 

4.9 3.S 4.2 

4.2 3.7 4.0 

4.1 3.2 3.6 

3.S 3.5 3.S 

4.3 3,9 4.1 

5.8 5.9 5.9 

4.6 4.S 4.5 



From the regional point of view, there are two very clear 
tendencies. ln terms dynamism of growth, the six states considered 
show a drop in their overall sh;ue of total employment, but the 
state of São Paulo manages to gain a slightly higher share as 
a result of its high urban employment growth rate. This signifies 
that the other states (the less populated and/or less "developed" 
ones in 1950) raised their share in total employment from !12% 
to 37%; this tendency is observable both in the area of agricultura! 
and non-agricultura 1 employmen t. 

These numbers suggest a type of growth of employment, 
especially urban, which is both "polarizecl" and descentralized 
at the sarne time. The greatest dynamism was in São Paulo and 
in the regions of more recent settlement. This relatively 
decentralized pattern of growth of non-agricultural employment 
was probably related to the accelerated expansion of the 
medium-sized cities. 1n fact, on the subject of the more general 
process of urbanization, Faria (1976) showed that the number of 
cities with more than 20,000 inhabitants increased from 85 to 
270 between 1950 and 1970, while the share of São Paulo and 
Rio de Janeiro in the urban population fell from 42% to 28% 
over the sarne years. The proportions of "organized" and 
"non-organized" employment in the non-agricultural total 
remained unaltered between 1950 and 1970, the former at 6!1% 
and the Iatter at 27%; civil construction was responsible for 
the remaining 10% (see Table 2) . Even so, this unchanging 
pattern conceals importan t changes within the activities and 
examples mentioned, as we will see later. 

The sarne unchanging pattern may be observed in all of the 
states considered, with the exception of Rio de Janeiro and 
Bahia. ln Lhe first case, the proportion of "non-organized" 
employment rises, probably owing to various factors, such as 
fali in industrial production and the fact that it no Ionger 
exercised important administrative functions at federal levei. On the 
other hand, it is also true that the city of Rio de Janeiro 
continues to house a substantial medium and upper income 
population and continues to be the most important tourist 
center in the country, which tends to maintain and increase job 

< 
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Table 2 

Brazil: Strucl1lre of Non-Agricullural Employment According to 

"Organized" and "Non-Organized" Strata 1950, 1960, 1970 

(Percentages •) 

Organized Employment Non-Organized Employment Civil ConsLruclion 

Statee 

1950 1960 1970 1950 1960 1970 1950 1960 1970 

São Paulo 66 69 66 25 22 25 9 10 10 

Rio de Janeiro 67 66 64 23 24 25 10 10 li 

Minaa Gerais 56 52 55 33 35 33 11 12 1.2 

Rio Grande do Sul 70 66 70 22 24 21 8 10 10 

Bahia 46 48 50 40 39 35 14 13 15 

Pernambuco 60 56 60 33 35 30 8 9 10 

Brazil 63 61 63 27 28 27 10 11 11 

SOURCE: DEPE{ONICAMP, Pr•="' o} R,uarch on Ih, Labor Alarku in Bro:il. Ori1inal dai.a lrom &bo Eoonomio and Demoarapbio Cenou""• oi 
- Brami. 

tg "Totala mAJ' no& equal 100% duo lo roundiq oi lil(U,_, 



opportunities for a series of independent producers of goods 

and services. 

ln Bahia, on the other hand, it is "organized" employment 
which shows a proportional increase. The causes of this process 
may be identified in the industrial dynamism of the state -
Bahia is the northeastern state with the highest industrial growth, 
much o{ it generated by Petrobrás and Sudene - and in the 
considerable rate of growth of public employment, especially 
in the "social services". 

An:ilysis by decades bhows that "non-organized" employment 

expanded at a striking rate in São Paulo during the sixties, 
which may be associated with an acceleration in the migratory 

process beginning in the peripheral zones, especially those of 
"older" settlement. This conclusion is suggested to us by the 
impossibility of explaining the phenomenon as the result of 
"debility" in the growth of opportunities for "organized" 
employment. ln fact, such opportunities grew at the high rate 
of 4.8% per year, while the "non-organized" employment did so 
at 6.6% per year, between 1960 and 1970. This fact adequately 
illustrates the discrepancy between our conclusions and the 
analyses which presuppose that it is the peripheral regions which 
are Iargely responsible for the expansion of "non-organized" 
employment. 13 

During the seventies, employment in "modem" activities 
continued to show great dynamism, judging by the partia! 
information available. Table 3 shows some indicators of the 

growth of industrial employment in the most "developed" region 

of the country, from which it is possible to appreciate the high 
rate of expansion in the number of employcd during the early 
years of the decade. ln the final years the economic deceleration 

led to slow growth of industrial employment. These indicators 

13 Wc are, however, ablc 10 point ou1 that in 1960 thcrc was a ccr1ain 

underestimate of "non-organizedº' employment in São Paulo, and this may 

be able 10 cxplain part of such a high rate of growth. What is ccrtain is 

that the dynamism of this typc of employment was as high as that of the 

01hcn betwcen 1950 and 1970, as may bc deduccd Crom it,i conslant proportion 

in the 101:il. 
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allow us to predict that Lhe data from the I 980 census will 

certainly confirm, in general terms, what occurred during the 

twenty years Ieading up to 1970: greatly expanded employment 

in the more modem activities of the cities, along with an increase 

in employment in urban "small-scale production". ln any case, 

the numbers for the growth of industrial employment also allow 

us to predict a probable decline in the proportion of non-typically 

capitalist production in the total of non-agricultural employment 

in I 980. 

Table 3 

fü·asil: lndicators of the Dynamism of Employment in the "Modern" 

Activities in the Decade of the 70s 

(Percentage rates of annual growth) 

Industrial Employment in Establish.menta 
With 5 or Moro Employees 1970/74• 

Brazil 

Sto.te of São Paulo 

Total Industrial Employment 1970/76,.. 

Sta.te of São Paulo 

Industrial Employment in the 
Metropolile.n Aree. of São Paulo 
(mont.hly e.verage)••• 

1971/74 

1974/78 

1971/78 

Rates of Annual Growth 

8.4 

8.8 

8.6 

9.2 

2.ti 

5.6 

•SOURCE: IBGE, InduatriGI C,nitw, 1970 and Indwlritll R,1,ard, 1974. 

••SOURCE: Dtmooraphic C1nn,1 Gnd PN.tD,1978. 

""SOURCE: Federation oi Indualriu oi tbo Btato oi São Paulo. 



4 .1.2 The expansion of non-organized employment m te1·tiary 

activities 

ln the period for which the information is most complete 
(1950 /70) , severa! important aspects of the evolution of employment 
in the small-scale production of tertiary activities need to be 
emphasized. 

ln Retail Merchandising, employment rase at the sarne rate 
as urban labor. Within this ac:tivity, the rates of growth of 

"organized" and "non-organized" employment were almost 

identical. which suggests that the capitalization of this activity 

and the "horizontal" extension of the commercial outlets may 

have occurred at the sarne time (see Table 4) . This last phenomenon 

is linked to the process of the growing "mercantilization" of the 

traditional economy in the peripheral regions. 

The process of capitalization of "organized" commerce may 

be shown by the drop in the proportion of employers and 

self-employed workers (42% to 28% of the total between 1950 

and 1970) and the growth in the number of employees (50% to 

62%; see Table 5). This process occurred only in the more 

"developed" states (São Paulo, Rio de Janeiro and Rio Grande 

do Sul) . ln Bahia and Pernambuco the Table 5 data quite 

clearly show the "reproduction" of small commercial establishments. 

ln contrast with the previous table, Table 4 allows one to 

appreciate that the number of self-employed workers, street 

peddlers and street market vendors grew at very high rates during 

the period. What is most striking is that this expansion was 

most rapid in São Paulo. 

The evolution of the so-called "services" can fairly be 

compared to that of the other activities (see Table 6). Expansion 

was more rapid in Rio de Janeiro and São Paulo than in the 

other states considered ar in the rest of Brazil because the centers 

of higher incarne demand more services than the poorer ones. 

"Horizontal" expansion of the le�s-skilled services did not, 

therefore, occur in the peripheral regions. 
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Mim G111i1 
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Table 4 

Brazil: Annual Rates of Growth of Employment m Businesses 
A"ording to "Organize d" and "N on-Organized" Strata and 

According to Certain Occupational Categories 1950/70 

Toial Businus "O,gani11d" B111inm "Non-0111ni11d" 
Butin111 

s,11-Employed WDfklll 

1950/60 1960/10 1950/70 1850/60 1960/10 1950/10 1950/60 1960/70 IBS0/10 1950/60 1960/10 1950/70 

5.1 5.3 5.2 4. 3 5.9 5.1 6.5 1.1 3.8 7 .1 5.0 6.0 

3.6 3.6 3.6 0.8 5.1 2.B 10.1 - 1.Z 3.9 6.2 2.9 4.5 

5.1 3.4 4.2 3.0 5.0 4.0 e.o 0.2 4.5 6.Z 2.2 4.2 

4.3 . 4.2 4.3 2.3 6, 7 4.5 10.6 -11.7 --O. 5 5.6 3.1 4.3 

3.3 4.7 u 3.4 5.4 4.4 2.2 2.2 2.2 4. 8 4.5 4.6 

2.9 2,6 2.8 2.5 6,4 4.4 3. 7 - 7.7 -2.2 3.2 3.4 3.3 

4.6 u 4.7 3.2 6.2 4.7 7.4 - 0.2 3.5 ·5.9 4.3 5.1 

SOURCE: DIPI/UNICAMP. R1pon oi Hu111ch an lho hbo, Markn ÍII Br11il. Dligin,I d111 lrom lh1 Ecanom11 111d 01m1J1pbic C1nsum oi B11111. 

(Percentages) 

su111 V1nd111 
1nd M11h1 S,llm 

1850/60 1860/70 1950/JO 

9.6 2.B 6.1 

6,5 0.2 3. 3 

9. 6 0.6 5.0 

9.1 1.4 5.2 

4.3 2. 7 3.5 

3.6 3. 3 3.4 

7 .6 2.3 4.9 



Table 5 

Brazil: Percentage Struclure of Employment in "Organized" Business 

Accordi11g to Occupational Categories 1950 and 1970 

(Percentages) 

Employers and 
Selí-Employed Employees Family Worke1s 

States Workers 

1950 1970 1950 1970 1950 1970 

São Paulo 37.4 18.9 57.0 76.2 5.6 4.8 

Rio d11 J an11iro 29.4 13.3 67.5 84.4 3.1 2.3 

Minas Gerais 50.4 30.1 40.2 61.5 9.3 8.3 

Rio Grande do Sul 39.0 24.5 49.0 66.8 12.0 8.7 

Bahia 51. 9 44.1 41.2 40.7 6.9 15.2 

Pernambuco 45.3 41.8 45.3 40.0 9.3 18.2 

Brazil 42.2 28.8 49.9 62.1 7,{J 9.0 

BOURCE: DEPE/UNICAMP Pragrom oJ R,uoreh an Ih• Loba, Mork•I in Bro,il. 

Ori•inal doto lrom tbe Economia ond Demo•rapbio e.,.,. ..... of Bra1il. 

ln occupational terms, domestic service was responsible in 

1970 for 60% of the total employment in the "non-organized 

services" and its growth was considerable specifically in the large 

urban centers - in São Paulo, it was actually at the rate of 6. 4% 

between 1950 and 1970. lt was not only domestic employment 

which grew in São Paulo; the other "non-organized services" 

did so as well at the high rate of 5. 2% per year, much higher, 

therefore, than that for the other states. 
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States 

São Pawo 

Rio de Janeiro 

Minas Gorais 

Rio Grande do Sul 

Bahia 

Pernambuco 

Br1111il 

Table 6 

Brazil: Annual Rates of Growth o/ Employment in Services 

- 1950/70

Tot&I Employment Total Employment in 
in "Organized Services" "Non-Organized Se1vices" 

(Percentages) 

Domestic Service 

1950/60 1960/70 1950/70 1950/60 1960/70 1950170 1950/60 1960/70 1950/70 

3.6 3.1 3.2 4.7 5.6 5.2 5.4 7.5 6.4 

0.1 3.6 1.8 3.1 4.1 3.6 2.9 5.3 4.1 

2.1 2.1 2.1 5.3 3.3 4.3 2.5 4.3 3.8 

1.1 3.8 2.4 4,3 3.7 4.0 3.3 5.2 4.2 

3.7 2.3 3.0 4.6 1.6 3.1 2.8 4.2 3.5 

2.3 1.0 1.7 3.3 3.0 3.1 2.6 4.0 3.3 

2.1 3.9 3.0 4.8 4.1 4.5 3.9 5.9 4.9 

� SOURCE: DEPE/[JNICAMP. P,ogrorn oJ R11eorcli on th, Labor Mork,:t in Bro:il. Orisinal data from lhe Economia and Demograpbia Cen1ml!II o[ 
Ut Brallil. 



4. 2 - Forms of organization and income

Employment in lhe non-typically capitalist Eorms of organization 

cannot be properly estimated by the economic censuses, which 

forces us to tum to the clemographic ones. This leads to greater 
imprecision in defining the occupational categories and restricts 
information about Lhe strictly economic aspects of the activities in 

which the persons concerned are employed. 

Given the impossibility of carrying out specific research to 

attempt to remedy the deficient aspects of the available sources, 
we have no choice but to make some analytic cuts in the 

informalion and again introduce some "heroic" hypotheses in 
order to arrive at a rough approximation of the phenomena 
which we are attempting to focus upon. Fortunately, we had 
access to a special tabulation of the 1970 Demographic Census, 
containing information on about 240 occupations classified 

according to sex and occupational category (self-employed and 
priva te workers), for each of the roughly 120 municipalities 

with more than 50,000 inhabitants and for some of the metropolitan 
areas. 

First, we isolate the typical occupations entered by technicians, 
administrators and university-educated professionals, on the one 
hand, and then the non-manual ones with some degree of 
specialization, on the other. There remains 1he large group of 
manual and non-manual non-specialized occupations, which we 

began to study by making analytic cuts referring to predominant 
activity, occupational category and sex. 

For the analysis by activity, we regrouped approximately 200 
occupations into 42 new groups, so that we could approximate 

to the industrial classification of economic activities. Within this 
cut we separated the wage-earners from the self-employed. 

ln the first group, we separated domestic service from the rest; 
in thc second, wc made three cuts'. Family businesses, small-scale 
service suppliers and subordinate self-employed workers. ln the 
family businesses we included those self-employed workers whose 

activity presupposes the use of some equipment - basically 
those who engaged in some industrial activity, established 
businesses and certain specialized services. ln the second group 
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(small-scale service suppliers) we included essentially the 

self-em ployed street pecldlers. other self-employed workers offering 

various �ervices, anel self-employed workers in civil construction. 
Among the suborc.linate self-employed workers we also included 

some special cases such as "cmployed" street vendors, "employed" 

shoe shiners anel seamstresses, embroiderers, lace-makers and 

similar female occupations. 14 

The big deficiencies of this methodology - which cannot 

be remeclied for lack of data - are, on the one hand, connected 

with the impossibility of dislinguishing between the wage-earners 

of typically capitalist organizalions anel those of non-typically 

capitalist small-scale production units anel, on the other, with 

the impossibility of including the non-wage-earning family 
workers anel certa.in "bosses" in non-typically capitalist employment. 
Beyond this, obviously, we cannot characterize the structure of 

employment as a whole, owing to the exclusion of public employees 
anel of employers in general. However, for purposes of comparison 

we will also include, in some tables, data referring to technicians, 

administrators, anel professionals and to specialized non-manual 

occupations. 

-1. 2 _ 1 Occupational struc/ure and average 111come m the 

big cities 

The persons whom we can define as pertammg to non-typically 
capitalist small-scale production form a significant proporlion 

J.I The inclusion of this last group of cmploycd in this typc of org:mization
is ccrtainly the most arbitrary dcfinition of ali, sincc the se:imstrcsses may 
bc in a largc factory, or may bc "subcontr.icted" in a systcm similar to 
that of putting-0111. ln thc more "pcriphcral" regions, thc second alternativc
may bc more frcqucnt, whilc in thc clcvclopcd arcas thc occurrcncc of typically
c:ipilalist rclations is more probablc. Thus, for cxamplc, 2554 womcn in
Grcater Recife. whosc averagc incarne was CrS 127. 00 monthly in 1970, are 
to bc includcd in this situation. ln São Paulo, on 1he olhcr hand. wc find 
47,552 women with an averagc wagc of CrS 207 .00 (thc minimum monthly 
wagc in Recife was CrS H4.00 and in São Paulo, CrS 187 .00). Thcsc •
difícrcnccs of insertion in thc occupational structurc alter lhe actual avcragc 
incarne of thc group of subordinate "self-employcd workers" in bo1h 
citics, as we will see (ater. 
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of the total labor employed in the eight most important 

metropolitan areas of the country (see Table 7) . ln São Paulo, 

Rio de Janeiro and Curitiba, they made up 18% and 19%, 

respectively, reaching a percentage of around 25% in Belo 

Horizonte, Salvador and Fortaleza; (in Porto Alegre, it carne to 

about 16%)- It should be noted that this proportion is a minimum 

cstimate, since it does not include the workers, the bosses and 

the wage-earners of the "businesses" which in the previous section 

are characterized as "quasi-capitalist". ln addition, it should be 

remembered that we deliberately exclude self-employed 

administrative and professional technicians and specialized 

non-manual workers. 

This information, together with that analyzed in the first 

part of this section, reveals that, despite the Iesser dynamism 

in the generation of low-skilled jobs during the period from 

1950 to 1970, the urban areas belonging to the periphery showed 

a higher proportion of tertiary employment, especially of 

"small-scale service suppliers" and "domestic helpers" in 1970. 

This is certainly as much due to the significant position which 

these sectors already had before 1950 in employment in these 

cities, as to the low degree of dynamism characterizing the 

generation of employment in "modem" activities. ln the big cities 

of the Center-South, on the other hand, the greater dynamism 

of low-skilled tertiary employmem does not appear in the structure 

o( the seventies, for exactly the opposite reasons. 

The average incarne differences between each of these 

occupationa1Iy defined groups show a truly remarkable degree 

of similarity in the eight metropolitan areas studied. ln arder 

to avoid, at least in part, the danger that regional differentiations 

might introduce problems o( comparability, we constructed 

Table 8, in which the incorues of each stratum are calculated 

in the form of an índex, the base being the local minimum 

wage _in eHect at the time of the Dcmographic Census. This 

reveals that technicians, administrators and professionals have an 
average incarne of abont seven to eight times the local minimum 
wage, the proportion being greater in São Paulo and lower in 
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Table 7 

Brazil: Occupational Strncture o/ lhe Big Cities, 1970 • 

(Percentages) 

Greater· Grealer Gren.ter Belo G1ealer Forta-
Occupalional Structure Si!.o Rio de Porto Hori- Curitiba Snlvadoi- Recife leza 

Paulo Janeiro Alegre zonle 

1. Techs. Admins. Profes.sionals 5.4 4.9 5.2 5.3 5.6 4.4 3.7 3.7 

2. Specialu:ed Non-M&11ual OccupationN 13.6 10.8 11.2 11.2 12.2 9.5 7.6 7.8 

3. Manual e.nd Non-M&11ual Non-Specialized
Occupations:
Wage-Earners 34.4 30.7 25.3 30.4 28.9 30.l 26.8 27.4 

Self-Employed Workers in Family
Businesses 2.3 1.9 2.0 2.1 2.i 2.2 2.2 2.9 

Small-Scale Service Suppliers 4.9 5.2 4.0 7.3 4.8 9.8 8.9 11.6 

Subordinate Self-Employed Workers 2.1 1.2 1.0 1.0 0.7 1.1 1.2 1.6 

Domestic Service 8.5 10.i 8.5 14.1 10.2 13.7 11. 9 10.9 

Total of Non-Agricultural Economically 
Aclive Population 100 100 100 100 100 100 100 100 

SOURCE: DEPE/UNICAMP, Pro111am o/ R<1,arch 011 Ih• Labor Alork,1 iri Brozil, 1080. Oriain"I data: FIBGE, D,moarophic C,nau1 o/ 1070, 
Speclal tabul.otion■ pN!pared by INPES/IPEA. 

::= •RefUI only to tbe prJvate employoea and aeU◄mpJoyed workera. Tbo tot.a.l1 do not C!Qunl 100 duo to thc cxclu■ion o[ public cmployoca, occupations 
<.O llnked to Nallonal Dclenae ond Publio Security, lam.ily workora and employed in 11•nerol. 



Fortaleza. The average incarne of non-manual specialized workers 

is about three times the minimum wage and in ali cases is very 

similar to that of self-employed workers in "family businesses", 

and to that of manual and non-manual non-spccialized workers. 

Among the manual and non-manual non-specialized occupations, 

the structure of incarnes is also very similar throughout the 

six metropolitan areas. The self-employed workers in "family 

businesses" have the highest incarnes, followed in general by 

the wage-carners who receive, on average, betwecn l . 3 and 1 . 9 

times the local minimum wage. This incarne is more or less 

similar to that of "small-scale service supplicrs" in São Paulo, 

Rio de Janeiro, Porto Alegre and Curitiba, being higher than 

the incarnes of this group in other cities. ln the case of São Paulo 

and Rio de Janeiro there is a fairly concentrated market for 

"services", anel it is precisely in these two cities, along with 

Porto Alegre and Curitiba, where the proportion of "small-scale 

service supplicrs" is smallest in rclation to the total of the 

Economically Active Population within the cities considered. ln 

summary, the high incarnes might be cxplained in this case as 

much by a larger "economic space" as by a smaller "occupational 

dimension". 

lt is interesting to note that thcse data are, in certain ways, 

compatible with the structure of "overall expenses" by family, 

depending on the socio-economic catcgory of the head of the 

household, according to research conduced in 1974 by IBGE. 111 

ln Table 9, we compare the differences in incarne between 

"small-scale service suppliers" .1nd the unskilled manual and 

non-manual wage-earners, utilizing the data from Table 8 anel 

the differences which the IBGE study registers bctween 

"non-established self-employed workers" and the· "manual 

employees" for the non-farming sectors of certain regions of 

IG Sce for 1hi1: IBGE, füludo Nacional de De.spesa Familiar. This is a 

re?Search study with lhe purposc of iden1ifying all family cxpendi1urcs, 

including 1hc grow1h of asseis (re.:il and financial) and lhe diminishing of 

Jiabili1ies. Thc conccpt of cxpcndimre may, thcrcfore, in this case, be likcncd 

to that of (pcrsonal) family incomc, cspccially in thc case of sclf-cmployed 

and wage-caming workcn. 
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Table 8 

Brazil: Indices o/ Average Incarne o/ Occupalional Slrata in lhe Big 

Cilies in Relation lo lhe Local Minimum Wage, 1970 

(lndices based on the minimum wage of each city 100) 

Greater Greater G re.o.ter Delo Gre11ler Fort.a-
Occupational Structure São nio de Porto Cuiitib11 Hori- Salvador Recife 

Paulo Janeiro Alegre zonte 

1. Techs. Adrnina. Professionals 89G 811 735 738 751 847 779 

2. Specialized Non-Manual OccupaLions 346 327 309 318 202 344 320 

3. Manual and Non-:Manual Non-SpecioJized 
Occupations: 
W age-Ee.rners 189 160 158 161 136 165 139 

Sel!-Emp)oyed Workers in Family 
Buaines.ses 341 283 321 343 285 283 258 

Small-Scale Service Supppliers 205 149 161 18S 111 116 98 

Subordinate Sel!-Employed Workers 123 125 120 148 112 102 94 

Domestic Service 75 65 56 57 42 43 36 

BOURCE: DEPE/UNICAMP, Prograffl o} Rtuarc� on 1h, Labor Ma,kd in Bro:i!, 1gso. Ori1iool d111: FIBGE, Dtmaaraphic Cm,.., o} 1970, 
Bpea!al tabula1ioo1 prepared by lNPES/IPEA. 

NOTE: 

Vatu .. of the minimum we1e lo 1070: 8Ao Paulo: Cri 187,20, Rio de Janeiro: Cri 187,20, Belo Hori10nta: CrS 177,60, Curitiba: Cri 170,:?0, 
Porto Alea:ro: Cri 170,40, Balndor: Cri 1'4,00, Rccila: Cri 1'4,00 and Fortaleaa: Cri 12-1,80. 

leaa 

648 

314 

141 

233 

110 

91 

33 



Table 9 

Brazil: Relation Between the lncomes o/ the Lower Strata o/ 

Self-Employed Workers and Wage-Earners in Non-Agricultural 

Activities - 1970 and 1974 

St:.ate of São Pa.ulo 
Greater São Paulo 

Sta.te of Rio de Janeiro 
Gnia ter Rio de Janeiro 

Southem Region 
Greater Porto 
Curitiba 

Alegro 

Northee..st Region 
Salvador 
Gree.ter Recife 
Fortaleza 

State of Minas Gerais and F.ap!rito Santo 
Belo Horizonte 

Income of tbe 
Lower Strata of 

Wage-Earners 

1970 1974 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

(lndices) 

lncome of the 
Lo,ver Stre.ta of 

Self-Employed 
Workers 

1970 1974 

150 

108 

119 

93 

127 

102 

116 

91 

70 

70 

78 

109 

82 

SOURCE: 1970: Tablo 8 (Sp..,ial tabulationa oi lhe Domoa;rapbio C.nauo); 1974: IBGE, 

Notion.11 Shlfu a} Familu E:,;pmdil�ut. Rio de Janoiro, 1979 

NOTE: Dolinition.o adoptod: 

Lower 1tr1tum of wa1e-earnll!lfll 
1970: Manual and non-manua1 non-■peci•lind ocaupatiom 
1974: Manual occupatlona 

Lower ■tratum of aclf...emoloyed 
1970: amall-acala aorvice aupplion 

(■H definition in U,d) 
1974: Non-eatabliabed ■oll-<lmployecl Worker1 

Brazil. Despite the difference in criteria for categories, and the 
difference in geographic coverage - the census data which we 
have available refer to the metropolitan regions of the big cities 
and the IBGE data to the regions and/or states indicated in the 

table - one may note, roughly speaking, the existence of a more 
or Iess compatible relationship among the incomes of these 
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categories according to geographic area. Thus, in the Center-South 
the lowest stratum of self-employed workers tends to show a 
higher incarne than that of the lowest stratum of wage-earners, 
whereas in the Northeast of Brazil the opposite occurs. 

The "subordinate self-employed workers" receive about a 
minimum wage in Belo Horizonte, Salvador, Recife and Fortaleza 
and slightly above the minimum (20%) in the sarne cities 
where the "small-scale service suppliers" had relatively high 
incarnes (in Curitiba the difference reaches almost 50%) . Finally, 
domestic help shows the lowest incarnes of ali the groups, its 
proportion varying between an incredible 33% to 36% of the 
minimum wage in Fortaleza and Recife and up to 75% of it 
in São Paulo. 16 The importance of domestic help as a proportion 
of employment in ali of the cities considered needs to be stressed. 
Only in São Paulo and Porto Alegre is this proportion (slightly) 
below l0%, reaching 14% in Belo Horizonte and Salvador. 

4. 2. 2 - Non-capitalist employment in medium-sized cities

1n Tables 10 and li we present information similar to that 
for the big cities with respect to employment and incarne in 
the small-scale production sector. We include the capitais of the 
northeastern states which cannot be characterized as big cities, 
and eight medium-sized ci�ies in the Center-South. 

The proportion of the non-typically capitalist forms of 
organization in total employment in the medium-sized cities 
follows a pattern similar to that oi. the big cities in the regions 
considered. ln the cities of the Northeast, employment in 
"small-scale production" shows a percentage at least greater 
than 25%, while in the cities of the Center-South, the 
characteristic figure revolves around 20%. The most striking 
difference is undoubtedly the proportion of the "small-scal� 
service suppliers" which in the cities of the periphery reaches 

10· Domestic helpen aho carn "payment-in-kind" which is not computed in 

the avcragc income. Its inclusion, however, would not substant.ially alter 

our conclusion1. 
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figures between 9% and 13%, whereas in the Center-South the 

higher percentages do not in general rise above 6%. Some difference 

is also evident with respect to the proportion of domestic 

employment in the total, being higher in the Northeast (10-16%) 

and lower in the Center-South (6-13%)-

The structure of average incarnes of those employed in the 

various types of organization of small-scale production in 

medium-sized cities also follows a very similar pattern to that 

of the big cities both in the more "developed" regions anel 

the more "backward" ones (compare Table 11 with Table 8) _ 

The incarnes of the self-employed workers in family businesses 

are substantially higher than the minimum wage in ali cases 

Table 10 

Brazil: Share of Employment in "Non-Typically Capitalist 

Organizations" in the Non-Agricultural Total in Certain 

Medium-Sized Cities - 1970 

(Perccn tages) 

Self-Employed 
Worken in Bmall-&ale Bubnrdioate 

Family Service Bell-Employed Dt>me■tia 
Bu.11ineaae1 Buppliera Workera Sen·ica 

Ili odi--Si,.d Cili•• a/ IA• NorlA,a,1 

Ma .. i6 3.3 o.o 0.8 14.4 

Joio Peuoa 2.2 G.8 1.3 18.2 

Natal 3.3 11.0 1.11 12.8 

Terealna 4.3 13.2 o.o 10.2 

Bfto Lul■ 3.8 8.8 1.1 10.0 

M odiwn-Siz,d CiliH o/ ,A, c ... 1 .. -SoulA 

C1mpinu 1.g 4.8 0.G 10.3 

Baotm 2.2 �-ª 1. o 11.4 

nibeirllo Preto 2.8 8 8 o.o 13.3 

Borocaba 2.2 5.3 1. 3 8.7 

J11.11d.ial 2.0 4.0 0.8 8.1 

Petr6pali1 2.8 4.5 1.8 10 .li 

Londrioa 3.3 8.7 1.2 11., 

Pelotu 3.3 8.2 0.5 10,8 

BOURCE: DEPE/UNICAMP. Proarom o/ RH,orcA on tA, IAor .1,/ark,1 in Bra.il, 1080. 

Special tabulation■ pnpored by INPEB,rPEA. 
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Table 11 

Brazil: Average Income Compared to lhe Local Minimum Wage 

for Those Employed in "Non-Typically Capitalist" Organizations 

in Some Medium.Sized Cities - 1970 

(Indices: Base of minimum wa�e in each city - 100)

Soll-Employed 
Workcra in Small-Scale Subnrdlnale 

Fnmily Sen-ice &11-Employod Domatia 
B11Aincue1 Suppli•ra Worker1 Service 

M tdium-Siud Cilit• oJ Ih• Norlhuul 

�lacei6• 

João Pe■aon. • 

Na.tal• 

Tcre11ina.• 

São Lufe• 

.li ulium-Siud Citi�, o) tlte Center-Soul.h 

Campinas .. 

Santo■•• 

Ribcinlo Preto .. 

Sorocabo.'' 

Jundio.t .. 

Petrós,01i1•• 

IAndrínn••• 

Pelot11a• .. 

297 

231 

251 

161 

219 

318 

321 

239 

283 

306 

235 

251 

223 

119 100 

108 95 

10!3 92 

90 se 

147 1511 

178 111 

202 118 

125 83 

150 85 

167 114 

134 104 

149 98 

1111 91 

SOURCE: DEPE/UNICAMP, Prooram o} R,■,arch o• lhe L11bor Mark.e i• Br11,il, 1980. 
Ori,rioal data: FIBGE, Demo(1Tt1phic Ct•eu• oJ 1970. Special tabulati011.1 prepared by 
INPES/IPEA. 

• l\[inimum wo1e: Cri 124,80 

•• l\1inimum wagc: C,S 187,20 

••• l\1inimum woa:e: Cri 170140 

36 

30 

29 

28 

36 

64 

H 

44 

39 

44 

69 

41 

311 

(in general more than double) . The income of small-scale service 
suppliers is substantially higher than the minimum wage in the 
cities in the Cenler-South, but this is not true of the Northeast 

(São Luís is the exception) . The income of the subordinate 

self-employec.l workers is in the region of the minimum wage 

both in the Northeast and the in the medium-sized cities of 
the Center-South (São Luís is again the exception). Unlike 

the situation in the large metropolitan areas of the Center-South, 
the income of domestic helpers in the medium-sized cities in 

the region is not much higher than that in the "periphery". 
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4.2.3 - Minimum wages and incomes of people employcd in the
non-typically capitalist organizations

The data in Table 8 suggests also to us, a hypothesis about the 
power of the minimum wage (the wage rate or floor of 

the economy) , as an ordering pararneter for all of the incarnes oJ 

wage-earners and others ernployed in non-typically capitalist forrns 

of organization. We rnust rernernber that we are working with 

average incarnes and that when we note that unskilled manual 
and non-manual wage-earners receive, on the average, about 1 . 5 

rninimum wages, we are forced to conclude that a fairly significant 

portion earn the minimum wage or sornething dose to it. 

Tables 12 and 13 should illustrate this point adequately. 

ln them we compare the average incarnes of each category in 

São Paulo with those of the other seven large rnetropolitan 
areas of the country. ln the first table we take the absolute 

values of the incornes, and in the second the indices of incarne 

weighted by the local minirnurn wage. Bearing in mind the fact 
that the rninimum wages are differentiated regionally, being 

higher in the larger centers, and also that the average incarnes 

in the big cities are higher than the rest in each occupational 
group, Table 13 reveals a much srnaller degree of regional 
dispersion of incarnes in each group than Table 12. 

More than a merely tautological result, this suggests the 

importance of the minirnum wage in orienting all labor-derived 
incarnes in the various cities. Logically, we ought to expect 
that it would be verified in regard to wage-earners in general; 
the significam thing is that it ís also true of the incomes of 
self-employed workers. 

ln the second place we also note frorn Table 13, the 
extraordinary similarity of the incarnes in the occupational 
strata in the various cities when cornpared to the local minimum 
wage. ln all categories, including sclf-employed workers in 
family businesses and "subordinate self-ernployed workers" the 

differences in the avcrage incarnes in terms the minimum wage 
do not in general rise above 25%, The only two exceptions 
are the "srnall-scale service suppliers" and of "domestic helpers" 
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Table 12 

Brazil: lndices of (Absolute) Average lncome in Each Occupational 

Stratum in Relation to the lncome of São Paulo 

(!nelices: Base af average incarne of accupatianal strata of 
São Paulo= 100) 

Greater Greater Greater Belo Greater Farta-
Occupational Structure São Rio de Porto Curitiba Hori- Salvador Recife leza 

Paulo Janeiro Alegre zonte 

1. Tecbs. Admins. Professionals 100 90 75 75 79 73 67 48 

2. Specialized Non-Manua! Occl.pations 100 95 81 84 80 77 71 61 

3. Manual and Non-Manual Non-Specialized
Occupations:

Wage-Eamers 100 85 78 78 68 67 57 50 

Self-Employed Workers in Family 
Businesses 100 83 85 91 79 64 58 45 

Small-Scale Service Suppliers 100 73 72 84 52 44 37 36 

Subordinate Self-Employed Workera 100 101 88 109 86 64 58 49 

Domestic Service 100 86 68 69 52 44 37 29 

BOUCE: DEPE,ONICAMP, P,ogrom o/ R•1111r,h on lho Lt>bor Jforlul in Bra.il, 1080. Oriciiw data: FIBGE, D,mograp/oic Cm.,.. o/ 1970, Si,ecial 
tabw.abon■ prepand by INPES/IPU, 



1. 

2. 

3. 

Table l!I 

Brazil: Indices of Average Income (in Terms of Units of Local 

Minimum Wage) for Each Occupational Stratum in the Large Cities 

in Relation to That of São Paulo 

(Indices: Base of average income (in terms of 

Greater Greater Greater Belo 
Occupational Structwe São Rio de Porto Curitiba Hori- Salvador 

Paulo Janeiro Alegro zonle 

Techs. Admins. Profe...sionals 100 90 82 82 84 95 

Specialized Non-Mo.nual Occuputiona 100 95 89 92 85 99 

Manual and Non-Manual Non-Specialized 
Occupations: 

Wage-Earners 100 85 84 86 72 87 

Self-Employed Workers in Frunily 
Businesses 100 83 04 100 83 83 

SmnJJ-Scale Service Suppliers 100 73 79 92 54 57 

Subordinate Self-Employed Workers 100 101 97 119 91 83 

Domestic Servi<'e 100 86 75 76 55 57 

SOU.RCE: Tablo 8. 

minimum wage) 

of São Paulo 

Greater Fo1ta-
Recife leza 

87 72 

93 91 

74 75 

76 68 

48 54 

76 73 

48 44 



in the cities in the "periphery" or near to it: Fortaleza, Recife, 
Salvador and Belo Horizonte. ,-ve should remember what we 
said before with respect to the data given in Table 7, where 
it was noted that, precisely in these two categories, the proportion 
of employment was higher than in the other three cities considered. 
These da ta are compatible with our interpretation that the 

incarne of those employed in small-scale production is a resultant 
variable which adjusts an "economic space" to a given "occupational 
dimension" with the minimum wage functioning as a type of 
"guiding light" for orientation. The low occupational dynamism 
of the three cities mentioned (Salvador, Recife and Belo Horizonte) 
seems, therefore, to have compelled a Iarger proportion o( 
persons to dispute a given economic space, thus lowering the 
average wage and making the minimum wage lose its "orienting" 
power for other incarnes. 

5 - Some conclusions 

The information which we have been working with in the present 
article enables us to a minar view of the idea, many times 
defended, that poverty and urban marginalization in Brazil are 
phenomena directly and exclusively associated with the low rate 
of job-creation in modern economic activities. From what we 
have been able to deduce from the census figures, we may 
conclude that the urban economy, besides being dynamic in the 
creation of jobs, has been able to generate "spaces" for the 
reproduction of small-scale production organized on non-typically 
capitalist lines. These "spaces" have not merely been confined 
to the peripheral regions where "capitalism has not yet penetrated" 
as is often stated, but have also, and more particularly, been 
reproduced in the industrial heart of the country. ln occupational 
terms, the proportion of those engaged in modern activities and 
in non-typically capitalist forros within the Active Urban 
Population seems to have remained unchanged during this period. 

The variety of situations within the "non-typically capitalist" 
occupations, on the other hand, is very great. A smaller number 
of them are concentrated in activities where the "degree of ease 
of entry" is low and where, therefore, the average incarne is 
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higher. ln these cases, income is rather higher than that of 
wage-earners in similar occupations. The larger part, however, 
is made up of those whom we earlier called Small-Scale Service 
Suppliers, Subordinate Self-Ernployed Workers and Domestic 
Helpers. ln these cases, incarnes were not only systematically 
lower than the average of wages for similar occupations, but also, 
and especially in the "peripheral" regions, lower than the minimum 
wage itself (the "wage rate" of the economy). 

The possible relation of the small-scale production workers' 
incarnes 10 the rninimum wage was sugges1ed in the final section 
of the present article, but unfortunately we do not have the 
data 10 be more conclusive. However, it is opportune to remember 
that the real minimum wage suffered a drastic reduction during 
the sixties, as a result of the wage policy, especially between 
1964 and 1967. The level of the real minimum wage at the 
end of the sixties was aboul 40% lower than that in effect 10 
years before. 

ln showing that the economic situation of those employed in 
small-scale production is varied, that the position which they 
occupy in lhe Cenler-South of the coun1ry and in the Northeast 
are radically different, and finally that São Paulo appears to 
have the highest expansion rates of non-typically capitalist 
employment for the country as a whole, in some way we are 
opening a space for other phenomena included among the causes 
of the "exclusionary" character of the model of Brazilian capitalist 
developmen1. There is no doubt that a proportion of the labor 

force has engaged in activities where it is unable to obtain an 

incarne equal to that of the poorest wage-earners. However, the 
great lesson of Brazilian development in the Iast few decades 

is that the mere fact of being integrated into a modem activity 

does not guarantee the labor force a certain socio-economic status 
a priori. The Iow wage leveis, which compel a substantial 

portion of wage-earners to live in conditions of extreme poverty, 
should not be allowed to continue being one of the most 
glaring consequences of the "exclusionary" character of the 
Brazilian model. This theme has been treated in other articles, 

[Souza (1980); Tavares and Souza (1980)]. 
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Sources of Brazilian export growth 
in the 70s *

Ma,·ia Helena T. T. Horta•• 

I - lntroduction 

The major aim of this work is to analyse the trading performance 
of Bra2il in the 1970s in an attempt to establish to what extent 
the high growth rates of exports observed in the period merely 
reflected the growth tendency of world trade in general or whether 
they woulcl be partly explained by specific reatures of the 
Bra2ilian economy alliecl to economic policy measures - more 
specifically, to the exchange rate policy and to the policy of 
export subsidies. 

Section 2 presents an analysis, at a fairly aggregate levei, of 
the major alterations that occurred throughout the period, not 
only concerning the actual composition of exports, but also 
concerning the clestination of Ilra2ilian exports. 

ln Section 3, through an analysis of the 'constant-market-shares' 
type, we have broken down the export growth rate into structural 

Editor's note: Translation rcviscd by Lhe author. 

• Originally publishcd in Pesquisn e Plo.nejo.mento Económico, Rio de Janeiro, 

lJ (2) :507-42, August 1983. I would like to thank Alolsio B. de Aralljo, 

Claudio Considera, Eustáquio Reis, José Claudio Ferreira da Silva, Michal 

Gartenkraut and an anonymous rcfcrcc, for thcir criticisms and suggcstions 

conccrning the preliminary vcrsion of this work, and Jos� Augusto Pestana 

M:icicl, Maria José de Araújo and Maura de Souza Scarano for thcir help in 

collccting data and drawing up thc calculations. 

• • IPEA Rcscarch lnstitute. 
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factors and into a "competitiveness" factor, determined by 
residue. The growth of exports is, therefore, explained by the 
growth of world trade, by the favourable (ar unfavourable) 
concentration of exports on products or markets of fast (ar slow) 
growth and by a "competitiveness" effect, which would result in 

gains (ar lasses) of the share enjoyed in the different markets 

by the different products that constitute the Iist of exports. At 

the end of this section, data are given concerning the evolution 

of the share of Brazilian exports in the markets of the count_ry's

major trading partners. 

ln Section 4 indices of competitiveness have been constructed 

for the manufactured products, with a view to assessing the 

relationship existing between the competitiveness and performance 

of exports. 

2 - Pattems of trade in recent years 

ln this section an attempt is made to identify the major tendencies 

observed during the 1970s in the patterns of trade of Brazil 

with other countries, not only in terms of the composition of 

the export5, but also in terms of their destination. 

The generalized version of the Heckscher-Ohlin model 

[Krueger (1977) anel Baldwin (1979)] for various countries tells 

us that there will be no complete specialization in international 

trade: a country should trade in both directions, selling more 

labour-intensive products to countries with a relatively abundant 
endowment of the capital factor, and more capital-intensive 

products to countries with a smaller relative endowment of capital. 

A dynamic version of this theory (Balassa (1979)] also says 

that countries :it a stage of rapid growth tend to obtain comparative 

advantages in the production of goods that are more capital-intensive 

and more skilled-labour-intensive, losing competitiveness, 

however, to countries of slower growth in the production of 

goods that are more unskilled-Iabour-intensive. ln this way, 
exports from countries at a stage of rapid growth should show 

an increasing tendency towards the employment of capital and 
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specialized labour factors, although maintaining the characteristics 

of the goods traded in both directions. 

Analyzing the composition of the list of exports by areas of 

trade, we can observe a pattern of behaviour similar to that 

predicted by the theory. 

As can be seen in Table I, whilst Brazil's exports, both to 

the United States and to the major European markets, 1 in 1971, 

show a high concentration on primary products (8 6 .8% and 

92 . 0% respectively) ; the sarne cannot be observed in relation 

to the major Latin American markets, 2 for which 51. 2% of 

exports already consisted oE manufactured products. Even within 

the manufactured products themselves, it can be seen that, for 

the major Latin American markets, 65% oI our exports consisted 

of more technologically sophisticated and/or more capital 

intensive products, such as machines, transport equipment and 

material and metal products. For the United States and the major 

European markets, this proportion was 33 . 5% and 31. 3% 

respectively. 

The evolution of the compos1uon of exports in the period 

1971/80 also occurs in the sense envisaged by the theory, with 

the growing share of manufactured products: from 16% in 1971 

to 38. 9% in 1980. It should be stressed that, among the 

manufactured products, machines, transport equipment and 

material, and metal products are the only categories that have 

increased their share from 44% of the total of manufactured 

goods in 1971 to 60% in 1980. 

This movement, in the direction of a greater share of 

manufactured goods in exports, is confirmed even when we 

disaggregate the analysis into regions: between 1971 and 1980, 

the share of manufactured products in exports to the United 

States and European countries practically tripled; as for the major 

Latin American markets, despite the high share of manufactured 

L Germany, Francc, haly, Hollancl, Unitecl Kingdom, llelgium/Luxcmhourg 
:md Spain. 

2 Argentina, Chile, Mcxico, Paraguay anel Uruguay. 

155 



-

Table l 
� 

Evolution of the Structure o/ the Composition o/ Brazilian Exports 

(ln %) 

Bnuil Totnl M.o.jor Europcan Unitod Stntea MnJor J.a!in 
Partncra Americnn Pnrtocra 

11171 1974 1078 lOSO 1!171 1074 1078 1080 1071 1974 1078 10S0 1071 1074 1078 1080 

1 - Primaru Produ,11 84.0 74.0 65.4 61.1 02.0 87.5 70.8 78,3 80.8 iO.D 63.4 64.2 48.8 30.9 24.3 18.2 

1.1 - Foodatuff1, bovor11ea aod tabocco 58.3 48.8 47.7 42.1 56.8 30.8 52.6 47.0 77 .2 5R.2 55.3 56.0 24.3 27.5 15.6 11.8 

1. 2 - Rnw mataria.la (ueludin1 luoll) �2.9 22.8 13.6 15.4 31.7 43.6 24.8 28.1 7.6 8.4 6.6 6,7 23.9 11.5 8.6 6.0 

1.2.1 - o, .. 10.4 8.3 8.9 8.9 18.6 16. O 15,8 15. 7 4.5 6.2 4.3 3.7 5.1 3.1 4.8 2.4. 

1.2.2 - Otbor raw material■ 12.5 14.4 4.7 6.5 13 .1 26.7 o.o 12.4 3.0 2.2 2.2 3.0 18.8 8.4 3.8 3 6 

1.3 - Fali aod oill 2.8 3.0 4.1 3.0 3.7 4.1 2.-l 2.3 2.0 4.3 1.5 1.5 0.6 o.o 0.4 

2 - .Uanufaelurtd Producl• 16.0 25.4 34.6 38.9 8.0 12.5 20.2 21.7 13.2 29.1 36.6 35.8 61 2 60.1 75.1 81.8 

2. 1 - Cbemic.al produata 1.8 2.9 2.1 3.5 1.2 1. o 1.3 1. 7 1.7 3.4 1.3 3.4 2.7 o. 7 6.6 7 .1 

2. 2 - Maahin ... tnul!lport 
material nod equipment 4.8 8.4 15. 7 17 .4 2.1 1.8 6.8 6,3 1.4 8.9 13.2 li.O 22 O 28.8 43.5 46.5 

2.3 - Metal producta 2.2 2.0 5,0 0.1 0.4 0.9 2.1 3.4 1. 7 3 .1 7.0 7.8 11.3 10.3 7. l 10.4 

2. 4 - Tenilo manuloctured producl• 1. 7 4.0 3.4 3.4 0.4 3.8 3.5 4.6 2.0 2.!l 2.3 2.3 3.8 5.3 4.3 3, 1 

2.5 - Footwear 1.1 1.6 2.3 2.0 0.4 1.2 1.2 3.1 5.5 6.6 6.8 0.1 0.4 0.2 0.5 

2.6 - Ot.bor manulactured produota 4.4 5.6 6.1 6.5 2.9 3.7 5.3 4.6 3.3 5.3 6.2 4.5 11.3 8.6 14.0 14 2 

SOURCES: Annual 7'rad1 Booi,; (OECDJ; Commodi/11 Trad• Stalilli•• (UNO) and Comlroio Ezt<Tior tio Bra,il (CACEX). 



products in exports already observed in 1971, it also went up, 

reaching a figure of 81 . 8% in 1980. 

At a product category level there can also be seen, in the 

three markets under consideration, significant gains in the share 

of machines, transport material and equipment. Significant 

increases can be observcd in the share of metal products both for 
the United States and for the European market, whilst for the 

latter the export of textile manufactured products also increasecl 

between 1971 and 1974. 

As far as markets are concerned, there can be seen throughout 

the period a certain de-concentration of our exports: while in 

1971 the United States and the major European and Latin 

American markets absorbed approximately 80% of total exports 

(excluding fuels), this proportion fcll to about 65% in 1980. 

However! two completely distinct phases can be identified. The 
first of these, between 197 l and 1974, is when the share of these 

countries in the total exports was reduced from about 80% to 66%. 

ln the second phase, which goes from 1974 to l 980, the joint 
share of thcse countries remainecl reasonably stable. 

Disaggregating this information into primary and manufactured 
products, we can observe the same tendency as that seen for the 
aggregate: in fact, the greatest drop in the share of these 

countries in our exports occurred between 1971 and 1974. 
However, while the share of these countries in the Brazilian 
exports of primary goods was reduced even more between 1974 
and 1980, for manufactured goods it remained stable between 
1974 and 1978, and grew between 1978 and I 980. 

If we examine the different trading areas separately, it can 

be seen that the greatest loss in the share of primary products 
in exports between 1971 and 1974 was to the United States, 
although both the European and the Latin American countries 

also reduccd their share. As for manufactured goods, only the 
share of Latin American countries went down to any great 
extent (33. 8% to 18 . 9%) , there even being an increase in the 
American share. 

With regard to these manufactured goods, there can be seen 
some interesting alterations in the flows of trade throughout the 
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UI Table 2 
00 

Distribution o/ Brazilian Exports According to Trading Areas 

M&,ior European Uoited Stal81 Maior Llltin- Reot oi the World 
Partnera American Partocn 

11)71 1974 1978 1980 1971 1074 1978 1080 1071 lll74 1978 1080 1071 1074 1978 1980 

1 - Pri,na'll Prodw• 45.7 42,8 39.7 39.1 27.7 20.8 23.5 20.D 6.1 4.3 3.0 4.0 20.5 32,1 33.8 36.0 

1.1 - Foodatul/1, be,erq .. aod lobaceo 40.5 29.8 35.8 34.7 35.6 26.2 28.1 20.4 4.4 4.5 2.5 3.7 lll.5 39.5 33.6 35.2 

1. 2 - Raw mat,,riala (noludioa luola) 57.9 60.9 69.4 55.0 8.9 8.1 11.7 8.7 li.O 4 .1 5.2 5.1 22.2 17 .9 42.5 30.3 

1.2.1 - o ... n.1 n.o 57.7 54.2 11.8 18.3 11.8 8.4 5.2 3.1 4.4 3.8 8.3 o.o 20.1 33.8 

1.2.2 - Olher rnw mal<ui1l1 43.8 87 .5 82.6 68.1 6.5 3.7 11.6 9 '1 16 .ll 4.6 6.7 7.3 33.8 24.6 10.1 26.6 

1.3 - Fala aod oila 64.6 49.0 10,2 10.3 18.8 30.7 9.0 8.2 2.1 2.3 2.2 1.8 24.6 17 .1 69.6 70.0 

2 - IJan,jadural Produd� 20.8 18.0 18.9 17 .ll '22.1 26.2 25.7 19.3 33.8 18.9 18.0 28.0 23.3 37.0 37.4 34.8 

2 .1 - Cbemieal produala 27.8 23.4 19.9 14.9 24.4 26.8 115.3 19.9 15.7 18.6 • 26.6 27.3 32.1 32.3 39.3 37.9 

2. 2 - Maohio .. , lranaport 
malttial and equipmeot 17 .8 7.8 14.0 11.1 7.9 23.3 20.3 12.6 48.9 27 .4 22.7 35.6 25.4 41.5 43.0 40.7 

2.3 - Metal produola 7.11 11.4 13.7 17 .1 20.15 23.2 34,3 25.3 63.6 28.5 11.7 22.6 18.4 36.9 40.3 35.D 

2.4 - Tedilo maoufacturod produola 10.2 34.8 33.2 40.e 30.5 111.6 10.3 13.3 23,2 10. 7 10.4 12.1 36.1 38.9 40.1 34,0 

2.11 - Footwear 0.9 a.e 17.9 18.4 80.7 77.3 70,3 67,9 0.15 2.0 0.6 3,3 17 .9 12.1 11.2 10.4 

2. e - Othor maoufactured produola 37.2 24.3 28.3 30.6 20.2 21.0 24.7 10.4 19.8 12.3 18.8 28.9 22.8 42.4 28.2 21.1 

Total 41.7 38.15 32.15 31.1 28.8 21.9 24.3 20.3 10.6 8.0 8.2 13.3 20.9 33.8 35.0 35,3 

SOURCES: Tho aame u Table 1. 



period. Between 197 I and I 974 there is a considerable incre ase 

in the North American share of exports of machines, transport 

material and equipment and in 1he share of European countries 

in the exports of certain traditional products such as textiles 
and footwear. Between 1974 and 1978, the share of European 

countries in the exports of machines and equipment doubled, 

and there is a significant increase in the American share of exporu 

of metal products. Between 1971 and 1978, on the other hand, 

the share of Latin American countries in the exports of these 

products falls significantly, the greatest reduction being that of 

metal proclucts (from 53. 6% to 11. 7% in 1978). Finally, 

between 1978 and I 980, there is a fresh increase in the share of 

the Latin American countries in the exports of manufactured 

products, together with a reduction in the American share. 

Summing up the major results of this section, it can be said 

that throughout the I 970s there was both a diversification of 

products and a deconcentration of markets for Brazilian exports. 

However, whilst the diversification of exports is a phenomenon 

that can be observed throughout the whole period, the reduction 

of the share of traditional markets, like those of the countries 

considered in our total exports, occurs only between 1971 and 1974. 

The move towards diversifying exports, throughout the whole 

period, was in the direction envisaged by the theory, i!lcreasing 

the share of manufactured goods in our total exports from 16% 

in 1971 to 38.9% in 1980. And of the manufactured goods it 

was the technologically more sophisticated and/or more capital 

intensive products that showed the largest gains. 

3 - Brazil's trading performance 

3. I - Determining factors of exports

ln simple terms, it can be said that the major variables that 

determine the quantum exported by one country are: on the 
supply side, the relation between export prices and selling prices 
in the domestic market and the capacity utilization level; and, on 
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the demand side, the levei of world incarne and the price of the 

products exported by the major competitors. 

One distinction, however, could be drawn between the studies 
that seek to explain the levei of a country's exports and those 

whose objective is to assess the performance of a country's exports 

in relation to other countries. ln the second case, the evolution 

of the levei of world incarne would not be a very relevant 

explanatory variable, in that it must affect all the countries 

with a small share in international trade in more ar less the samt 

way. Therefore, the relevant factors to explain the country's 

relative trading performance would be: a) the composition of 

its list of exports and the direction of its trade - the larger the 

increase in the demand for its export goods, and the larger the 

growth of the demand in the countries to which it exports, tl1e 

greater the growth of its exports will be in relation to the growth 

of total worldwide trade; b) the utilization level of the economy·s 

installed capacity - which should determine the limits to the 

growth of exports on the supply side; and c) the evolution 

of its "competitiveness" - ,vhich, if favourable, should allow a 

greater penetration of the country's export products in the 

in ternational market. 

The aim of this section in to assess the performance of 

Brazilian exports in recent years, seeking to separate the share 

of the growth that could be explained by the growth of world 

trade from that which could be explained by gains (or lasses) 

in Brazil's share in total world trade, that is to say, by Brazil's 

trading performance in relation to other countries. 

3.2 - Breakdown of the export growth rate 

ln studies of the growth and performance of exports, analyses 

of the "constant-market-shares" type are frequently used. This 

technique, although presenting certain problems of a methodological 

nature and of interpretation [see Richardson (1971) ], makes it 

possible to break down the export growth rate (gb) into four 
components and assess the contribution of each of these factors 
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in explaining thc growth of cxports in the period under 
consideration: 

Ub = g,0 + [Z (1 + U:0) a; - (1 + g,.
)] + [ZZ (1 + g):f a;; - Z (I + g�) a;J+ 

; i ' 

(1) (2) (3) 

+ [(1 + Ob) - ZZ (1 + 0:f) a;1J
i i 

(4) 
where: 

gb 

g.., 

g� 

g!! 

-

-

growth rate of Brazilian exports;

growth rate of world exports;

growth rate of world exports of product '.,
growth rate of world exports of product i to
country j;

share of product I m the total value of Brazilian exports
in the base-period; and

_ share of the exports of product 
value of Brazilian exports in the 

to country j in the total 
base-period_ 

From the above identity, the growth of exports can be explained: 

a) by a growth effect of world trade, which woulcl be the rate
observcd if the exports of the country had grown at the sarne
rate as world trade; b) by a "composition of exports" effect,
which makes it possible to identify the gains (or lasses), in terms
of the growth rate, due to the concentration of exports on
products that showed higher (or lower) growth rates than the 
average of ali products; and e) by an export destination effect, 
which represents the gains (or lasses), i� terms of the growth rate, 
due to the fact that the country exports to markets that grew 
at higher (or lower) rates than the average observed for ali 
countries. These first three effects presuppose constant shares for 
ali the products exported in the different markets, due to gains 
(or lasses) of competitiveness, either in terms of price and/or 
costs or as a result o( improvements in the quality of the products 
and/or in the terms of financing. 
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3. 3 - Description of the data and presentation of the results

Due to the Jack of more detailed information about world trade 
in recent years, the period of analysis covers only the years 1971 
to 1978, the calculations also having been made for the sub-periods 
1971/74 and 1974/78. 

The markets considered were the 15 largest importers from 
Brazil in 1979, for which it was possible to obtain information 
for the three years being studied, 3 and a market we will call 
the rest of the world, which includes ali the other countries. 

As far as products are concerned, the levei of disaggregation 
used corresponds to the Standard International Trade 
Classification (SITC) , taken at two and three figures, and was 
determined on the basis of the availability of the disaggregated 
data for world exports and by the importance of the products 
in the list of exports. Nine groups of products were identified: 
foodstuffs, beverages and tobacco; ores; other raw materiais 
(excluding fuels); animal and vegetable fats and oils; chemical 
products; machines, transport material and equipment; metal 
products; textile products; and othe1 manufactured goods, that 
correspond, in the SITC, to aH other manufactured goods, 
classified according to raw materials, not considered individually or 
as diverse items. The calculations were made for total exports 
and for manufactured products alone. 

As can be seen from Table 3 for the period as a whole, the 
average annual growth rate for Brazilian exports was higher than 
the growth rate of world exports, both in terms of the export 
of primary products and manufactured products. However, when 
the sub-periods 1971 /74 and 1974/78 are considered separately, 
it can be seen that, overall, Brazilian exports grew on average 
at a higher rate than world exports only in the sub-period 1971/74. 
ln the sub-period 1974/78, they grew on average at the sarne 
rate as world exports, although the growth rate of manufactured 
exports remained higher than that of world exports. 

a Thc 15 countrics sclcctcd wcrc: Unitcd Statcs, Wcst Gcnnany, Francc, 

Italy, Holland, Unitcd Kingdom, Bclgium/Luxcmbourg, Spain, Japan, 

Argentina, Chile, Mcxico, Iraq, Poland and Sovict Union. 
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Table .!l 

Average Annual Growth Rates for World and Brazilian Expo1·ts in 

the Period 1971178 

(ln %) 

Yeau 

Producta 1971/78 1071174 1074/78 

Br.n2il World Bra1il World Brazil World 

Prima ry Producta 

(escludi ng fucla) 19.3 17.2 34.8 29.3 8.9 8.9 

Mnnufoctured Prc,ducta 38.1 20.0 113.6 28.7 21.6 12 .8 

Total (escluding fuela) 23.6 19,3 40.2 28,9 12.6 12 .6 

SOURCES: Y,arbook o/ lnt,mational Traà, Statiaiu (UNO) and C,,,,.,,cio E:r!.trio, do Braoil 
(CACEX). 

The pattern of growth of Brazilian exports vis-à-vis world 

exports is reflected in the results of Table 4 - which presents 

the breakdown in percentage tenns of the four previously 

considered effects. 4 For the period as a whole, 71. 4% of the 

growth can be explained by the growth effect of world trade. The 

contribution of the competitiveness effect was .!19. I %, which 
is equivalent to saying that, with the share of our products in 

ali the markets remaining constant, the growth rate of exports 

would have been about 40% lower than what was actually 

observed. 

Finally, we can observe a negative contribution to the growth, 

both from the composition of exports effect and from the 

destination of exports effect, although the Iatter is negligible. 
As for the composition of exports effect, the fact that there was 

a concentration on slow growth products in 1971 led to a growth 

rate 9% Iower than that which would have occurred in the 

absence of this fact in the period. 

4 The cxclusion of fucls and lubric:mts for the purposes of our analysis is 

due 10 thc atcmpt to climinalc lhe direct effecls on in1ernational trade 

of thc quadmpling of oil prices in 1974. 
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When the sub-periods 1971 /74 and l 974/78 are considered, a 

clear difference in behaviour can be observed. ln the first place, 
while in the first period the average annual growth rate of our 
exports was 40-2%, in the second it went down to 12.6%-
In the second place, between 1971 and 1974 the average annual 

growth rate of our exports was 40% higher than the growth 

rate of world tracle, while between l 974 and 1978 these rates 
are practically identicaL Finally, the competitiveness effect 
explains 48. 9% o( the growth o( our exports in the first sub-period 
compared with only 18 . 1 % in the second. ln both periods the 
composition of exports effect and the destination of exports 
made a negative contribution to the growth of exports, although 
the relevant negative contribution, between 1971 and 1974, is 
that of the destination of exports effect and, between 1974 and 
1978, that of the composition of exports effect. As there occurs 
throughout the period 1971/78 a substantial alteration in the 
composition of exports, with the share of manufactured products 

in the total exports (excluding fuels) having risen from 16. 0% 
in 1971 to 34.6% in 1978, it is interesting to presem the results 

obtained for the breakdown of the growth rate of manufactured 
exports. 

Table 4 

Sources of Growlh of Tolal Brazilian Exporls, Exclt1ding Fuels, 

m the Period 1971 /78 

Growth of World Trnde Effect 

Composition of Export.s Effect 

Destinstion of Exporte Effect 

Competitiveness Effect 

SOURCE: Elnboralion: IPEA. 
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(ln % of 

1971/78 

71.4 

-9.0 

-1.5 

39.1 

exports growth rate) 

Periodl! 

1971{74 1974{78 

64.8 100.9 

-0.1 --20.0 

-13.6 1.0 

48.9 18.1 



As can be seen in Table 5, 73. 8% of thc growth of 
m::mufactured exports between 1971 and 1978 is explaincd by 

the competitiveness effect trade effect, with the contribution 

of the composition of exports effect and the destination of exporu 

being negative, though fairly small. 

\.Vhen the two sub-periods are considered separately, the 

sarne tendency observed for total exports can be seen: the 

competitiveness effect explains a much larger part of the growth 
of manufactured exports between 1971 and 1974 (70.6%) than 

between 1974 and 1978 (42. 7%), although the growth rate 

in world trade of manufactured goods in the first period was 
approximately twice as Iarge as thc growth rate observed in the 
second period (annual average of 28. 7% and I 3. 8% respectively) . 

Table 5 

Sources o/ G,·owth o/ M.anufactured Exports in th� Period 1971 /78 

(ln % of the growth rate of manufactured exports) 

1971/78 1971/74 1974/78 

Growth of World Trade Effect 30.2 33.7 57.2 

Compnsilion of Exports Effect -0.1 -0.2 -0.l

Destinntion of E,cport.s Effcct -3.9 --4.5 -0.2

Competitivcness Effect 73.8 70.6 42.7 

SOURCE: EIAboralion: IPEA. 

Therefore, we can say that the rapid growth in the world 
trade of manufactured goods between 197 I and 1974 - together 
with the significant market gains obtained - led to an annual 
average growth in our manufactured exports of 63. 5%, compared 
to an average annual rate in the period 1974/78 of only 21 .6%, 
which reflects not only a smaller growth in the world trade 
of manufacturcd goods, but also a fali in the rhythm of penetration 
of our manufacturecl goods in the world market. 
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It can be argued that it was Brazil's extremely small share 

in the world trade of manufactured goods in the first years 

of the period that brought about these substantial market gains, 

which could not continue indefinitely, unless Brazil ceased to be 

a marginal exporter. However, as we will see, Brazil's share 

of the markets of the major industrialized partners in I 974 was 

still very small, suggesting that the evolution of the competitiveness 

of exportable manufactured products had an important effect 
on the performance of exports in the period. 

3. 4 - Evolution of the share of Brazilian exports in world trade

The data referring to the share of Brazilian exports in world 
exports show that Brazil increased its share of world trade more 

or less steadily between 1971 and 1977: from O. 922% in 1971 
to 1.31% in 1977. ln 1978 and 1979, Brazil's share went down 
in comparison to 1977, while in 1979 it was practically equal to 

that observed in 1974. 

Disaggregating this information for foodstuffs, beverages anel 
tobacco, raw material (excluding fuels) , and manufactured 
products, it can be seen that these aggregates do not behave 

uniformly over time. As is to be expected from the previous 
results, the most significant gains in terms of export share are 

to be seen on the parl of manufactured goods between 1971 and 
1974, when Brazil more than doubled its share of world exports, 

going from 0.197% in 1971 to 0.404% in 1974. Between 1974 
and 1978, its share in the world trade of manufactured goods 
also grew, the gains, however, being substantially lower than 

those obtained in previous years. 

As for the evolution of Brazil's share in the world exports 

of raw materiais, there can be seen a somewhat similar tendency 
to that observed in the case of manufactured products, with the 

difference that ali the gains obtained in the early years were 

Iost in the Iast three -years: between 1971 and 1975, Brazilian 

exports of raw materails, as a proportion of world exports, 

went up from 2. 069% to 3. 467% - that is to sa-y, an increase 

of over 50% - falling, however in 1978 to l . 967%, 
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Finally, for the item foodstuffs, beverages and tobacco, the 
evolution of Brazil's share in world trade does not present a 

clear pattern, the changes involved being fairly insignificant. 

This result is not surprising if we consider that Brazilian exporls 

already represent something around 4% to 5% of world exports 

in this item, showing that Brazil can hardly be considered a 

marginal exporter. 

Table 6 

Shm·e of Brazilian Exports in Wo>·ld Trade 

Years 

1971 

1972 

1973 

1974 

1975 

1976 

1977 

1978 

1979 

SOURCE: 

Foodstuffs, 
Beverages and 

Tobacco 

3.609 

4.131 

4.011 

3.953 

3.554 

4.350 

4.935 

4.056 

3.636 

Raw Matorials 
(excluding fuels) 

2.069 

2.198 

2.682 

2.625 

3.467 

3.015 

2.597 

1.967 

1.939 

1\-Ianufactured 
Producta 

0.197 

0.280 

0.337 

0.404 

0.414 

0.401 

0.458 

0.526 

0.595 

Y.arbook oj lnt.,...otionnl Trad• Slali1li<1 {UNO). 

(ln%) 

Total 
(excluding fuels) 

0.922 

1.065 

1.203 

1.178 

1.204 

1.250 

1. 319

1.159 

1.179 

The analysis of these data makes it possible to state that, 

between 197 I and I 974, the excellent performance of Brazilian 
exports was basically due both to the significant market gains 

of manufactured products, and the market gains, though smaller, 
of raw materiais. The sarne is not to be seen with equal intensity 

in the sub-periods 1974/78, when the market gains o( manufactured 

products, though less significant, were partly counterbalanced 

by the market lasses o( raw materials. 
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Table 7 presents the evolution o( Brazil's share of manufactured 

exports according to the principal markets. 

Briefly, it can be said that, for the period as a whole, the 

most significant market gains are to be seen for machines, transport 

material and equipment, and metal products, which between 

l 97 I and 1978 saw their share of the world market multiply
approximately three and four. times respectively. ln the American

market, the strong penetration of Brazilian exports of machines,
transport material and equipment is observed between 1974 and
1978. ln the European market, however, the great penetration

of Brazilian products classified under these two items it to be
seen basically between 1974 and 1978. ln the Latin America

Table 7 

Share o/ Bmzilian Manttfactured Export Pmducts in the l\farkets 

o/ ottr Major Partncrs and in World Trade 

(ln %) 

Chemit:!al Maehinea Metal Otber Total 
Countrie, Produch ond Product■ l\lo.oufadured Monuíoclured. 

EquipmeDt Producl• Producto 

Unil<!d Stalet1 1971 0.770 0.076 0.248 0.644 0.325 

1974 1.448 0.611 0.452 1.431 0.875 

1078 0.544 0.801 1.2M 1.328 1.021 

F.uropun Partner■ 1971 0.154 0.084 0.039 0.208 0.128 

1974 0.218 0.094 O.O& 0.442 0.222 

1g75 0.139 0.261 0.227 0.436 0.291) 

Arcentina 1971 1.074 5.828 5.058 8.6-15 5 34 8  

1074 2.760 7.331l 4.157 6.970 4.903 

1078 4 277 8.310 5.880 6.937 5.0IG 

Cbil• 1071 0.890 2.080 3.111 2.956 2.134 

1974 1.0·13 5.780 3.481 7 .667 4 .521 

1078 3.622 13.451 4.060 11.203 10.838 

1'.lesieo 1071 0.648 1.000 o. 741 1.36-1 0.077 

1074 1.036 2. ll62 0.61l5 1.652 1.053 

1078 1.242 3.381) 0.675 3.088 2.608 

World IQ71 0.210 0.128 0.176 0.310 0.197 

1074 0.347 0.315 o. 261 0.670 0.404 

1078 0.271 O.MI O.f>.15 0.Blll 0.526 

SOORCES: Anow>I Trad• Book (OECDl, Y,arboak oJ lnl,malional Trad• Slaluliu (UNO) 
aDd Co�rcio Erlorior do Bra1il (CACEX). 
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countries, lhe market share of metal products remained relatively 
stable throughout the period, while quite significant gains for 
machines and equipment are observed in both periods both in 

Chile and in Mexico. 

As for the products classified as other manufactured products, 

which include basically the products usually called traditional 

products, � Brazil's share in world trade doubled betwecn 1971 

anel 1978. It should be noted, however, that the market gains, 

both in the American and in the European market, are seen only 

between 1971 and 1974, while between 1974 and 1978 the share 

in both markets remained stable. ln Latin American countries, 

Brazil's share grew in both periods. 

As far as chemical products are concerned, our share in world 

trade in 1978 was little better than that observed in 1971. Both 

in the American and in the European markets, the market 

gains between 197 I and I 974 were more than offset by the lasses 

observed between 1974 and 1978, while in the Latin American 

countries Brazil increased its share in the two periods. 

Finally, we should stress the already significant share of 

Brazilian exports both in the Argentinian and in the Chilean 
markets and, though on a smaller but by no means marginal 

scale, in the Mexican market, suggesting that it would be difficult 

for our exports to these countries to continue growing at rates 

much higher than the growth rates of these countries' total exports 

The inverse situation can be seen in the European market, in 

which Brazil's share in 1978 was still totally negligible, being 

even lower (with the exception of machines and equipment) 

than that observed in 1971 in the American market, where 

only in I 978 clid it reach l %-

For 1980, these data are available only for the United States 

anel the European countries. When Table 8 is compared with 

Table 7, it can be seen that the share of Brazilian exports in 
the American and European markets remained relatively stable. 

� Thc mo!l important itcms in this aggrcgatc are tcxtilc manufactuttd 

products and footwcar. 
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At a more disaggregate level, only chemical products increased 
their share, although in both cases the gains observed were 
insufficient to recover the 1974 position. 

ln the next section, an attempt is made to analyse the evolution 
of the "competitiveness" of the Brazilian exports of manufactured 
products and ascertain to what extent it is possible to identify 
any relation between the evolution of "competitiveness" and 
trading performance. 

Table 8 

Slrnre o/ Brnzilian Exports o/ Manufactured Product.s in the 
American anel European Markets in 1980 

(ln %) 

Product.s United Statcs European Partners 

TOTAL 1.062 0.819 

Cbemical Products 1.013 0.179 

Macbines, Transport 

Ma\erial and Equipment 0.670 0.247 

Metal Products 1.516 0.334 

Other manuíactured Products 1.330 0.451 

SOURCES: Commodilu Trad• Sl<úi1liu - /980 (lJNO) and Com,reio Ezlrrior da Bro1il -
1980 (CACEX) 

4 - Evolution of the competitiveness of manufacturcd 
export products 

4. I Measures of competitiveness 

There are various factors that affect the competitiveness of a 
country's exports, such as the domestic rate of inflation, the 
rate of inflation in the rest of the world, the variations of 
productivity and the changes in the exchange rate. It is possible 
to develop a series of measures of relative prices and costs with 

a view to analyzing the evolution of the competitiveness of 
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exports, eac:h of them having advantages and disadvantages. Thc 
choice of the most adequate measure will depend basically on 
the nature of the markets of the products exported by the country 

and the share in international trade of the country in question. 

From the standpoint of demand, the relevant relative price 
variable for assessing the competitiveness of exports would be 
the ratio between the price of the coun try's exports and a weigh teci 

average of the prices of its principal competitors. From the 

standpoint of supply, measures of profitability and relative costs 
would be more adequate to assess alterations in the competitiveness 

of the exports. 

If the country is a price-taker in the international market 
and, therefore, the demand for its exports is infinitely elastic 
at the ruling pi-ice in the international market, it is to be expectecl 
that the relation between the price of its exports and that 
o{ its principal competitors will be more ar less constant over 

time, e in such a way that a measure of this type will hardly 
be of any use for assessing the country's trading performance. 
By way of an example, after a devaluation in the exchange rate 

the relative position of a country that is a marginal �xporter 
assessed by a competitiveness index of this kind does not change, 

in that the prices in foreign currency remain constant. However, 
the devaluation of the exchange rate should result, at least in 
the short term, in an increase in the profitability of the 
exports, with a positive impact on exports from the supply 
side, leading to a shift in sales from the domestic market to 
the foreign market. ln the medium and long terms, an increase 
in the profitability of the export sector should also lead to a 
transfer of resources to this sector and a consequent increase in 
its production capacity. 

Considering that Brazil is a marginal exporter of manufactured 
products, with only a small share of the international market, 7 

o \Vhcn 1he counlrics thal are being compared cxport very differcnl producu. 

it is possible that any changcs in thcse indicaton will reflccl changes in 

the relative pricc, of diffcrcnt baskcls of export goo<ls r:ithcr than changcs in 

competitivencss properly spcaldng. 

7 \Vith 1he cxccption of some countrics in l..:llin Amcrica. 
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the most relevant measures oE competiveness for analyzing our 
trading performance should be those of relative costs and 
profitability of exports vis-à-vis the domestic market. 

ln this section we will construct two inclices of competitiveness: 

a) Index of the real effective exchange rate for ind1;1stry
(O,) Lato sens11, this index is a measure of the evolution of the 
cost leveis of the industry in the rest of the world, in comparison 
with the evolution of the costs of the industry in Brazil. The 
evolution of this index will depend basically on the rate of 
inflation in lhe rest of the world, on the rate of inflation in 
Brazil, on the evolution of the exchange rate of the other 
countries in relation to the dollar, and on our exchange rate. 
Therefore, Brazil's competitiveness improves, and its export 
potential grows when the increase of the prices in the rest of the 
world is greater than that occurring in Brazil, both the prices 
being expressed in the sarne currency. 

Thus we can define: 

where: 

E = exchange rate index; 

Jf• = weighted average 8 of the índices of the prices, in 
dollars, of the industrial products of our principal trading 
partners; 9 and 

P = index of prices, in cruzeiros, of the industry in Brazil 
(column 26 Conjuntura Econômica) . 

8 The wcightings uscd wcrc thc sharc of cach country in thc total exporas 

of manufacturcd products 10 thcsc countrics in 1971 (1971, 1972, 197!1), 19H 

(1974, 1975, 1976, 1977) and 1978 (1978, 1979, 1980, 1981). For lhe quarterly 

series thosc observcd in 1980 wcre uscd. 

a lodices used: United Statcs, Japan, Belgium, and Chile: line 63a -
lnll!malional Financial Slalislics, and Francc, Gcrmany, Italy, Holland, Spain, 

England, Argentina, Mcxico, Paraguay and Uruguay: line 6!1 - lnlemalional 

Financial Slali.slia. 
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b) Inclex of thc profitabilily of the exports of manufactured
products (0R). 

This índex gives us a measure of the evolution of the 
profital>ility of exports compareci with sales to the domestic market. 
The evolution of this index depends directly on the behaviour 
of the índex of export prices in dollars - which in its tum 
should reflect not only changes ín the exchange-ratcs of the 
currencies of our principal trading partners in relation to the dollai 
and the behaviour of the price índices of these countries, but 
also changes in the relative prices of the basket of manufactured 
products exported by Brazil - on our exchange rate, on the levei 
of subsidies and the evolutíon of domestíc prices. 

Thus we can define: 

where: 

P! = dollar price índex of our exports (column 19 -
Conjunlui-a Econômica); and 

I + s = index which reflects changes in export subsidies. 10 

4. 2 - Resulta

4 .2.1 - Annual data

The first column of Table 9 presents the índex of the real effective 
exchange rate for the ínclustry in the pcriod 1971/81 - this índex, 
which gets dose to an índex of purchasing power parity, shows 
that Brazil had gains in competitiveness in the period, especially 
from 1978 onwarcls, although there was a fairly considerable 
fali in 1981. 

As we have saicl, this índex basically reflects changes in the 
industrial price índices in Brazil and in the rest of the world, 

10 For lhe period 1971/78, obtained from Musalcm (1981). Tbc last two 
)'C:tn of the series were estimated by Br:iga and llfarkwald (198�). 
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and changes in the currency quotations of our major partners in 
rela1ion to the dollar and in the Brazilian exchange rate. 11 

Thus it is possible to explain the changes in the real effective 
exchange rate both through the changes in the relation betwt'en 
lhe índices of industrial prices in dollars of our major partners 
and the American industrial price índex (column 2 of Table 9), 

Table 9 

Index of tlze Real Eff e e tive Exclzange Rate 
(1971 = 100.0) 

Years 
. p• 

JS• "f>usA 

'lf usA "JJJE 

1971 100.0 100.0 100.0 

1972 100.9 100.9 100.0 

1973 110.1 114.4 96.2 

1974 709.i 109.0 100.6 

1975 105.4 101.5 103.9 

1976 110.4 103.9 106.3 

1977 110.5 102.1 108.2 

1978 116.6 106.4 109.6 

1979 132.9 112.5 118.1 

1980 150.5 113.4 132.7 

1981 128.7 164.7 122.9 

SOURCES: Conjuntura. Econdmiea. (FGVJ, Boldim da Banco Central and lntem1 lfrmal Financial 
Slalialic,, Vol, I (IMF). 

and through the varia1ions ín Lhe relation be1ween the industrial 
price index in lhe United States and the index of industrial 
prices in dollars in Brazil (column 3 of Table 9) . As can be 
seen from column 2 of Table 9, the gains in competitiveness 
observed in 1973 are basically due to the appreciation in the 

11 Notice that: 
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currencies of our principal partners in relation to the dollar. 

Between 1973 and 1977, the real effective exchange rate remained 

reasonably stable: if the weighted average of the índices of 

industrial prices in dollars of our principal partners grew Iess 

than or at the sarne rate as the American index, the dollar price 

index of industry in Brazil grew at Iower rates than that 

observed in the United States. Between 1978 and 1980, significant 

gains in competitiveness were observed, resulting not only from 

the appreciation of the currencies of our major partners in 

relation to the dollar, but also from the fact that our índex of 

industrial prices in dollars grew at lower rates than that observed 

in the United States. ln 1981, however, there was a significant 

appreciation in the real effective exchange rate for industry, due 

both to the devaluation of the currencies of our principal partners 

in relation to the dollar, and also to the fact that our índex 

of industrial prices in dollars grew above the American industrial 

price index. 

When one considers the evolution of the profitability índex 

of exports in relation to sales in the domestic market, its behaviour 

throughout the period is seen to be quite different from the 

l>ehaviour of the index of the real effective exchange rate. As

can be observed from column l of Table 10, significant gains

in competitiveness in the period were seen between 1971 and 1974,

when the proiitability of exports in relation to sales in the

domestic market increased by 70%. Between 1974 and 1980 this

index, despite small oscillations, remained relatively stable,

there being, however, a significant fali in 1981.

It is possible to explain the changes in the índex of export 

profitability in relation to sales in the domestic market by reference 

to the evolution of the levei of export subsidies (column 2 
table 10) and of the relation between the índex of export 

prices in cruzeiros and the domestic price índex (column 3 of 

Table 10). 

As can be seen from columns 2 and 3 of Table 10, these 

variables affect the profitability of exports in different ways 

according to the periocl under consideration. Between 1970 and 

l 974, the increase in the profitability of exports vis-à.-vis sales in
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the domestic market is explained basically by the favourable 
evolution of export prices in relation to the domestic prices, 
the changes in the levei of subsidies being small. Between 1974 
and 1979, there can be seen a falling tendency in the rela tion 
bctween the índex o( export prices in cruzeiros and the índex 
of domestic prices, which to a certain exten t is neutralized by an 
increasc in export subsidies. 12 ln 1980, despite the increase in 
export prices in relation to domestic prices, the fall in the levei 
of subsidies 13 was not reílectecl in a significant increase in the 
profitability of exports in relation to sales in the domestic market. 
From 1981 onwards, despite the partia! restoration of the IPI 
premium-credit, the considerable fall observed in the relation 
P! E/ P resulted in a substantial reduction in the profitabilit' 
of exports. 

On thc ot.her hand, it is possible to explain the behaviour 
of the relation betwcen the index of export prices in cruzeiros 
and the domestic price inclex by re(erence to the evolution of 
the relation between the índex of cxport prices in dollars and the 
weighted average o( the indices of industrial prices in dollars 
of our principal partners (column 4 of Table IO) and the real 
effective exchange rate (column 5 of Table 10). 

As can be seen from columns 4 and 5 of Table 10, the 
considerable rise in the relation between the índex of export 
prices in cruzeiros and the domestic price index in the period 
1970/74 is due not only to the fact that the prices of the basket 
of manufactured goods exported by Brazil grew well above the 
industrial price average of our partners [see Cardoso and 
Dornbusch (1980) ], but also to an increase in the real effective 
exchange rate. From 1974 onwards, there can be seen a systematic 
reduction in the relation between the index of export prices 
in dollars and the weighted average of the dollar price indices 

12 ln this pcriod there can be seen an incrcase in financial subsidies for 

cxporu, a conscqucnce not only of the incrcase in the pari financed, but 

also a re.ult or lhe maintcnancc of nominal intcrcst rates, dcspite the rapid 

infla1ion. 

13 ,vith 1he maxi-devaluation of Decembcr 1979, the IPI premium-credit wat 

climinatcd, bcing parlially rcstored in l\farch, 1981. 
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Table 10 

lndex of Profitability of Exports vis-à-vis Sales in the Domestic 

Market 

Years 

1971 

1Q72 

1973 
1974 

1975 
1976 

1977 
1978 
1979 
1980 

1981 

1982• 

PiE 
(l-a) 

p 
(1) 

100.0 

108.8 

139.7 
170.7 

167.3 
164.5 

172.9 

164.5 
169.7 

170.1 
147.4 

SOURCES: Tho ■ame a■ Tahle O. 

ªData rcferriDI to tbc (irat ■omeetu. 

(1971 = 100.0) 

1 - s 
P;E Pi E 

p 
-=- pe 

p p 

(2) (3) (4) (5)

100.0 100.0 100.0 100.0 

100.7 108.0 107.1 100.Q

102.0 137.0 124.6 110.1

103.4 165. l 150.6 109.7

110.3 151.7 143.9 105.4

118.0 139.4 126.3 110.4 

116.3 148.7 134.5 110.5

117.3 140.2 120.3 116.6

113.2 149.9 112.8 132.9

107.5 IFS.2 105.0 150.5

113.1 130.3 101.3 128.7

116.8

of our principal partners, which is partly offset until 1980 by an 

increase either in the real effective exchange rate, or in the 

subsidies. 

In 1981 and in the first semester of 1982, there can be seen 
a considerable reduction in the relation between the cruzeiro price 
índex of Brazilian exports and the domestic price índex. This 
reduction, as we shall see below, may to a large extent be 
attributed to the appreciation of the real effective exchange rate, 

which resulted not only from the appreciation of the cruzeiro 
in relation to the dollar, which occurred after the maxi-devaluation 

in December 1979, but also from the depreciation of the currencies 
of the major trading partners in relation to the dollar. 
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ln brief, it can be said that the increase in the profitability 
of exports in relation to sales in the domestic market which 
occurred between 1971 and 1974 may, to a large extent, be 
attributed to the favourable behaviour o( the prices of the basket 
of manufactured products exported by Brazil and, to a lesser 
degTee, to the exchange policy and export subsidies. Between 
1974.and 1980, the profitability of exports in relation to sales in 
the domestic market remained reasonably stable, despite small 
oscillations. ln this period, the relative stability o( this index 
was due to the rise in the real effective exchange rate and the 
rise in export subsidies, which partly offset the unfavourable 
evolution o( prices o( manufactured products exported by Brazil 
in the international market. ln l 981, the price of exports in relation 
to domestic prices fell considerably, due mainly, as we shall see 
below, to the appreciation of our real effective exchange rate, 
which resulted in a substantial loss o( profitability for tl1e 
export sector. 

4.2.2 - Quartel"ly data 

To analyze the evolution of the compet1t1veness o( exports after 

the maxi-devaluation of the cruzeiro in December 1979, we have 

constructed quarterly indices of the real effective exchange rate 

for industry and of the "profitability" of exports in relation to 

sales in the domestic market up to the second quarter o( 1982, 

based on the first quarter of 1980. ln the absence of any 
measurements that would enable us to observe quarterly alterations 

in the levei of export subsidies, the "profitability" index o( 

exports in relation to sales in the domestic market, in this case, 

reflects only alterations in relative prices. 

As we can see from column 1 of Table 11, the gains in 
competitiveness resulting from the maxi-devaluation of December 

1979 had already been annulled at the beginning of 1981, while 

in the second quarter of 1982 a 42% devaluation of the cruzeiro 
was necessary to put the real effective exchange rate hack to 
the levei of the first quarter of 1980. The considerable fall in thc 
real effective exchange rate, which more than offset the 
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maxi-devaluation of December 1979, may be attributed to two 

factors, as we can see from columns 2 and 3 of Table 11, which 
present, respectively, the evolution of the weighted average of 

the industrial price indices in dollars of our principal partners in 
relation to the American industrial price index and the evolution 

of the industrial price index of the United States in relation 

to Brazil's industrial price index. 

Table II 

Real Effective Exchange Rate ]ndex 

(1st Quarter of 1980 = 100.0) 

Years 
E 

p• 
Jf• Pus.1 

-Pus,1. P/E 

1980 I ]00.0 100.0 100.0 

II 95.0 100.5 94.6 

III 88.2 102.7 85.8 

IV 83.9 102.6 81.8 

1981 I 79.4 99.1 80.1 

II 75.5 91.8 82.3 

III 75.6 90.7 83.3 

IV 79.6 93.5 85.1 

108'J I 74.6 88.7 84.0 

II 70.2 87.4 80.0 

SOURCES: Tho aamo u Toble O. 

Throughout 1980, the reduction in the real effective exchange 

rate may be attributed basically to the fact that the devaluation 

of the exchange rate was lower than the differential of Brazilian 

inflation in relation to American inflation, as a result of íixing 

the exchange clevaluation well below the rate of inflation. From 

the first quarter of I 981 onwards, the fali in the real effective 

exchange rate was due to the devaluation of the currencies of our 

179 



principal partners in relation to the dollar, 14 the devaluation of 
the cruzeiro in relation to the dollar having approximately 
accompanied the differential of Brazilian and American inflation. 

Given the considerable appreciation of the real effective 
exchange rate in the period, a very favourable reaction on the 
part of the relative prices of the basket of manufactured products 
exported by Brazil would have been necessary for this phenomenon 
not to have an unfavourable impact on the profitability of our 
exports in relation to sales in the domestic market. ln fact, 
however, this did not occur. As we can see from column 2 of 
Table 12, which presents the evolution of the dollar price inclex 
of exports deflated by an index that reflects the weighted average 
of the industrial price indices in dollars of our principal partners, 
from 1981 onwards the dollar price of the manufactured products 
exported by Brazil falis in relation to the evolution of the 
weighted average of the dollar price indices of our principal 
partners, aggravating even more the fali in export profitability 
due to the appreciation of the real effective exchange rate: 
overlooking alterations in the levei of export subsidies, it would 
have been necessary, in thc second quarter of 1982, to have a 
56. 7% devaluation in our exchange rate for the profitability
of exports in relation to sales in the domestic market to reach the
sarne levei as the first quarter of 1980.

The quarterly indic.es of export "profitability" show, 
therefore, that not only throughout 1980 were the effects of the 
maxi-devaluation of December 1979 practically annulled, but 
also, even more important, the devaluation of the currencies 
of our principal partners in relation to the dollar and the fali 
in the prices of our export products, when compared to the 
evolution of the industrial prices of our principal trading partners, 
resulted in a considerable drop in the "profitability" of exports 
vis-à-vis sales in the domestic market. 

H The relation betwecn lhe weightcd average of thc pricc índices oi our 

principal partners and thc Amcrican pricc index does not allaw us to assess 

correctly the real devaluation of lhe currencies of the othcr partncrs in rclation 

to the dollar, seeing that it incl udcs the American price indcx in the 

numerator, with a high &harc. 
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Table 12 

Evolutio,i of the lntlcx of Prices in Crnzefros of the Exports of 
Manufactm·ed Goods vis-à-vis the Industry's Wholesalc 

Price lndex 

(1971 - 100.0)

Yeani 
P;E p• E 

p• 
-=r-

--ª-

T p• 

1980 I 100.0 100.0 100.0 

II 96.5 101.5 95.0 

III 89.9 101.9 88.2 

IV 86.0 102.4 83.9 

1981 I 79.0 99.6 79.4 

II 72.2 95.6 75.5 

III 71.7 94.9 75.6 

IV 67.9 85.3 79.6 

1982 I 67.4 90.4 74.6 

II 63.8 90.9 70.2 

SOURCES: Tho aomo •• Table O. 

4. 3 - The competitivene.ss and performance of the cxports

of manufactured products 

\.Yhen we compare the evolution of the profitability of exports 

of manufactured products (Table 10) with the evolution o( the 

share of our exports o( manufactured products in the markets 
of our principal trading partners (Tables 7 and 8), it becomes 

clear that thcre is some positive association between market 

gains and an increase in export profitability: it is precisely between 
l 97 I and 1974 when the profitabili ty of exports in relation to

sales to the domestic market increased by 70%, that the Brazilian
export share in the American market went from O. 325 to O. 875%

and practically doubled in the other countries under consideration,
with the exception of Argentina. lt is true that between 1974

anel 1978, despite the relative stability of the export profitability
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index in relation to sales to the domestic market, there can 
still be seen an increase in the Brazilian export share of 
manufactured products in the American, European and Latin 

American markets. However, in the American and European 
markets, these gains are explained exclusively by the performance 
of metal products and machines, transport material and 
equipment. 111 When we compare the evolution of the relation 
between the index of prices in cruzeiros of exports of machines, 
transport material and equipment and the wholesale price index 
of the capital goods sector, what can be seen in the period 1974/78 
is that the index of export prices in cruzeiros grew more rapidly 
than the wholesale price índex in this sector, which would 

Table l! 

Relation Between the Cruzeiro Price lndex o/ Capital Goods 

Exports and the Wholesale Price Index of the Sector 

Years 

1971 

1972 

1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

1982• 

(1971 = 100.0) 

SOURCES: Con;w,turo R,on.,,,.ieo and Boletim do Boneo Cmlrol. 

•Data reforrina to l.ho !irai oemeoter. 

100.0 

100.8 

103.5 

112.4 

113.5 

121.8 

120.1 

115.9 

127.8 

143.4 

111.8 

107.0 

lli For thc othcr groups of producu, our sharc tcnds to rcmain stablc ar 

cvcn fali. 
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indicate that this group of products would also have presented 
gains in competitiveness between 1974 and 1978. 16 

Between 1978 and 1980, the Brazilian export share, both in 
the American and in the European market, remained more or 
Iess stable, both at an aggregate and disaggregate levei, at the 
sarne time as there can also be seen a certain stability in the 
export profitabili ty índex. 

These results, therefore, confirm the importance of the 
"profitability of exports vis-à-vis Lhe domestic market" variable 
as an explanatory variable of the commercial performance of the 
country. 

5 - Summary and conclusions 

During the I 970s there was a considerable diversification of 
Brazilian exports, both in terms of products and markets. Analyzing 
Lhe evolution of expons throughout the period, one can see a 
clrastic change in the direction envisaged by the theory: the share 
in exports of manufactured products went up from 16% in 1971 
lo 38 . 9% in 1980. 

Among the manufactured products, the greatest gains are to 
be seen in the more technologically sophisticated and/or more 
capital intensive sectors, such as machines, transport material 
and equipment and metal products, which in 1980 already 
represen ted, respectively, 17 . 4% and 6. l %, of our total exports 
and 44 . 7% and 15. 7% of our exports of manufactured products. 

ln terms of the Oow of trade, there can be seen a certain 
deconcentration of exports between 1971 anci 1974, with a 
reduction in the sharc of traditional markets, such as those of 
the countries considered in the total of our exports. Considering 
only manufactured products, between 1971 and 1974 there was 
a rise in the relative importance of the American market and a 
quite consiclerable reduction jn our export share to the Latin 

18 It is also truc, howcvcr, that, dcspitc thc growth of this índex between 

1978 :md 1980, our sharc fel] slightly in thc American markct and rcmaincd 

stablc in 1he Europcan markct. 
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American countries, a trend that was invertecl between 1978 
and 1980. Among the manufactured products, we should stress 
the growing importance of the American market for machines, 
transport material anel equipment in the early years and of the 
European market between 1974 anel 1978, together with a 
considerable fali in the importance of the Latin American market: 
while in 1971 the principal Latin American partners absorbed 
48.9% of our exports .of this item, in 1978 this percentage fell 
to 22. 7%. Between 1978 anel 1980, this trend was inverted, 
reelucing the share of the United States in our exports and 
increasing that of the Latin American partners. Also in relation 
to the exports of metal products, there can be seen a similar 
trend, increasing the relative importance of the Arnerican and 
European markets, while there is a fali in our export share to the 
principal Latin American markets. 

In the period 1971/78, the growth rate of total Brazilian 
exports (excluding fuels) was hig:-ter than that of world trade: 
Disaggregating into sub-periods, however, it can be seen that, on 
average, the growth rate was higher than that of  world trade 
only for the sub-period 1971/74, while in the sub-period 1974/78 
the annual average growth rate is practically identical to that 
of world trade. 

The excellent performance of Brazilian exports between 1971 
and 1971 can be attributed to the significant market gains made 
by Brazil, which explain in this period 48. 9% of the growth 
rate of ali exports, and 70. 6% of the growth rate of manufactured 
exports. For the sub-period 1974 /78, when total exports grew 
on average at the sarne rate as world trade, the "competitiveness" 
effect explains 18.1% of the growth rate and is counterbalanced 
by the composition of exports eCfect, which had a negative impact 
on lhe growth rate, elue to the fact that our exports were 
concentra ted on slow growth products eluring this period. As for 
manufacturecl goods, the "competitiveness" effect between 1974 
and 1978 still made an important contribution, though far 
smaller than that observed between 1971 anel 1974. 

Despite the high growth rates of the exports of manufactured 
proelucts in the perioel, substantially higher than those of world 
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trade, Brazil's share in the American and European markets, 
especially the latter, was still very small in 1980. 1n the markets 
of the principal Latin American partners, however, the Brazilian 
export share could, by 1978, no longer be considercd marginal, 
and it must have gone up even more in recent years. 

When we analyze together the evolution of the export 
profitability índex and the evolution of the share of Brazilian 
exports of manufactured goods in the rnarkets of our princ_ipal
partners, the existence of some association between market gains 
and an increase in export profitability becomes clear: it is 
precisely in the sub-period 1971 /74, when the profitability índex 
of exports compared to sales in the domestic market grew 
significantly, that Brazil increased its share in the world trade 
of manufactured goods significantly. If we also consider that 
it is precisely in this sub-period that not only did world trade 
grow at very high rates (more than twice the average rate for 
the sub-period 1974/78), but also the Brazilian industrial sector 
found itself operating with a small margin of idle capacity, then 
the role played by the increase in the profitability of exports in 
the trading performance of the country becomes even more 
apparcnt. 

From 1979 onwards, the economic strategy put into practice 
in the majority of developed countries has been characterized by 
the introduction of restrictive monetary policies, aiming at 
reducing internai demand and, in this way, controlling Lhe rate 
of inElation and improving the balance of payments by means 
ol reducing imports and increasing exports. As a result of these 
policies, a considerable reduction has been observed in the levei of 
economic activi_ty in the majority of industrialized countries. 

One consequence of this phenomenon has been the externai 
squeeze today observed in almost all the developing countries. 
The maintenance of this strategy on the part of the leader countries 
suggests prospects of low growth rates for these economies and, 
iherefore, for world trade in the short and medium terms. ln 
this way, the possibility open to Brazil to generate high positive 
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trading balances, by way of export growth, would be to increase 
its share in worlcl trade. Such an objective would demand an 
exchange rate policy designecl to raise the competitiveness of the 
export sector. 

However, this is not what has been happening in the last 

two years. Tied to the need for attracting foreign resources, the 

post-1980 Brazilian exchange rate policy has pursued the aim of 

reducing the costs o{ foreign currency loans, thus producing a 

significant exchange rate Iag. Were it not for the existence of 

a growing volume of varied subsidies, both of a fiscal and credit 

nature, the loss of competitiveness of the export sector ,vould 

have been even greater in recent years. ln a situation of general 

market tightening, the policy practised until February 1982 

- exchange rate lag and export subsidies - became increasingly

more problematic, both because of the possibility of retaliation

on the part of the trading partners and also as a result of its

effect on the increase of the public deficit. Considering also that

the situation was aggravated by the fact that Brazil had ceased

to be, in many markets, a supplier of negligible importance and,

therefore, with its policy of export promotion being closely

watched, the remaining alternative was an active exchange policy

as a way of gaining space in international trade.

The maxi-devaluation of the cruzeiro in relation to the dollar 

that occurred in February 1983, when analyzed strictly from the 

point of view of the competitiveness of Brazilian exports, was 

a necessary measure to bring about an alteration of relative 

prices in favour of the export sector, if it is believcd that the 

performance of exports, particularly of m:mufactured products, 

is closely associated to the profitability of exports vis-à-vis the 

profitability of sales in the domestic market. 

Finally, as for the size of the devaluation (30%), this 

appears to have been sufficient to restore the competitiveness 

of Brazilian products in the international market, if we consider 

the export performance in the short period after the 

maxi-devaluation. 
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Social welf are: diagnosis and prospects 

Francisco Eduardo Barreto de Oliveira •

Maria Emília R. M. de Azevedo ••

I - Introduction 

It would be difficult lo find anyone who doubts the importance 

of a social security system. However, the debates on such a vital 

subject have been limited to an extremely short-sighted view of 

the internai workings of the Brazilian Social Welfare System. 

Furthermore, even in this restricted context, attention has been 

given to transitory, superficial ar even secondary aspects, causing 

cnormous confusion in public opinion and even in more informed 

circles. Deficits, fraud, misappropriation of resources. 

bureaucratization of services are given generous coverage by the 

news media. Obviously they are problems that are disturbing, 

as they directly affect the general public and the contributor's 

pocket. But quite clearly they are not the main problems. 

Therefore, it is necessary to analyse more cautiously the 

cyclical crises that scem to constantly afflict the Brazilian Welfare 

System, if we are to identify the real causes of imbalances. 

Although there is no ideal "technical solution", as the 

conflicting interest can only be reconciled through the political 

process, there is a need to discuss objectively certain central 

issues in the field of Welfare and Social Assistance. 

Edilor"s note: Transla1ion n:viscd by 1hc author. 

• IPEA/INPES and lccturcr ai EE/UFRJ. 

•• IPEA/IPLAN. 
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The firsl question concerns the economic viability o( the 
system, that is to say, the relationship between the cost of the 
programs and the activities and the capacity to generate resources 
from the economy in which the social security system operates. 

Equally importam is the discussion of equity, concentrating 
basically on an analysis of who pays and who benefits from 
the system. 

ln reality, both the question of viability and equity are two 
facets of the sarne problem, in the sense that one cannot, in 
general, disassociate the amount of the 'bill' to be paid/received 
from who is going to pay it/receive it. 

It is also importam to bear in mind that the precise definition 
of what is viable and/or fair depends, within ccrtain limits, on 
the society's scale of values and on the efficiency of the mechanisms 
through which these values form a basis for the effective action 
of the Statc. ln other words, beyond certain absolute impossibilities 
- such as situations where the "bili to pay" is greater than the
capacity for payment - there are, in general, innumerable
alternatives for a Social Security system whose "viability and
equity" are only and exclusively functions of a political definition
of the society as to the objectives to be attained and the levei
and distribution of the corresponding burdens.

What are the risks that should be covered by a social security 
system? \Vhat levei of coverage? Who should pay, how should 
they pay and who will benefit from the system? These and many 
other questions really need to be discussed in depth, questions 
which Jie at the very roots of the social security system. 

One can see therefore, that from this point of view, no 

discussion about social welfarc and assistance can ever be carried 

out in an i5olated way, umelated to the socio-political institutional 

context in which the system operates. 

ln the final analysis, what Í!i being discussed are questions 

of an ethical, moral or doctrinaire character as to the limits 

and fonns of relationship belween the State and the individual 

to which there is no reply without each one making his own 

value judgement. 
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The objective of the article is to make a contribution, within 
the modest limits of the authors' knowledge, towards an informed 
discussion of these broader questions. For this reason, the basic 
approach is to supply the reader with data and information 
that will allow him to form his own opinion of the problems 
related to Social "'\,Velfare and Assistance in Brazil. 

lt is worth remembering that at the moment our knowledge 

of the problem is such that it is difficult to formulate alternatives 

which are efficient from the economic-financial point of view 

and at the sarne time reasonably fair on the social plane. On the 

other hand, a broad and informed discussion of the problem 

itself might lead to the emergence of alternative solutions. It is 

important to make clear that the scope of this broad discussion 

should obviously go beyond the ambit of the executive power, 

and focus, in a more representative way, on the ambit of society 
in general. 

2 - The evolution of social security in Brazil 

The origins of the system of social protection in Brazil go back 

to the birth of the nation itself. Even in colonial times, there 

existed some social assistance institutions such as the Santas Casas 

that provided relief for the poor. As Barroso Leite and Paranhos 

Velloso (1962) point out "it seems true, even from the practical 
point of view, to consider the Santas Casas, the pension societies 

and charitable institutions as marking an embryonic phase, as 

mere forerunners of social welfare ... ". 

Thus, to ali intents and purposes, Legislative Decree No. 

4.682, January 24, 1923 - more widely known as the Eloy Chaves 

Law - which introduced Retirement and Pension Funds for 

the employees of the railway companies, marks the beginning of 

social welfare as we know it today. Diagrams l and 2 provide 

a synthetic picture of the evolution of Brazilian social welfare, 

dividing it up into 4 _phases. 

The first phase, nmning from the enactment of the Eloi 

Chaves Law until the beginning of the thirties, operated on 
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Diagram I 

EVOLUTION OF SOCIAL WELFARE IN BRAZIL 

ELOY CHAVES L AW 
1923 

COMPANY LINKED 

• Start oi Amalgamation oi Retirement and Pension Funds

1930s • Establishment oi Retirenient and Pension lnstitutes

OCCUPATION LINKED 

• Qrgonic Law oi Social Wellare ( LOPS )

1960 s • Setting up oi National lnstitute of Social Wellare ( INPS ) 

1970s 
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INSTITUTIONAL 
UNIFIC ATION 

• Setting up oi Pró-Rural

• Formation of M inis try of Social Welfare and Assis tance
( M PAS)

• Setting up of Nationol System of Sociol Welfore ond
Assistance ( SINPAS)
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□logram 2

POPULATION COVERED 

Smoll Number of 
FUNDS 

Associo te Members 

\ 
Virtuolly ali Ur bon 

INSTITUTES Workers ond o Good Numbe r of 

Self-Employed Workers 

\ 
lnclusi on of Employers ond 

LOPS Sei f - Employed Workers .os 

Compulsory Contributors 

\ 
Everybody Exercising o Poid 

SINPA S 
Ocupotion 

1 ncluding Domestic Servonts ond 

Rural Workers ) 

a company linked basis, through a system of "funds", each 
with relatively few associate members. This was followed by an 

occupation linked stage, with the creation of the famous institutes. 
Though the majority of urban workers were already covered, there 

continued to be a marked disparity between the benefits 

offered hy the various institutes. After a long drawn out passage 
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of fourteen years, the Organic Law of Social Welfare was 
finally passed by the National Congress in I 960, unifying the 
various systems and paving the way for future institutional 
unification with the foundation of the National Institute of 
Social Welfare - INPS in 1967. The Organic Law, among other 
importam provisions, included also for the first time self-employed 
urban workers as compulsory contributors. 

Paradoxically, though Brazil was still a predominantly rural 
country, all the legislation for the social protection of the worker 
was aimed almost entirely at urban activities. 

The 1970s marked the start of the fourth and final phase 
in the evolution of the Brazilian welfare system, that is to 
say, the so called universalization stage. ln 1971, rural workers 
began to receive coverage with the setting up of PRó-RURAL 
which, although offering a plan of benefits considerably more 
limited than that offered to the urban worker, marked a 
significam step forward in the field of social justice. 

The objective of achieving a redistribution, a fundamental 
element in a true system of social security, clearly predominates 
over the principie of strict proportionality between contributions 
and the value of benefits. inherent in private insurance. Some 
of the most important examples of this tendency were the 
establishment of FUNRURAL, of Welfare Assistance (AP) and 
the setting up of the Rapid Action Plan (PPA). 

The National System of Social Welfare and Assistance 
- SINPAS established through Law No. 6.439, September 1977,
is nothing more than the product of various functionaI·
specializations of the welfare organs. (see Table I).

ln sum, the Brazilian system of Social Security, on completing 
50 years of existence, has also l'eached a phase of institutional 
maturity, characterized by practically universal coverage and by 
the wide range of services offered. The new stage of development 
is likely to concern itself with giving equality of treatment to 
certain groups of recipients, eliminating the final discriminatory 
features still existing in the system. 
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Table I 

Function 

- Social Secmity

- Medical/Dento.! A.ssistance

- Pharmnceutical A.ssistance

- Fiscal and Financial Adnúnistration

- Data Processing

- Social A.ssistance

Necdy 

Minora 

Organ 

INPS 

INAMPS 

CEl\,lE 

IAPAS 

DATAPREV 

LBA 

FUNABEM 

Despite the crisis in the economic-financial field, it cannot 
be denied that thc social welfare system represents a significant 
conquest for the Brazilian people. It is important, however, to 
see this 'conquest' as being not only a set of rights but also a 
set of obligations. 

The crisis could bring about a deep inquiry into lhe workings 
of the welfare system which may Iead to a redefinition of its 
development. Social Welfare and Assistance is not in danger of 
going bank.rupt, as some people have feared. Now, as at many 
other times in the past, perhaps we have reached the rlliment 
when it has become necessary to adjust the objectives of the 
Welfare System to the political, economic and social realities of 
the countr}' as it is today. 

3 - Revenue and e:x:penditure 

3. I - Revenue

J .1 .1 - Sow·ce of revenue

The costs of maintaining the Brazilian Welfare System are met 
by revenues from Social Security contributions, Federal Government 
contributions and other revenues. 
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The revenues from contributions are made up, basically, 
of compulsory contributions which are levied on the pay-roll of 
urban companies and of contributions made by salaried employees, 
employers, self-employed persons, domestic workers and others. 

The percentage figures for these contributions are, at 
present, the following: 

Urban Employees - General System - varies according to 
the salary, up to a ceiling of 20 minimum wages: 

Up to. 3 

3 to 5 

5 to 10 

10 to 15 

1•·1vrw 
Bracket Percentage 

8.50 

8.75 

9.00 

9.50 

- Urban Companies - levied on the pay-roll, up to a limit
of 20 minimum wages: 

Breakdown 

Employee Complement Genera.l System 

Rural WeUare Cont1ibution 

Family Allowance 
Matemity Allowance 
131.h W�ge1 (average) 
Work Accident lru;urance (v3rics according to the 
ri.ele.e in the activity, from 0.4; 1.2 or 2.5) - Average 

Percentage 

10.00 
2.4 

4.0 

0.3 
1.5 

1.8 

10n the occaaion oí p11yin1 tbe 13th wa1c the employer w1ll recflive· .o. 1um caloula.tfld ora th1 
av1ra1e o[ wa1e■ paid durina: the year, around O. 72% 

- Rural Companies - 2. 5% contribution, based on the
value of the product when first commercialized. 

- Self-Employed Persons - and Contributors in Double
- l 9. 2% contribution based on earnings, according to a table
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of base-wages, which increase progressively depending on the time 
of contribution. 

Starting out from this general rule, there are certain variations 

in the other contributions. 

The contribution from the Federal Government is defined, 
by law, in tenns of defraying the costs of personnel and general 
administration in the organs that make up SINPAS, that is to say, 
INPS, IAPAS and INAMPS. At present, it includes resources 

obtained from contributions levied on lotteries, horse racing 
competitions and the ex-refinery price of automotive fuels, which 
constitute the so-called "Welfare Quota" and the surplus from 
the Third Party contribution (Decree-Law n.0 l.867 /81). 1 

Schematically, Social Security revenues are rnade up of the 

following items: 

Total Revenue 

1. Own Revenue 
. Compulsory Contributions 
. Others 

2. Funds from Federal Government 

Averae;e 1971/82 
(100%) 

93 

89 

4 

7 

The compulsory contributions, in their tum, are made up 
as follows: 

Revenue from Compulrory Contributiom1 
1. Based on Pay-Rolls - Urban 

. Employee Contribution

. Employer Contributio11 
2. Based on Rural Production

1981 

100% 
96 

33 

63 
4 

1 Com!sponding to thc allocations to SESI, SENAI, SESC and SENAC based 

on thc part of thc payroll bctwecn 10 times lhe grcatcst rcfcrcncc valuc and 
thc contribution cciling. 
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ln general terms, the most important features in the financing 
structure of Social Welfare can be summarized as follows: 

• About 85% of total revenues come from contributions
levied on urban pay-rolls. Hence, one can infer that any variation 
in SINPAS's revenue is determined, theoretically, by variations 
in urban employment and real average wages. 

• Only 28% of total revenue comes directly from worlc.ers'
contributions. The rest is paid by companies or society in general, 
through a possible, though unquantifiable, repercussion of the 
companies' contribution on prices. 

• Rural Welfare is, theoretically, subsidised by urban
companies, which lends support to the finding that there is no 
strict connection between the individual's direct contribution and 
the benefit he receives or will receive. 

3 .1.2 - Evolution of Revt:nut:

Table 2 shows the performance of total revenue in the Welfare 
System in the 1971/82 period. One can notice, in a general way, 
that there has been a reduction in the percentage share of other 
revenues and an increase in contribution revenues. 

As for the participation of the Federal Government, one 
can observe a general declining tendency in percentage terms 
up to 1980, with some recovery after this data. 

Throughout the seventies, revenues from contributions grew 
extremely rapidly, at rates even above that of the GDP. This 
fact can be explained by the influence of various factors, of 
which the most important were: increase in the ceiling of 
contributions (from 10 to 20 minimum wages), increase in the 
percentage contribution of self-employed persons, adoption of new 
rates (for example: 2. 4% contribution rate for rural welfare) 
and the incorporation of social groups not previously covered 
(for example: domestic workers) . Alongside these factors of an 
insútutional nature, there was also the rapid process of economic 
development and urbanization that the country was going through, 

which brought about a large increase in Social Security contributors. 
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R1mu1 11nm Saciai Smrill Canui,111ians 
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Table 2 

Revenue Evolution of FPAS by Category 1971/82 

(At Current Values) 

R1nnua " 1971 

Cri Millinn 10,166 

83,44 

C!I Millinn 1,338 

" 10.98 

Ctl Millinn 680 

5.58 

Cri Mrllian 12.184 

" 100.00 

1972 

15,300 

85.42 

1,7!5 

9.10 

857 

4.78 

17,912 

100.00 

1973 1974 

22,266 32,733 

87.05 88.81 

2,169 2.!62 

8.48 6.95 

1,142 1,561 
4.47 4.24 

25,577 36,156 

100.00 100.00 

1975 1976 1977 1978 

49,148 78,793 124,594 188,038 

88.21 88,04 89.68 87 .97 

3,479 5,560 9,856 12,743 

6.24 6.21 7.09 5.96 

3,090 5,142 4,487 12.967 

5,55 5.75 3.23 8.07 

55,717 89,495 138,937 213.748 

100.00 100. 00 100.00 100.00 

SOURCE: MPAS Casting Graup rnd FPAS Amunts. 

1979 1910 1981 1982 

304,315 582.687 1,199,131 2,962,519 

92.10 91.62 87.61 93.06 

16,600 33,139 130,428 145.4371') 

4.94 5.21 9.63 4.67 

9,946 20,177 39,116 7E.392 

2.96 3.17 2.86 2.37 

330,861 636,003 1,368,675 3,183,348 

100.00 100.00 100.00 100.00 

• ln 1111 Fii••I Grr,,m1D1nl canuibrrtians 111 1982, 11" 1munu da nDI includ1 u thanu, 1111 Cr1 180 
lora coosid111tian, Ili• Nnianal úch1q111r's canvi,rrtian wouli bicoma 9.68". 

lillran nl ORTN tlln w•1 anly d1dumd 11nm 11,1 Trmrry's d1i1. li tlim IUDIICIS 111 IIIH 



This incrcase was due not only to the growth in employment, 

but particularly to the inclusion by the welfare system of 

workers that, though already employed, were not contributors 

as their work situation had not been regularized. As Table !! 

shows, the number of contributors grew at a faster rate than 

the urban population itself. 

Table !! 

Growth in the Number of Social Security Contributors and of the 

Urban Population 1971 /81 

Social Secnrity 
Contributors 

Urban Popule.tion 

Years Contrib. 

Number in Number• Urban Pop. 

Tbous Growtb Rate in Thous Growth Rate 

1971 9,690 54,219 17.87 

1972 10,436 7.70 56,606 4.40 18.44 

1973 11,963 14.63 59,034 4.29 20.26 

1974 14,973 25.16 61,522 4.21 24.34 

1975 16,347 9.18 64,091 4.18 25.50 

1976 18,595 13.75 66,727 4.11 27.87 

1977 20,957 12.67 69,458 4.09 30.17 

1978 21,166 10.26 72,277 4.06 29.28 

1979 22,436 6.00 75,177 4.01 29.84 

1980 23,782 6.00 78,153 3.96 30.43 

1981 24,448 2.80 81,209 3.91 30.10 

• IBGE ulimate, A1111dria E11aC11li<a do B,a,il, 1077. 

It is important, however, to not that, despite the high 
growth rate in the number of contributors, the rate starts to 

levei off. At the end of the period, this levelling off becomes 

more accentuated, due not only to the cooling ofE of the economy 
but also because the factors that led to the high growth rates in 

revenue contributions in the period were having a greatly 

reduced impact. 
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3.2 - Expenditure 

3 .2 .J - Slructure of expencliture

Besides the normal administrative activities, resources are allocated 
to three main functions: 

- Social Security, covering a wide range of benefits (cash
payments) provided by INPS, including various types of retirement 
benefits, pensions, supplementary benefits, endowments paid 
to various recipient groups (urban, rural, civil servants) . 

- Medical Assistance, that is to say, the programs and 
activities administered by INAMPS. 

- Social Assistance, covering the programs provided by LBA
and FUNABEM. 

Outlays on normal administrative activities include personnel 
and general administration of the organs in the system and any 
financial obligations that may arise. 

3. 2. 2 - Evolulion of Expendilure

Table 4 shows the evolution of expenditure of the different 
organs that make up SINPAS as if they had existed from 1971 
onwards. It can be clearly seen that INPS, responsible for the 
payment of benefits, accounts for almost 2/3 of the total 
expenditure of the system. 

It is worth noting that this percentage tends to grow, in 
a general way, during the period under consideration. 

Finally, in that they have a dominant share in the make-up 
of expenditure, outlays on benefits (INPS) are decisive in 
det�nnining the growth rate of total expenditure. 

Contrary to what some people think, INAMPS, which came 
to account for about 32% of total expenditure in l 976, has since 
then experienced a dedining share. ln 1982, it can be seen that 
this share had dropped to only 23. 28%. It is true that the series 
of measures introduced in 1981 increased revenues, making it 
necessary therefore to use a certain caution in interpreting the data 
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� Table 4 
� 

Evolution of Expenditure of SINPAS Organs (Current Valu�s) 1971/81

INPS INAMPS IAPAS LBA FUNABEM SINPAS 

Years 
Cri CrS CrS CrS CrS CrS 

Million % Million % Millioo % Million % Millioo % Million % 

1971 7.684 65.67 3.265 27.91 631 5.39 78 0.67 42 0.36 11.700 10°' cm 

197:a 11.437 67.99 4.436 26.37 808 4.80 97 0.58 44 0.26 16.822 100.00 

1973 15.735 67.77 6.230 26.84 1.077 4.64 118 0.51 55 0.24 23.215 100.00 

1974 23.990 68.16 8.943 26.51 1.583 4.69 147 0.44 68 0.20 33.731 100.00 

1975 34.290 65.12 15.377 29.21 2.659 5.05 225 0.43 98 0.19 52.649 100.00 

1976 56.625 62.41 28.657 31.59 4.959 5.47 303 0.33 179 0.20 90.723 100.00 

1977 89.459 64.91 42.115 30.56 5.045 3.66 866 0.63 324 0.24 137.809 100.00 

1978 140.149 65.87 63 422 29.81 6.894 3.24 1.683 0.79 614 0.29 212.762 100.00 
1979 229.088 68.S4 91. 791 27.58 7.305 2.19 3.639 1.09 991 0.30 332.814 100.00 
1980 464.415 68.02 166.773 27.35 20.236 2.96 8. 738 1.28 2.652 0.39 682.814 100.00 

1981 1.015.381 68.26 362.112 24.34 84.344 5.67 19.280 1.30 6.467 0.43 1.487.584 100.00 

1982 2.240.086 72.19 722.678 23.29 92.853 2.99 35.815 1.15 ll.550 0.37 3.102.982 100.00

Average 1971/82 67.10 27.61 4.23 0.77 0.29 100.00 

SOURCE: Co.ti111 Group oi MPAS for tbe data up to 1977, FPAS G,aeral Acco11.Dta and lho LBA 11.11d FONABEM Acco11.Dt1. 
NOTE: 1'he data relatinl to t.be :,ear,, prior to 1978 were tslimnted with a view to n,ooDStructia1 t.be e1peaditun, oi SINPAS if i& had uiated 1tartin1 from 1971. 



for 1982. Nevertheless, expenditure on medical assistance did 
not accompany the expansion in Social Security revenues caused 
by the so-called "welfare package". 

On the other hand, expenditure by LBA and FUNABEM 

went up, showing the emphasis given to the programs and 

activities connected with social assistance. It must be mentioned, 
however, that these entities represent a relatively small share. 

The growlh in IAPAS expenditure in 1980 and 1981 is due 

to the deficit, since this organ has to cover the servicing of 

the system's debt ,vith the banks. 

Table 5 shows the evolution of expenditure with benefits 
for the 1971 /82 period, in current values, as well as in 1982 prices, 

utilizing as inflators the average wage readjustment factors for 

each year. Despite possible im precisions in the da ta, extremely 
high growth rates can be observed, generally speaking, in the 

series inflated in this way. 

Table 5 

Expenditure on Benefits 

Expenditure on Benefits 
Years 

Growth Ro.te Inflnted 
Series 

1971 
1972 
1973 
1974 
1975 
1976 
1977 
1078 
1979 
1980 
1981 
1982 

Curren t V o.lues 

7,126 
10,049 
13,257 
18,640 
28,437 
46,333 
86,931 

138,591 
213,815 
433,5332 

968,547 
2 135,000 

1982 VoJues1 

486,320 
575,720 
662,190 
754,430 
879,850 

1,028,970 
1,349,520 
1,520,360 
l,5!i5,780 
1,705,230 
1,906,430 
2,135,000 

BOURCE: MPAB co•tin11 11roup and FNPS general Accounto. 

(%) 

18.4 
15.0 
14.0 
16.6 
16.9 
31.2 
12.7 

2.3 
9.6 

11.8 
12.0 

NOTE: IIoílator 1070(70 - Co,t oi Lirin11 lode:r of Mlab w,cd 8JI a. b.,.;, for wa110 
readjuatmcnta. 1070 oowarda - varjationa in INPS. 

2Includea Boci..l Beourity outlaya of tbo Treuury from 1G80 onwo.rda. 
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As to the possible causes of this phenomenon, an attempt 

is now made to speculate on some aspects which seem to be 

important without, however, exhausting the subject, as to do so 

would require an actuarial analysis. 

ln first place, as will be seen in greater detail !ater, it can 

be supposed that a "wave" of contributors in the past have today 

reached the stage of being benefit recipients. Even though reduced 

in number by mortality, this "wave" of individuals which, some 

years ago, produced a rapid growth in revenues, is today 

causing a rapid growth in expenoiture in the form of benefits. 

A second factor that is afiecting the number of benefit 

recipients is the progressive liberalization in_ the conditions 

affecting retirement (e. g. reciprocai counung of lengl.h of 

service lar civil servants) as well the estabhshment of new 

benefits (e. g .  Llfe long monthly incarne for invalids and the 

elderly, noL conuibutors to the system). 

Moreover, with the increase in li(e expectancy individuais 

remain longer as benefit rec1p1ents, helping to produce the high 

net growth rates observed. 

There is also some evidence that the average value of new 

benefits conceded each year is greater than the average value 

of benefits already in existence. 

Finally, Lhe selective readjustments according to incarne 

bracket introduced by various wage policies after 1979, has had 

an enormous impact in terms of the growth of expenditure on 

beue[Hs. One should always remember Lhat, wil.h the lcgislation 

in effect, social security benefits are readjusted as if they were wages. 

It is obvious that these high growth rates cannot be sustained 

indefinitely, Jevelling out in the long run at leveis compatible 

with the growth of the EAP 2 (something around 3-4% p. a .). 

The problem is that, until that point is reached, lhe accumulated 

deficits and the consequent increases in taxation required to 

cover them, may simply become insupportable for Brazilian society. 

2 Economically active population. 
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ln other words, it might be that the high growth rate in 

expenditure on benefits is Lhe product of a "wave" that some 
day will pass. 

What is not known, however, is the height and the length of 
this "wave". A more detailed analysis of the recent growth of 
benefits, elaborated !ater on in this work, provides some evidence 

that the peak phenomenon still has a considerable time to run. 

4 - The deficit and its causes 

Since 1976, the Welfare System has been showing a tendency 
towards economic-financial disequilibrium, not, however, revealed 

in the accounts due to the criteria adopted for allocating revenues 
and expenditure. 

Such criteria, though perfectly within the norms in force, 
tend to record the entry of revenue in advance while delaying 
the allocation of certain expenditures. Despite this expedient, 
the v\Telfare System has been accumulating ever-increasing financial 
deficits since 1979. Taken as a proportion of total revenue, 

lhey amounled to 1.3% in 1979, 8.7% in 1980 and 14,2% in 1981. 

The inslitutional measures adopted by lhe government at the 
end of 198 I produced a balanced budgel in 1982 and an 

improvement in the levei of indebtedness with the banks. 

Already in 198!1, as we have seen, the deficit started to grow 

again, indicating a Iikely and steady deterioration during Lhe 
coming years. 

On the basis of analyses already carried oul, the situation 
can be explained in terms of an imbalance between the structure 
of expenditure and the revenues of SINPAS, the roots of which 
are to be found in the development of the system, especially 
in the 1970s. 

Revenues during the post decade grew on average al 15% a 
year, in real terms, due lo the influence of various factors. 

Concomitant with this, expendilure grew at the sarne rate as 
revenues, as a result of the creation of new benefits, relaxing 
the requirement for oLhers, expanding outlays on medical assistance 

and increasing the activities of social assistance. 

205 



Furthemore, one· can observe that Social Security expenditure 
is channelled into lwo major areas: cash benefits and medical 
assistance. Contrary to revenues, which depend primarily on 
economic and institutional factors which can vary in the short 
term, expenditure and particularly benefit payments is determined 
by random or demographic factors, comparatively stable in the 
case of a large number of recipients, which makes it practically 
impossible to cut, except by institutional changes of considerable 
political repercussion. 

As a result, the moment revenues start to grow at a more 
moderate rate, for perfectly explicable reasons, the system 
becomes unbalanced, as the expenditure slructure is highly rigid 
and there is no reserve fund to cover such contingencies. 

ln fact, those factors mentioned before underlying the 
extraordinary growth in revenue have become almost exhausted 
today as a potential source for revenue expansion. 

What should be emphasized is that Social Security revenue 
from now on, in the best of hypotheses, will grow at normal rates 
and be determined by the general levei of economic activity. 
From an average annual growth rate of about 15% in the seventies, 
expansion .in Social Security revenues this decade will be 
limited to accompanying the growth rate of the EAP. 

While revenue expectations remain on a comparatively 
modest plane in relation to past performance, the evolution of 
expenditure follows its own dynamic which Jies at the very heart 
of the structural problem of the Social Welfare System. 

Outlays on benefits that take up the lion's share of total 
expenditures (70% on average), wili" continue to grow, unless 
there are changes in the legislation, at higher rates than that of 
revenue. ln the last four years, the real growth rate of expenditure 
has been around 10% a year. 

As for medical assistance, though not affected by the sarne 
legal restraints for reducing expenditure as in the case of benefits, 
there is also a rather complex problem of adapting expenditure 
to the available resources. Thus, the commitments entered into by 
the medical assistance system, Iram the point of view of the 
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patients and the suppliers of the services, are difficult to go 
back on and require time to be changed. 

Therefore, one can conclude that the Social Welfare System 
is facing a grave situation, in which the current deficit, already 
considerable, goes hand in hand with the prospects of a constant 
Iag, in the future, between expenditure and revenue. 

Obviously various factors could have been responsible for 
this deteriorating situation and the size of the deficits. We will 
now move on to discuss some of them. 

4. l - Recession, unemployment and job turnover

The cooling down of the economy, recession or any other name 
one cares to give the present situation in the country has had 

a substantial and visible effect on the employment rate. One 
would expect, therefore, the growth of Social Security revenues 
to be adversely affected, producing deficits in the system. 

Periodic increases in job turnover can also adversely affect 
the equilibrium of Lhe welfare system. Although the available 
data is not suffic:ient t.o reach any final conclusions on the matter, 
there are signs that some companies faced with readjustments 
higher than the growth in their own incarne, have adopted the 

practice of dismissing employees shortly before they are due for a 
readjustment, and hiring replacements, shortly aftenvards, at a 
lower wage. 

4.2 - Wage policy 

Wage policy affects the revenues and expenditure of the Social 
Security System, as 90% of revenues come from compulsory 
contributions based on wages. a 

There are importam structural differences between the make 
up of the wage-based contributions and the payroll of benefits 
as Table 6 shows. 

3 Other bencfitJ are readjustcd by thc following indices: minimum w:age 

(17 .5%); refcrcncc value (0.8%); ORTN (0.4%) employee readjustment 
(l.!1%). 
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Lugest 
1vlinimum 

Wage• 

Up te, 3 
3 to 7 
7 to 10 

10 to 15

15 to 20

Above 20

'1:otal 

Table 6 

% of Wage-Bo.sed 
ConlribuLion.s 

By Wo.ge By Vo.lue 
Bracket Interval 

29.00 58.78 

30.64 23.35 

11.64 7.54 

11.44. 6.76 

7.28 3.57 

10.00 

100.00 100.00 

% of Pe.yroll of Beoefits 
Reedjusted by Social 

Welíe1e System 

By Wage By Value 
Bracket Interval 

55.55 80.83 

31.83 17.39 

11.31 1. 46

0.91 0.20

0.15 0.07

0.25 0.05

100.00 100.00 

•Other ben<"fita nre readjuated by the [ollowin, indicC!a: minimu.m wn.go (17 .5%): re[erence 
nlue (0.8%): OltTN (0.4%) omployeo readiUBtment (1.3%). 

As can be seen, although benefits and contributions are more 
concentrated in the lower wage brackets, there is a considerable 
disproportion between them, with lasses on the contributions side. 

Thus the readjustment coefficienLs differentiated according 
to wage bracket and greater for the lower wage levels, provided 
for by Law No. 6.075 since 1979, have introduced a factor of 

financial imbalance to the welfare system. ln fact, the average 
readjustment oE contribution revenue has been less than 
the average readjustment of expenditure on benefits, as is 
shown by Table 7. 

Average Readjustmeat 
Factor Applied to Earnings 
Average Readjustment 
Applied to Benefits 
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Table 7 

Low No. Decree Law Decree Law Decree Law 
6708/79 No. 2012/83 No. 2024/83 No. 2065/83

1.027 

1.080 

0.942 

0.987 

0.953 

0.996 

0.878 

0.957 



One can see also that the benefit readjustments have a 
cumulative character, that is to say, the real increase conceded 

in each period, as ,vas the case of the additional 10% on the 

1NPC for the up to 3 (three) minimum-wage bracket (which 

was in force until Jan/83) remain as an expense for subsequent 

periods. The sarne may not occur on the side of contribution 

revenue, especially if one considers the current unfavourable 

situation of the labour market, low productivity gains and the 

periodic upsurges in job turnover. Thus, imbalances produced 

with each readjustment increased over time and could only be 

avoided if the benefit readjustment factor was equal to the 

readjustment factor applied to earnings. 

It can be concluded, therefore, that like unemployment and 
job turnover, wage policy is one of the factors that can help to 
produce a deficit, without explaining it fully however. 

4. 3 - Treasury debt

The discussion about the inadequacy of the Treasury's contribution 

is as old as the hills. Every time the problem comes under review 

one is reminded of a discussion between the jacket pocket and the 

trouser pocket of the sarne suit about what one owed the other: 

irrespective of who wins the argument, the individual that 

wears the suit will still have the sarne amount of moneyl 

The fact is that the government, in principle, is merely 

transferring resources; when it decides 10 do otherwise, issuing 

money or incurring indebtedness, the effects on the inflation 
and on interest rates are extremely harmful. 

Obviously there is always the alternative o( the Treasury 

financing a larger share of social welfare by reallocating resources. 

This rearranging o( priorities comes up against the limits imposed 

by the economic conditioners operating in the country. ln any 

case, the very size of the demand for resources from the Welfare 

System makes any solution fair through greater funding from 

the Treasury, without any additional burden on society, quite 

out of the question. 
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Having made these observations, we now move on to a more 

formal analysis of this question, for the simple reason that it 
crops up so frequently. 

The Treasury's responsibility, as defined by the legislation 

in force, consists in covering the costs of personnel and general 

administration in IAPAS, INPS, and INAMPS, besides eventual 
financial shortages in the system. 

ln normal circumstances, the Treasury's contribution in 
meeting its responsibilities is made by transferring resources, 

through the budget, to the Social Security Liquidity Fund (FLPS). 

ln that respect, starting from 1981, the appearance of deficits 

in the Welfare System and the shortage of contributions Ied 
to the introduction of certain measures designed to boost SINPA's 
own source of revenues and to restructure the Treasury's 
contribution to the System. 

The following measures were introduced to this end: 
i) Extension of employers' compulsory contributions to cover

allocations to SESI, SENAI, SESC, and SENAC, with the surplus
from this levy going to SINPAS, as a Treasury contribution
(D. L. No. I.867 /81); ii) supplementary budgetary credit of
Cr$ 50 billion at the end of 1981; iii) a special issue of ORTNS

in April 1982, up to the value of CrS 180 billion, with Lhe aim
of reducing the Welfare System's outstanding balance with the
banks.

Ali these measures, especially the last one, boosted the 
Trcasury's contribution to SINPAS considerably. 

ln principie, establishing the debt is simple: one has to 
ascertain the total expenditure on personnel and general 
administration in IAPAS, INPS and INAMPS and subtract it 

from the Treasury's contribution each year. However, it happens 
that there are various interpretations as to what constitutes 
"expenditure on personnel", which is the Treasury's responsibility, 
and from which very different conclusions are reached. 

As far as expenditure on INAMPS personnel is concerned, 
according to one interpretation, expenses with personnel linked 

to the end-activity (doctors, nurses, etc.) should also be the 
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Treasury's responsibility. A second interpretation, based both 

on administrative logic as well as the legal aspects of the question, 

is that this type of expense should be debited to the account 

of the medical assistance program of SINPAS and not to the 

account covering personnel linked 10 administrative activities, it, 

therefore, being outside the Treasury's responsibility. 

ln terms of administrative coherence it is necessary to consider 

that the expenses of INAMPS, owing to their nature - medical 

assistance - basically consist of outlays covering the remuneration 
of specialized personnel, whether directly employed by INAMPS, 

or indirectly through accredited institutions. 

For formal reasons, outlays arising from direct employment 

are treated as a personnel expense, while those that come from 

indirect employment - through accredited institutions - enter 

the accounts as outside services. 

At present about 80% of the services provided by INAMPS 

are through outside institutions. Any change in this model, with 

the expansion in INAMPS own services, will be reflected in 

higher expenses on personnel, indispensable in the provision of 

medical assistance. ln this case, if the Treasury's responsibility for 
covering personnel expenditures included outlays on personnel 

of the end-activity, this responsibility would become confused 

with the medical assistance program. 

Therefore, in relation to personnel employed directly by 

INAMPS, tl1e most rational approach would be to separate the 
cost of the routine operating activities, from that of the end-activities 

(direct provision of services to the public) which becornes 

confused with the medical assistance program, the fonner being 
the Treasury's responsibility and the latter that of the Social 
Welfare System. 

lt might occur that periodically it becomes necessary for the 
Treasury to foot the bili for the medical assistance program, 
but such an eventuality would be accounted for under the 

heading financial insufficiency, a common enough way of treating 
any deficits in the Social Welfare System. 

Table 8 shows the Treasury's contribution compared to 

the general administration and personnel expenses of the Social 
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Welfare System, according to the two interpretations mentioned 
before. 

Yeara 

Up to 1973•• 
1974 

19í5 

1076 

rnn 

1978 

1979 
1980 
1981 
1982 

Total 

Trea.sury 
Cor. tribution 

(1) 

1,759 
2,722 
3,819 

7,457 

10,596 
14,200 

19,5.50 
111,461 

288,673 

Table 8 

Treasury Debt 

(Cr$ rnillion - current value) 

Personnel and Gene1al 
Administration• 

Including 
End

Activity 
Personnel 

3,153 
6,037 

10,661 

14,572 

22,329 
37,547 

63,024 
185,992 
305,567 

Exchtding 
End

Activiiy 
Personnel 

2,367 
4,097 
6 796 

9,562 

16,482 

24,992 
39,363 

139,508 
206,465 

Dilferences 

(1 - 2) (1 - 3) 

(2,791) (2,791) 

(1,394) (628) 

(3,315) (1,375) 

(6.842) (2,977) 

(7,115) (2,105) 

(11,733) (5,886) 

(23,347) (10,792) 

(43,474) (19,813) 

(74,531) (28,047) 

(16,894) 82,208 

(191,436) 7,794 

• Included io the aenera.l admini■tration exJU!ID.afl •• Cri SfJ billion oi ãntercat paid by tbe
WeJfare Sywtem to private bank1 in rffent year■. 

•• The amount liven up to 1073 correaponda to tbe Trcuury'a accumulat.M debt, a1 
�ttrllll in Ih• General AC<>011nte oi the So<ial Sccurity Syot,,m. Tha ■■me lisure hu 
heen w,ed !or the two hypothe■e■ hecauoe only ■inoe 11)74 haa it hoen poa■ihla to obtain 
data that dia■11re1■te1 the ozpeme1 oi pen,onnel linked to lho routine operatin11 
aotiv:itieo Iram the and-aotivitl .. oi INAMPS, 

Even if one accepts the existence of a Treasury "debt", it 
would be wrong to cite the insufficiency of the Treasury's 
contribuúon as the cause of the social security deficit before 1979, as 
there was no such deficit. There would be no point, in fact, 
in increasing the allocation of budgetary resources to the Social 
Security System in a period in which besides expanding at a 
rate of 15% a year it was generating surpluses out of its own 
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resources. ln this case, the rational thing to do would be to a11ocate 
budgetary resources to other sectors in greater need, especially 
as the Social Security System had no contingency reserve fund 
to cover possible deficits in the future. On the contrary, all 
previous surpluses had been rapidly used up. 

Thus, one can speculate that if the Treasury had contributed 
additional resources to the Welfare System in the past, there 
would have occurred an even gl'eater expansion in the expenditure, 
raising it to such a levei that there would be a growing need for 
more resources in the futurc. 

A different situation prevailed in 1979 and 1980, when althougb 
the Social Welfare System moved into deficit, the Treasury 
continued to reduce its contribution. 

Thus, if the Treasury had contributed 8% of SINPAS's 
own revenue (the average for the 1970/78 period) in 1979 and 
1980, there would have been no deficit in 1979 itself, with a 
reduction in the deficit in 1980. But already in 1981, even 
reestablishing the normal levei of Treasury contribution, there 
occurred a budgetary deficit of CrS 118. 9 billion and a cash 
deficit o( Cr$ 194 billion. 

ln the sarne way, despite the exceptional contributions in 
1982 and the budgetary surplus presented by SINPAS at December 
31st, 1982, the outstanding balance with the banks stood at 
CrS 31 . 9 billion. 

To sum up, one can state that the financial problem which 
SINP AS has been facing since 1979 is of a more complex and 
grave na ture than the Treasury's "debt" would make one believe. 

The imputations that have been publicly made of the 
inadequacy of the Treasury's contribution as being the basic cause 
of the problems of SINPAS, besides being confusing, make it 
difficult for public opinion to look at the more substantive 
aspects of the problems of the Welfare System. 

4. 4 - Medical assistance

To put the discussion on Social Welfare and Assistance in its 
proper context, it might be necessary to have a look at some of 
the fallacies and half-truths that surround this subject. 
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One of the most frequently heard is that which attributes 
the welfare deficit to "excessive" and "unforeseeable" expenditure 
on medical assistance. As we have seen, outlays on medical 
assistance have dedined as a percentage of total expenditure in 
recent years. 

As for the lack of forecasting, here one is dealing with a 
half-truth, as medical expenses are really unforeseeable on an 
individual levei; everyone knows or has heard of someone who 
goes into hospital thinking he will spend a certain sum of money 
and finishes up paying substantially more due to real or even 
fake complications. 

lt happens, however, that for a sufficiently large group of 
individuais - and nobody could say that the number of health 
service patients is small - outlays on medical assistance can be 
reasonably foreseen. Thus, theory shows and practice proves that 
there are no big frights in relation to the expenditure on 
national health service medical assistance, which continues to 
follow a smooth and declining trajetory. 

There is little doubt that with the sarne amount of resources 
the national health service could provide much better medical 
assistance both in terms of quantity and quality than it does 
at present. Needless to say, frauds. abuses and pure administrative 
inefficiency produce greater outlays than would be required in 
ideal conditions. 

Nevertheless, ideal conditions are generally speaking only 
a theoretical reference point to be reached. ln terms of an 
institution the size of INAMPS, it seems true to presume that 
the gains and lasses in efficiency proceed at an extremeiy slow pace. 

ln much the sarne way as the problcm of Treasury resources, 
the medical assistance program would cause a deficit if, suddenly, 
it increased expenditure vis-à-vis contribution revenues, but this 
has not been the case. 

Another line of argument frequently pursued - and equally 
fallacious - is that as medical assistance is provided according to 
the availability of resources, any deficit can be attributed to 
overspending by INAMPS. The fact is that Social Security 
contributions are divided up among various sectors which have 

214 



been increasing their "share of the cake" at the expense of 
medical assistance. 

Finally, it is worth mentioning that medical assistance has 

been a fundamental objective of Social Welfare since the very 
begining. lt is useful to remember that usually it is more rational, 

more humane anel above all more economical to provide medical 
assistance to the worker than to pay him or his dependents 

benefits for disablement or loss of life. 

Thus the attempt to minimize the social welfare deficit by 
rationalizing medical assistance expenditures, although desirable, 

should be carried out with great caution: Rationalization cannot 

and should not become synonomous with rationing, extremely 

unpleasant in most cases, and socially unacceptable in the case 
of medical assistance. 

4. 5 - Contribution evasion

Besides the weak contrais within the fiscal apparatus of the welfare 
system, the current difficult economic situation with high 

rates of inflation and high interest rates might be inducing 
employers and other contributors to pay social security welfare 

contributions in arrears or simply to ignore them. What is 
aggravating this tendency is the fact that the concession of 

advantageous terms to liquidate debts, which has been the usual 
procedure of the Welfare System, might be stimulating current 
evasion in the expectation of a future amnesty. 

One could also presume that the high cost of Social Security 
contributions is the cause of the evasion. The reasoning would 
be simple. An employer is faced with a long Jist of taxes and social 
security payments: ICM, IPI, PIS, INAMPS, FGTS, FINSOCIAL, 

etc. Neglecting to pay any one of these places l1im anyway in 
an irregular situation, entailing all kinds of restrictions. lf, 
perhaps, the employer cannot or does not want to remain 

absolutely up-to-date with his fiscal responsibilities, one of the 

most reasonable options would be to fali behind with social 

sccurity payments. Depending on the field he works in, social 

security contributions could represent one of the greatest costs. 
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Thus in a list of payment priorities, Social Welfare might come 
(and very often seems to) very low down. 

If we accept this type of reasoning, the more expensive the 
social Security contributions are, vis-à-vis the other fiscal and 
parafiscal levies, the greater the level of evasion. It is certainly 
an intriguing hypothesis to test. 

Let us return, however, to the relationship of the cause and 
effect between evasion and deficit. As with the case of the 
inefficiency of medical assistance, evasion can only be considered 
a cause of the appearance of a deficit if there has been an increased 
occurrence from one period to another. ln other words, if a 
constant percentage value of contributions is not collected in 
each period, the revenue growth rates are equal to those obtained 
if the full amount had been collected. 

There are some signs, though very weak, that there was an 
increase in evasion in the years l 979 /80. If  the deterioration 
process continues, we will certainly have identified one of the 
causes for Lhe appearance of the deficit. 

On the other hand, a salubrious step to restore the system 
would be an all-out effort to increase the efficiency of the 
collection process, rather than resorting to higher contribution 
rates. 

lt can be seen that in the latter case, those that do not pay 
are rewarded, as they continue nol paying the newly increased 
contributions. The "good contributor" carries the weight of 
covering the deficit. If we accept that the level of evasion depends 
on the contribution rates, it is likely that some of these good 
contributors will think again and decide to join the evaders. 

Such a discussion about evasion can lead one to ambiguous 
conclusions. If there is a growth in the levei of evasion, then 
certainly one of the factors producing the deficit will have been 
identified; theoretically and morally, the maximum effort should 

be invested in collecting what is owed, before any other step is 

taken. 

ln practice, the inertia of the administrative apparatus means 

that any efficiency gains in collecting revenues will take time to 
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be felt. ln the case of the social welfare system, the deficit 
moves more quickly than the bureaucracy, forcing the government 
to resort to the bitter medicine of raising contribution rates 
which, as we have seen, might produce certain undesirable 
side-effects. 

There remains, however, a fundamental question to be 
resolved. Is greater evasion the cause of the growing costs of the 
social welfare system, or is in fact the contrary the case? 

We are not dealing with the old question of what carne 
first - the chicken or the egg - but simply with defining the type 
of welfare system that we want and which is viable for Brazilian 

society. ln sum, besides improving the contrais, there is a need 
to redefine the levei of contributions which can be supported 
by contributors without which ali the efforts might be in vain 
at best, or extremely harmful at worst. 

4. 6 - Relationship with the bank.s ("single account") 4 

The discussion about the so-called "single account" has often 
been just as intense as it has been badly informed. Le us try 
and clarify the question a little. 

ln the present situation, the banks collect contributions 
which are credited to a special account. ln virtue of the reciprocai 
time period established in the banking agreement, the sums 
involved are retained by the banks for an average period of 
8. 33 days. For this service a charge is Ievied at a rate of O. 20%
for each cruzeiro collected.

The banks also pay out social security benefits through 
another special account, at a charge of O. 115% for each cruzeiro of 
benefit paid. 

These two accounts are not directly connected. The collected 
revenues are transferred in the due time to a current account 
which lAPAS has with Banco do Brasil. ln its tum, IAPAS has 
to cover the "benefit payment" account 48 hours in advance. 

' New agreemcnts might have been rcached between the weHarc systcm and 

the baniu since tbe prcsen t article was written. 
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With or without this cover, the banks pay out benefits. ln 
the latter case, the funds that are advanced by the banks are 

subject to nominal interest equal to the Central Bank rediscount 

rate. 

Diagram 3 shows the flow of resources between participant 
banks and lAPAS. 

Dloorom 3 

SCHEMATIC FLOW OF RESOURCES BE TWEEN PARTICIPANT BANKS 

ANO IAPAS 

Collected 

�ev
t

ues� 

Bonk A Bonk e � BonkB � 
_____ _;__� .---------, 

Cont,ibution Account Contribution Account Controbution Account 

�ronsfer oi Covribution; 
� 

Benefit Poymenl 
Account 

IAPAS 
Current Accounl in 
Banco do Brosi 1 

Benefít Poyment 
Account 

Other Cosh 
Disbursements 

Benefit Payment 
Account 

One can see that it is not only possible, but in fact happens 
frequently, to have a situation where the benefit payment 
account is overdrawn, at the sarne time that the contributions 
account has a positive balance. ln such a case, the real interest 
rates on the bank advances (overdraft on benefit payment 
account) are much greater than the stated nominal rate. 

The proposal for a "single account", constantly put forward, 
limits the banks to charging interest, when the case arises, on 
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amounts actually owed, that is to say, on the outstanding 
balance between the two accounts. 

Still on this aspect, it is worth remembering that operations 
with the Social Welfare System are highly profitable for the 
participant banks. Besides interest and time reciprocity, the 
banking charges for collecting contributions are indexed monthly 
taking into account wage readjustments. The half yearly 
reacljustment of benefits, in the sarne way, corrects the aroounts 
paid to the banks as a charge for these services. 

Add to this the fact that Social Security benefit payments 
occur in the first ten days of the month, when the bulk of 
collected revenues are not available, mainly due to retention. 

Thus the mechanisms through which the Welfare System is 
related to the banks further add to the deficit, to the extent 
that they incur interest and other financial costs comparatively 
greater that those that would be paid in more optimum conditions. 

5 - Social security equilibrium - Development 
and prospects for the active/non-active ratio 

The analysis carried out in the previous sections of this article 
leads one to believe that the r_oot of SINPAS's problems lies in 
the extrcmely high growth of Social Security expenditure with 
social security cash payments. 

All things being equal, the equilibrium of a social welfare 
system as a whole depends on the relationship between the 
number of active participants and non-active participants (retired 
people, old-age pensioners, supplementary benefit recipie�us etc.). 

Diagram 4 shows the growth of contributors and beneficiaries 
in the Social Securi ty System since it was created in 192g up to 
the present time. Onc can clearly observe the rapid growth of 
contributors, with each successive incorporation of new labour 
groups into the system. 
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Eligibility for the first beneficiaries, pensioners and retired 

persons, was after 5 years, that is to say only in I 929 did they 
enter the system, establishing an inactive/active ratio of about 
I / I 3. 00, as Diagram 5 shows. Since then, the steady entry of 
beneficiaries into the system has been greater than the entry of 
contributors - coming from further extensions to the range 
of benefits - and the ra tio increased, reaching I / 8 .  59 in I 933. 
The foundation of the Pension and Retirement lnstitutes for 

Seamen (1933), Commercial Employees (1934), Bank Employees 
(1934) and the Pension Funds for Warehousemen (1934) and 
Stevedores (1934) brought about a continuous reduction in the 
inactive/active ratio, which reached 1 /30. 36 in 1938 with the 
setting up of the Retirement and Pensions Institute for Industrial 
Workers (IAPI). 

The great increase in the number of contributors (II 1 .  6% 
compared with the previous year) which carne with the setting 
up of IAPI was followed by a progressive increase in the number 
of beneficiaries which led to a continua! increase in the ratio, 
with occasional reversais as, for example, wi th the establishment 
of the National lnstitute of Social Welfare (INPS) in I 967, 
with the extension of coverage to domestic servants and with 
the regularization of the situation of self-employed persons in 
1973. Other measures, such as the setting up of an Assistance 
Program for Rural Workers in I 971 and the establishmen t of 
social assistance for the over-seventies and for the disabled in 
1974, caused a large increase in the number of beneficiaries 
and also helped the inactive/active ratio to reach 1/2 .74 in 1982. 

Obviously, using total figures for contributors and beneficiaries 
hides certain important features that should be taken into 
consideration in a more detailed analysis of the problcm. Thus, 

for example, a beneficiary who happens to be a rural worker 

receives as an old-age pension half a minimum wage. Whereas 
an urban worker receives on average for the sarne benefit about 

1 . 7 times the minimum wage. 
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Dlogrom 4 
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Dia;,a111 5 

RATIO OF ACTIVE TO NON- ACTIVE PERSONS 

30 

25 
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15 
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Country 

BOURCE: Tamburi (1083). 

NOTE: l 1080. 
2 1g7g_ 
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It is true, nevertheless, even recogmzmg these limitations to the 

analysis, that the dependency ratio in the Brazilian Social Security 

System has already reached very high proportions. Simply as 
an illustration, Table 9 shows the inactive/active ratios in 

some countries. 

Like any international comparisons, this also should be 

interpreted with great caution. Given the different per capita 

incomes, a· 1 / 1. 77 ratio in Germany might be more easily supported 

than the Brazilian figure. The taxable surplus of aclive persons, 

above basic consumption levels, is considerable in developed 

countries, allowing a sizeable number of inactive persons to be 

maintained by the system. 

As for future prospects, there are few signs on the horizon 

that the Brazilian social welfare system is going Lo be any less 

problematic. Recent studies which have been carried out (Carvalho 
et alii, 1981), show that the age structure of the Brazilian population 
by the end of this century will present a considerably aging 

profile. A decline in the birth rate may produce a situation 

where the proportion of people over the age of 60, in the year 

2000, is about 15% greater than at present. 

On the other hand, increased life expectancy will mean an 

increase in the duration of benefits. For example, someone who 

reaches retirement age at 55 can expect to live for a Iurther I 7. 39 

years in the case of a man anel 20. 91 years in the case of a woman. 

As for the growth in contributors, there are two fundamental 

factors: evolution of the economically active population - EAP 

and the labour market. The fall in the birth rate may lead 

to a slower growth in the EAP even in this decade. Furthermore 

Lhe rapid urbanization process through which the country has 

been passing in the last two decades seems to have almost 

reached its limit. Thus, on the demand side for urban jobs 

- and consequently in the formation of a mass of potential

contribu tors to the social welfare system - a fall in the growth

rate is expected.

On the supply side for jobs, the prospects are also none too 

brilliant, unless there is a rapid growth of output or radical 
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changes in the labour/capital allocation in the productive process. 
The sarne can be said of real wage increases. 

To sum up, there is every indication that the social welfare 
system is heading straight for a crisis of a structural nature, of 
which we are only feeling the first symptoms. 

6 - Recent evolution of benefits 

The analysis of what can be described as the structural problems 
of social security require an extremely precise examination of 
the past evolution and future prospects of benefit expenditure. 
Strictly speaking, it should contain actuary projections, which, 
within the stated work hypotheses, would provide a panorama 
of the likely behaviour of each kind of benefit offered by the 
social welfare system. 

Unfortunately, the studies being elaborated in this direction 
in the IPEA/INPES ambit still have not been completed. Thus 
we will use only the figures related to the last 4 years of the 
number and the value of regulaily paid benefits as a basis for 
reaching certain conclusions. 

Using data relatecl to a very short period means that any 
conclusion should be interpreted with due caution. Even recognizing 
these limitations, an examination of the tables that follow provide 
strong evidence that certain types of retirement benefit - for 
ordinary and special time of service anel old-age pensions - are 
witnessing extremely high growth rates by any yardstick. 

lt is always possible, of course, that Lhe 1979 /82 period is 
"atypical". For lack of a better knowledge of the phenomenon, 
it is perhaps prudent to consider that these growth rates might 
remain relatively stable in the short run. ln this case, as will be 
seen !ater, it will not be possible to finance the system in the 
form it is structured at present, without resorting to successive 
increases in contribution rates or other forms of taxation. 

With these points in mind, let us turn to the data. 

Table 10 provides a picture of the distribution of urban and 
rural benefits in number and in value, and the respective growth 
rates. One should observe, in particular, the evolution in value 
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of urban benefits which, as we have seen, represent more than 
2/3 of the total outlay on regular payment benefits. 

Table 11 shows the distribution and growth of social security 
benefits in the urban areas. One can notice· that, although 
representing only about 40% of the number of benefits on 
average during the 4 years, retirement payments accounts for 
around 62% of the value of regular payment urban benefits. 

lt is also extremely apparent that retirement payments have 
grown extremely rapidly over the last 4 years. 

Finally Table 12 analyzes in more detail urban retirement 
payments. As we have mentioned before, the benefit categories, 
time of service, special and old-age, have experienced very high 
growth rates, incompatible with any forecast for increased revenues, 
no matter how favourable the prospects for economic growth 
in the country may be. 

Furthermore one should also point out that retirement 
payments for time of service and the special category added 
together account for 35. 5% of the number of urban retirement 
benefits, while in value terms they account for 60% of the total. 
Even though some persons who have retired through time of 
service might also have been eligible to retire through age, it is 

Table 10 

Regular Paymenl Urban and Rural Benefils 
(Average 1979 /82 

Share of Total Gron•th Rates• 
Type of Benefit 

In Number In Value•• ln Number ln Value•• 

Urba.n 67.76 

Rural 32.24 

Total 100.00 

BOORCE: Tabulaçõoo DATAPREV. 

NOTES: Ali value■ ln po,,,onta11u. 

• Annual avarqe ratea. 

84.81 6.25 10.78 

15.19 8.59 9.28 

100.00 6.99 10.54 

u Valuea d11ílated by tbe highest mhúmum wago in forca 1D Deae.mber of ••eh year. 
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Table 11 

Regular Payment Urban Benefits 
(Average 1979 / 82) 

Shue of Total Growth Rates• 
Type of Ilenefit ______________________ _ 

Retirement 

Pension 

LÜflong 

Monthly 

lncome 

Assistance 

Others 

Total 

ln Number 

39.99 

25.77 

16.65 

15.15 

2.44 

100.00 

ln Value .. 

61.96 

18.15 

5.92 

12.26 

1.71 

100.00 

ln Number 

8.50 

6.79 

-0-.14

8.07

-1.63

100.00 

NOTES AND SOURCF.:: (See Table 10). 

Table 12 

Urban Retirement Benefits 
(Average 1979/82) 

ln Value••

12.81 

10.51 

l. lY7

7.15 

4,19 

100. 00

Share in Total Growth Rotes• 
Type of Benefit _____________________ _

ln Number ln Value•• ln Number ln Value•• 

Disablement 50.91 28.82 6.29 11.58 

Time of Service 31. 17 53.43 9.51 12.47 

Old-Age 13.09 10.52 14.81 17.67 

Special 4.45 6.96 10.56 14.17 

Othors 0.38 0.27 -9.16 -7.50

Total 100.00 100.00 8.50 12.81 

NOTES ANO BOURCE: (See Table 10). 
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easy to see the heavy weight that this type of benefit has in 
the overall scheme of social security payments and its prime 
importance in causing a financial-economic imbalance to the 
system. 

7 - Equity aspects of social security system 

A study of the redistributive aspects of the Brazilian social 
welfare system would require a volume of data and information 
which, at the ·moment, is still not available to us. Thus, we 
will limit the analysis to some comments about the possible 
distortions in the social security system, focusing basically on 
the problem of time of service retirement. 

ln fact, Brazil is one of the few countries in the world that 
offers this type of benefit. As Table 13 shows, in t�is country a 
minimum time of effective contribution is required (60 months) 
and there is no demand for the retirement beneficiary to give 
up working. 

Table Ili 

The 7 Countries Which Have Time o/ Service Retirement 

Time oí Service Time of Contribution 
(Years) (Years) Need to 

Country Give up Job 

Men Women Men Women 

Brazil 30(1!) 30(3) 60 60 No 
35(3) 

Egypt 20(2) 20(2) 240 240 Yes 

Ecuador 35(3) 35(3) 420 420 No 

25(4) 25(4) 300 300 
Iraq 30 25 360 300 Yes 

Italy 35 35 420 420 Yes 

Kuwait 20 20 240 240 Yes 
15(5) 180 

Lebanon 20 20 240 240 Yes 

(1) Special Retirement achemc■ for time of 1ervice alter 1:1 year■ for certain oocupation1, 
(2) Redueed. 
(3) Full. 
(4) Hedueed, after tbe aio oi 45, 300 montb,, oi contribution and 8 montha oi unomploymonl. 
(li) li married, motber, divoroed or wldow. 
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Table 14 shows the percentage of persons retiring through 

time of service for each age group according to the starting date 
of the respective benefit. One can see that 59. 21 % of the men 

that are today retired through time of service were, on the starting 
date of the respective benefic, up to 55 years old. For the female 
sex, this figure rises to 73.27%. 

Table 14 

Percentage of Persons Retiring Through Time of Service •

According to Age of First Receiving Benefit 

Age When First Receiving 

Up to 45 

Up to 50 

Up to 55 

Up to 60 

• B. C! . 

Benefit 

Male 

4.41 

28.25 

59.21 

81.90 

Sex 

Female Both Sexes•• 

10.93 5.05 

44.48 29.43 

73.27 59.61 

90.05 81.56 

.. It alao includea the ben11(it1 for tboae where the re1i ■ter doca not 1h·e a 1111:1: brea.kdown. 

ln the debate on time of service retirement it is very common 
to hear the following statement: 

"Life expectancy in Brazil is very low. If an age limit is 
established, almost nobody would make use of this benefit." 

lndeed, as Table 15 shows, life expectancy at birth for a 
Brazilian, although on the increase, is still very low. 

However, the fact is that life expectancy at birth is hardly 
relevant in analyzing the problems of retirement through time of 
service. As Table 16 shows, life expectancy at each age levei is 
very diverse. Having overcome the infant mortality hurdle, life 

expectancy grows significantly. For example, an individual of the 
male sex who, in 1970, had been 50 years of age, would have 

lived on average another 20 . 67 years, reaching the age of about 70. 
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Yen.r of Birth 

1910 

1920 

1930 

194.0/50 

1950/60 

1960/í0 

1970/75 

1975/80 

Table 15 

Life ExpectMcy at Birth 
(Yee.rs) 

Men 

33.4 

33.8 

35.7 

43.3 

52.3"' 

54.9 

58.8 

61.3 

Women 

34.6 

35.2 

37.3 

43.1 

59.0 

63.1 

05.5 

SOURCE: IBGE, Anudrio E,1atlalieo do Bra.,il, 1981. 
• Botb Ses.ea. 

This means that anyone who started to work at the age of 
14 would be able to retire at 50, with full benefit, or at 40, 

with proportional retirement bcnefit. ln these cases, someone 
of the male sex, would receive benefits for 20 . 67 years or 24. 25 
year respectively. If there are dependents (wife, minor children 

or invalids) there (will also be) a pension after the death 
of the retired person. 

It is worth remem bering that under Bra.zi�ian legislation a 30 

or 35 year time of service is required in some activity covered! 

today by the Urban Social Welfare System to be eligible for 
proportional or full retirement benefits; however only 60 monthly 

contributions are necessary to qualify. 

From the equity point of view, it is important to bear in 
mind the life expectancy differential according to incarne levei. 

This differential is greatest when one is dealing with life 
expectancy at birth, given the strong influence of incarne on 
the infant mortality rate. Although steadily decreasing, those 
differentials also affect life expectancy at each age levei. 

This fact raises a new consideration in the analysis of the 

social justice aspect of retirement through time of service. Those 
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individuals from low incarne groups, having survived the high 
infant mortality rate and who happened perchance to have the 
foresight to keep a11 corroborative documentation of their time 
of service, are exactly those who, on average, tend to make 
the least use of the benefit. 

Table 16 

Li/e Expectancy, by Sex and Age - 1970 

Age 

O year 
1 year 
5 years 

10 years 
15 y�ara 
20 yeara 
25 years 
30 yea.rs 
35 yea1s 
40 years 
45 years 
50 years 
55 yea.rs 
60 yea1s 
65 years 
70 years 

Life El<pectancy (Yenrs) 

Men 

55.06 

60.67 

58.38 

53.80 

49.10 
44.58 

40.23 

36.03 

31. 96 

28.00

24.25 

20.67

17.39

19.51

12.03

9.96 

Women 

59.22 

64.84 

63.20 

58.66 

53.96 

49.40 

45.02 

40.78 

3b.55 

3\!.42 

28.48 

24.62 

20.91 

17.48 

14.27 

11.39 

BOURCE: IBGE, Anudrio Ellatl,ti<:o tio B, ... il, 1gs1. 

Diagram 7 compares the average value of certain types of 
benefit, expressed in November 1982 minimum wages. It can be 
clearly seen that the average value of retirement benefit through 
time of service is about three times greater than that through 
disablement and is even higher than the average monthly 
remuneration found in the Annua] Report of Social lnformation 
- RAIS.

Obviously the simple differential between the age profile

of persons retiring through time of service and through disablement 
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Dlaoram 6 

ONGOING BENEFITS IN NO VEMBER 1982 

AVERAGE VALUE ( IN MINIMUM WAGES 

Benefils 

Lifelong 
Monthly 
Incarne 

Time o 
Service 

Retiremen 

f 

1 

0ld-Age 
Pensio n 

Disoblemen 
Pensio 

t 
n 

1 Medico 
Assistonc e 

Pension 

M inimum Woge 

1
0, 50 

11,26 

l I, 20 

1 0,97 

11, 78 

2 

Rois - I9B I 
Mont hly Eornings 

3 

13,7B 

Mecn 
Volue 

4 



woulel in itsclf cause some differentiation in the average value 
of benefit, bearing in mind the correlation which exists between 
earnings anel lhe age of the recipient. Although so far it has not 
been possible to quantify this, it seems likely that a large part 
of the elifferential is explained by the fact that the persons 
retiring through time of service come from a relatively "richer" 
segment of social security contributors than the population of 
contributors as a whole, from where the majority of persons 
retiring through elisablement come. 

ln conclusion, there is some evidence that there might be a 
redistributive process at work in the wrong direction in the case of 
special retirement anel through time of service. 

8 - Final considerations 

The discussion of the problem of Social Welfare and Assistance 
in Brazil should go beyond the narrow limits of projecting and 
analyzing the causes of periodic deficits and focus on the wider 
issues that are involved. 

Everything seems lo indicate that the burden of contributions 

necessary to finance social security benefits is becoming heavier 
and heavier for each new generation of contributors. 

Along with lhe question of viability there should be a careful 
examination of lhe distribution of the burden and the benefits 
wilh each alternative for providing Social Security, so that any 
compromise solution, emanating from the política] process better 
serves those really in need, without unduly penalizing society. 

Thus, in our opinion, it is necessary that the basic concepts 
underlying a Social Security System are discussed as much as 
possible, demystifying certain tabus, clarifying the half-truths and 
helping to provide the right solution to a problem which is not 
only the government's, but that of practically every citizen in 
the country. 

We consider that only by debating the issue can we achieve 
a just and viable system which meets the legitimate aspirations 
of the population, without becoming too paternalistic or overly 
pampering. If on tl1e one hand the utopia of the "Welfare State" 
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seems to be becoming discredited, on the other hand certain 

absurd ideas have started to sprout, such as the total privatization 

of Social Security, an ominous hangover from the out-of-date 

concept o( laissez-faire. It is very necessary to make sure in 

particular that the present crisis which the Social vVelfare System 

is going through leads to an evolution and not an involution, 

both on the conceptual-theoretical plane as well as the practical. 

·we have to try and get away from simplistic solutions that

tackle only short term problems and which are arbitrarily imposed 

on the population. One should always rernember that one of 

the basic principies ou which Social '\Velfare is founded is that 

of solidarity. For this principie to be something more than mere 

words and for it to have an effect on people's attitudes, it is 

vital that everyone is fully aware of the problems of Social 

Welfare, know what the future has in store for them and actively 

take part in choosing solutions. 

We think that lhe best way of restoring the badly shaken 

credibility of the Social Security System is by revealing the truth 

in a simple and direct way. It is important to make it clear that 

in general, the "acquired right" to receive a specific benefit also 

irnplies an "acquired obligâtion" to pay the necessary contributions. 

It is importan t for everyone to understand that if someone is 

receiving more than he pays it is because someone else is 

paying more than he will receive. It is important to get rid 

of the myths. 

No matter how obvious it may seem, one cannot repeat it 

too often, benefits are not Iike manna, which dropped freely 

out of the sky; on the contrary, they cost the population a lot, 

especially in a poor country like Brazil where very often Social 

Security Contributions mean sacrificing basic consumption itself. 

Thus, it is vital that mechanisrns are created for society to 

contrai and take part in the Social Welfare System, so that it may 

develop, within the limits of what is viable, in the direction of 

real social priorities, benefiting particulary the Iow income groups 

both in terms of contributions as well as in the services offered. 
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The new demographic profile of ;Brazil *

José Alberto Magno de Carvalho•• 

1 - Introduction 

The Brazilian population, as a whole, can be considered closed 
in the post-war years, as it grew almost exclusively due to the 
balance between the leveis of fertili ty and mortality. Population 
growth increased enormously between l 940 and l 960, reaching 
an yearly average of 2.34% in the 1940s and 3.0 5% in the 1950s, 
dropping slightly to 2. 83% in the 1960s and more markedly to 
2. 48% in the Iast decade.

The increase in the rate of growth was due almost entirely
to the decline in mortality during the period, with fertility 
remaining at a very high levei. As the age distribution of a closed 
population depends basically on the levei of fertility, the 
distribution of the Brazilian population remained more or Iess 
constant. with a high proportion in the young age groups, 
around 51 % below 20. 

Demographic growth in Brazil has been the subject of intense 
debates in political and academic circles, where, generally speaking, 
based on past trends, its high rate of population increase has 

Editor's note: Translation revised by Lhe author. 

• This article is an cxtended and up lo d:ite version of "Evolução demogr:lfic:a 

recente no Brasil", published in Pesquisa e Pla11ejamenlo Econdmico, Rio
de Janeiro, JO (2) :527-54, Aug. 1980. The author would like lo thank Silvia

de Menezes Gama Pinheiro and Simone "\\'ajnman, Research Assis1an1s Crom

CEDEPLAR for their collaboration.

• • Development and Regional Planning Center (CEDEPLAR) of Fedcr.il

UniversiLy of Minas Gerais (UFMG).
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been taken as a given fact and as endogenously unlikely to suffer 
a decline in the short term. 

However, based on the data collected in the various National 
Surveys by Household Sampling (PNAD) in the 1970s and the 
1980 Demographic Census, Lhere are clear signs of a rapid decline 

in fertility, at a rate which did not occur in the 1960s. 

This rapid drop in fertility will have Lwo distinct demographic 
effects, will1 importam socio-economic repercussions. The first 
will obviously be a fali in the population growth rates. The 
second, less obvious, will be a change in age clisu·ibution over a 

very short period. There will be a relative decrease in Lhe younger 
population, wiLh the possibility in particular periods of even 

an absolute decrease in certain age groups, which is likely to 
cause a transitory situation where new generations are smaller 
than those immediately coming after. 

While the age distribution remained constant, the basic 
element for socio-economic planning was only the demographic 

growth rate, since, for example, the increase in demand for 
school places and new jobs woulcl basically accompany the rate 

of population increase. With a rapid decline in fertility, besides 

the demographic growth, thc change in Lhe age structure and its 
behaviour in the future become extremely important variables for 
the purpose o[ planning in the short, medium and long terms. 

This study limits itself, after describing Lhe demographic 
evolution of Brazil between 1930 and 1970, to a presentation and 
discussion o( the behaviour of fertilily and mortality in the 1970s, 
as well as their impact in Lenns of the rate of growth and age 
distribution o[ the Brazilian population. 

2 - Evolution of {ertility and mortality m Brazil -
1930 to 1970 

There are few studies that analyse the evolution of fertility 
and mortality in Brazil, the majority o( authors restricting 
themselves to an analysis of Lhe data from Lhe 1970 Demographic 
Census. The present article concerns itself almost exclusively 

with presenting the resuhs of the research carried out by 
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CEDEPLAR, which has the advantage of covering the period 
that we propose to study, that is, from 1930 lo 1980. It should 
be mentionecl that estimates from other researchers for points 
within the period analysed show little divergence from the 
estimates that have been adopted here [Mortara (1958 and 1970), 

Leite (1971), Berquó (1977, pp. 251-303) and National Research 
Council Committee on Population and Demography (1983)]. So 

as to facilitate reading, the description of the estimation techniques 
used will be included as an annex. 

Table l shows the estimates for the rate of total fertility 
in the 10 Brazilian regions, 1 as well as the gross birth rates from 
1930 to 1970 (estimates for 1950/60 are not available.) 

The rate of total fertility should be interpreted as the average 
number of live born children per woman on completing 50 years 
of age, given the prevalent leveis of ferlility in the period in 
question. The gross birth rate corresponds to the number of 
live born children during a year per one thousand inhabitants. 
The rate of total fertility depends only on the distribution of 
fertility, while the gross birth rate depends on the distribution of 

fertility and on the age distribution of the population. 

An examination of the rates of total fertility in the 1960s 
reveals an cnormous disparity between regions. The Amazon. and 
the three regions of the Northeast have extremely high leveis, 
above 7 Iive birthes per woman, while Rio de Janeiro and 
São Paulo are found at the lower limit, around 4 births. Such 
differences are also obviously found in the gross birth rates, 
refJecting besides the íerrility levei, differences in age distributions. 

The table also shows the variation of the two rales between 
_1940/50 and 1960/70. While in the country as a whole the levei 
of fertility fclJ 8% between the two decades, the bi.rth rate went 

1 The 10 regions are madc up as follows: The Amazon: Amazonas, Pará, 
Acrt!, Amapá, Rondônia and Roraima; North-Northcast: Maranhão and Piaul; 

Central-Northeast: Ceará, Rio Grandt! do Norte, Paraíba, Pernambuco and 

Alagoas: Southern Northeast: Bahia and Sergipe; Minas: Min:t.! Gerais and 
Espírito Santo; Rio de Janeiro: Rio dt! Janeiro: São Paulo: São Paulo; Paraná: 
Paraná; South: Rio Grande do Sul and Santa Catarina; and Centre-West: 

Mato Grosso. Goi:ls and the Federal District. 
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to Table 

Brazil and Regions: Estimates o/ the Rates o/ Total Fertility 

(Per Woman) and o/ lhe Oross Birth Rates (Per 1000 Inhabitants) 

Ro.to of Total Fertility Gross Birth Ro.tcs 

1930'/40 1940/50 1960/70 
1960/70 

1930/40 1940/50 1960/70 
1960/70 

1940/50 194-0/50 

The Amazon 6.9 7.3 8.1 1.10. 50.2 50.6 49.3 0.97 

North-Northeru.t 7.0 7.0 7.3 l.(}4 51.1 49.4 45.3 0.91 

Cent.ml-Northeast 7.9 7.7 7.8 1.01 55.5 55. l 51.1 0.9?. 

Son thern-Norlheast 6.9 7.3 7.6 1.04 50.3 52.9 49.4 0.93 

Mir.as 7.2 6.8 6.5 0.95 50.4 48.6 42.4 0.87 

Rio de Janeiro 4.2 4.0 4.0 1.00 33.7 33.0 29.3 0.88 

São Paulo 5.6 5.1 4.2 0.82 41.8 39.3 31. 9 0.81 

Pe.raná 5.9 5.9 6.5 1.10 42.1 42.9 43.2 1.01 

South 6.2 6.2 5.1 0.82 43.0 43.6 32.6 0.75 

Centre-West 6.2 6.4 6.6 1.03 44.3 45.8 44.2 0.97 

Bro.zil 6.5 6.3 5.8 0.92 47.2 46.5 41. l 0.88 

BOURCF.S: 1030i40 and 1940/50: Carvalho {11174); and lOB0/70: Cono.lho (11176). 



down 12%. This was due to the fact that between the two 
periods the small change in the age distribution of the Brazilian 
population led to a drop in the birth rate. Out of the total 
12% drop in the birth rate, around 4% were due to changes in 
the age structure of the population. 2 This phenomenon also 
occurred in ali the regions analysed, where even the regions 
that experienced an increase in fertility had a drop in the birth 
rate, with the single exception of Paraná, where there was a 
l % ina·ease in the birth rate, while the fertility leve! rase 10%,

Restricting ourselves to an analysis of fertility, it can be seen 
that the regions of the Amazon, the Northeast, the Centre-"\,Vest 
and Paraná maintained their levels of fertility constant or 
even rising in the period. Particular attention should be paid 
to the cases of Paraná, which went from 5. 9 to 6. 5, and the 
Centre-West, from 6. 4 to 6. 9. Both are regions which, in the 
l 940s, exhibited average levels of fertility by Brazilian standards
anel yet cxperi�nced increases. As they were areas of agricultural
expansion, thi.i phenomenon is very common, since the greater
availability of land can be a factor which induces the poor
immigrants to form large families. s As for the other regions
in this group (the Amazon and Northeast), it is likely that in
the period under consideration there was to some extent, an
improvement in living conditions and standards of health which,
in the absence of birth contrai, will have increased the levei of 
fertility, due to increased fecundity 4 and the reduction in fetal
mortality, 6 a factor which might also have influenced the
fertility levei in Paraná and the Centre-\Vest.

The Southern region, São Paulo and Minas were already 
starting to experience a gradual decline in fertility in 1970, 

2 The argumcnt is bascd on the assurnption thal, in the period analysed, 

there had only been a drop in lhe levei of fertility, with its structure rcmaining 
constanl, which in gennal seems 10 havc occurred. 

li Sec, for cxample, Eastcrlin (1973) and Merrick (1976). 

4 Fccundity refers only to the apacity of women to bcget children. 

� ln Carvalho and Paiva (1979), therc can be seen a d.irccl relationship 
betwccn ferlility and income for tbe poorer population in lhe c11un1ry as .a 
whole in 1960/70. 
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particularly the first two. Surprisingly enough, there was no 
variation in the Rio de Janeiro region. However, it should be 
mentioned that this region was characterized by low leveis of 
fertility in the 1930s and 1940s. 

Table 2 shows the estimates of life expectancy for the 
population of Brazil as a whole and for the various regions in 
the !930s, 1940s and 1960s. The estimates of life expectancy 
at birth should be interpreted as the average number of years that 
the members of any given generation would live, if subjected 
to a mortality function defined by the average mortality observed 
in the decade and the region studied. As the leveis of mortality 
declined throughout the period, the younger age groups would 
in reality live longer on average than the estimate for the decade, 
with the opposite occurring with the older generations. 

Table 2 

Brazil and Regio11s: Estimates of Life Expcctancy at Birth and 
Gross Rates o/ Mortality 

Liíe Expectancy at Birth 

1930/40 1940/50 1960/70 
1960/70 

1940/50 

The AmAzon 39.8 42.7 53.8 1.26 

North-Northee.st 40.0 43.7 50.6 1.16 

Central-Northee.st 34.7 34.0 44.2 1.30 

Southern-No1 theast 38.3 39.2 49.9 1.27 

Mina.s 43.0 46.1 55.6 1.21 

Rio de Janeiro 44.5 48.7 57.7 1.18 

São Paulo 42.7 49.4 58.8 1.19 

Parand. 43.9 45.9 57.0 1.24 

South 51.0 55.3 62.6 1. ]3

Centre-We11t 46.9 49.8 57.9 1.16 

BRAZ.IL 41.2 43.6 53.7 l .23

BOURCEB: 1030/4.0 and 1040/50: Carvalho (1074); 1Ç60,70: Carvalho (ID78). 
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The substantial gain in the life span of the Brazilian population 
since the I 930s is quite apparent a phenomenon shared equally 
with other Latin American populations in the sarne period. ln 
fact, the increase was much more rapid than that experienced 
by the European populations, when, at the end of the last century 
and the early part of this, they had similar leveis of mortality 
to those of Brazil in the 1930s. e 

It should be noted, however, that extreme regional differences 
continued to exist, despite the fact that the Central Northeast 

region with the highest leve] of mortality in Brazil experienced 
the greatest relative increase in life expectancy at birth for 
its popuJation. Even so, the estimate of 44.2 years in the 1960/70 

period was still very low, corresponding to the Brazilian average 

in the I 930s, if we do not include the region in question in 

the figures. ln other words it took 30 kears for the Central 

Northeast to reach in the sixties the average levei of mortality 

of the rest of Brazil in the 1930s. 

3 - Evolution of fertility and mortality in the l970s 

The data from the National Surveys by Household Sampling in 

the I 970s already indica te d, surprisingly enough, a rapid decline 
in fertility in all the Brazilian regions [Carvalho (1980) ], a fact 

which was fully confirmed by the 1980 Census. 

Table 3 shows the estimates of fertility, based on data taken 
from the 1970 and I 980 Censuses. As we have seen before, while 

the levei of fertility in the country declined only 8% between 

I 940 / 50 and I 960 /70, wi th diverging patterns on a regional scale, 

there was a nationwide decline of about 26% between 1960 /70 

and 1975/80, with a significant drop in every region in Brazil. 

Except for the Southern Northeast region, with a more modest 

decline of 7. 0 %, in all the other regions the decline was very 

great, always above 18%, with the populations of the Central 

8 See, for example, United Nations (197!1) . 
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Northeast, Minas, Rio de Janeiro, Paraná, the South and 

Centre-West experiencing a fall of over 25%, T 

A generaliied decline in fertility on the scale observed in 
Brazil, in such a short time perio<l, 15 years on average, is 

surprising, when compared with the experience of other countries, 
both developed and underdeveloped, and one should not forget 

that it took place in a country with a vast surface area, large 
population, enormous heterogeneity and without any official 

demographic policy. 

Table 3 

Brazil and Regions - Rates of Total Fertility 1960/80

Percentage 
1960/70 1975/80 V a.rio.tions 

The Amazon 8.1 6.4 -21.0

North-Northca.st 7.3 6.8 -7.0

Central-N 01 theast 7.8 5.8 -25.6

Southem-Northeast 7.6 6.2 -18.4

Minas 6.5 4.3 -33.8

Rio de Janeiro 4.0 2.9 -27.5

São Paulo 4.2 3.2 -23.8

Paran, 6.5 4.1 -36.9

South 5.l 3.3 -35.3

Centre-West 6.6 4.5 -31.8

BRAZIL 5.8 4.3 -25.9

SOURCE: 1970 and lg80 Domographio C..n■uaH. 

ln a country where the bulk of Lhe population are found in 
the lower incarne groups, such a decline in the average levei of 
fertility would only be possible if it also occurred in a general 

way in Lhe poorer classes of society. This, in fact, was the case 

7 Thc decline in rural fertility was also widcsprcad, although at a slightly 
lowcr rate. ln Brazil as a wholc, in thc sarne pcriod, the decline was 22 .4%, 
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and Merrick and Berquó show furthennore, using data from the 
1970 Census and from the PNAD of 1976, that the percentage 
decline was greater exactly in Lhe poorest segment of the population, 
that is, in families with a monthly income of below one minimum 
wage (Merrick and Berquó (1983) ]. 

Table 4 shows the estimates of Iife expectancy at birth 
according to the 1970 and 1980 Censuses. The declining mortality 
trend continued throughout the 1970s, with an average gain, 
between the last two decades, of 6 years in life expectancy at 
birth, that is to say, with an average growth of more than one 
year in each biennium. Generally speaking, there still remains 
enormous regional heterogeneity in tenns of mortality in Brazil; 
nevertheless, the estimates seem to show, confirming what has 
already been observed in the analysis of Table 2, a tendency to 
convergence in the long term. 

Table 4 

Brazil and Regions - Estimates of Life Expeclanry al Birlh
and of lnfant Mortalily Rales - 1960/80

Inlant 
Percenta1e Ab1olute Mortality 

11150/70 1070,'!IO Variation Variation Rate - 11170/80 
(per 1000) 

Tbe Ama•on 153.8 83.2 17 .15 11.4 89.7 

Nortb-Nortben1t 110.8 158.11 12.15 8.3 108.0 

Centr■l-Nortbeut 44.2 40.15 12.0 15.3 180.2 

Boutbern-Nortbeut 40,11 58.2 18.8 8,3 117.11 

111ina1 155.8 113 .1 13.15 7.15 70.1 

Rio da Janeiro 57.7 83.11 10.2 15.0 88.0 

Bilo Pnulo 158.8 83.7 8.3 4.11 87,15 

Paran, 157 .o 6-l.l 12.15 7.1 815.11 

Sauth 82.8 88.15 11.4 15.11 48,1 

Centr&-Wut 157.11 IM.O 10.15 8.1 88.1 

BRAZIL 153.7 150.9 11.15 8.2 87 .3 

SOU RCF.: 11170 and 1080 Demo11raphio C.nauaeo. 

ln the 1970s, infant mortality per 1000 births in the Central 
Northeast touched the incredibly high levei of 160, while in 
the Southern Region, which had the Iowest rate, it was 46, giving 
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a national average o( around 87. It must be emphasized that 
Brazil, besides the enormous regional heterogeneity, still suffers 
Irom an extremely high infant mortality rate. One has only to 
compare the figures for other countries in 1970, a time, therefore, 
even before the Brazilian estimates referred to here: Cuba, 36; 
Argentina, 59; Costa Rica, 62; and Chile, 79 [United Nations 
Organization (1975) ]. 

After discussing the fertility and !11ortality levels, we show 
in Table 5, according to region, the components of demographic 
growth in the 1970/80 period. The vegetative growth would be 
that of lhe closed population, that is to say, in the absence of 
immigration and emigration. Such a growth depends only on the 
prevalent leveis of fertility, mortality and the age distribution 
of the population or, in other words, the difference between 
the gross birth and mortality rates. While in the I 960s, with the 
exception of Rio, São Paulo and the South, all the regions 
experienced vegetative growth rates above 3% a year [Carvalho 
(1980)], by the 1970s, only the Amazon and the North-Northeast 
remained with a growth potential above that levei. 

Owing to interregional migratory flows, the growth observed 
was very different from the vegetative growth. Here, the net 
rate of migration corresponds to the difference between the 
observed and the vegetative growth rates. It re(ers to the component 
of the vegetative growth rate which did not occur in its own 
region, due to a negative migratory balance in the case of regions 
expelling populations, or to the part of the observed growth 
rate caused by a positive migratory balance in the case o( 
receiving regions. 

As the observcd rates of growth depend not only on a real 
growth of population, but also on being effectively covered by the 
1960 and 1970 censuses, the net rates of migration should be 
treated very cautiously. especially when the numbers are very 
low, as is the case for Brazil as a whole (evidence of a slightlypositive 
international migratory balance). However, in other regions, the 
figures are sufficiently high, as in São Paulo, the Amazon, 
Centre-West and Rio, which show the importance of immigration 
in the growth of population during the decade, or in the regions 
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Table 5 

Brazil and Regions: Components of Average Annual Rate of Growth 

- 1970/80

Groaa 
Groaa Vca:eta.tive Obo•rved Not 

Birth Rato 
Morr.nlity 

Rate Growtb Grawtb Migrat.ion 

Tbe Amo.soa 4.26 0,77 3.48 S,02 1.64 

North-Nortb•aat 4.43 1.16 3.27 2.76 �.Sl 

Centrsl-Northcaat 3.07 1.67 2.30 1.86 �-44 

Southern-Northe..t 3.97 1.13 2.84 2.36 �.48 

Minu 3.19 0.83 2.36 1.64 -0.72 

Rio de Janeiro 2.Sl 0.87 1.64 2.30 0.66 

Slo Paula 2.77 0.81 1.96 3.49 1.63 

Paran, 3.20 0.72 2.48 0.97 -1.Sl 

South 2.68 0,63 2.0S 1.77 �.28 

Centre-Weat 3.49 0.69 2,80 4.05 1.26 

BRAZIL 3.37 0.99 2.38 2.48 0.10 

SOURCES; 1970 and 1980 Demo1raphia Ce11,1w,ea and Tablea 3 and 4. 

of Paraná, the Northeast and Minas, where emigration was very 

significant. Paraná was an extreme case, as more than half of 

its vegetative growth in population was wiped out by interregional 

emigration. 

Paraná and the Amazon were of particular importance in· 

terms of changes to the pattern of interregional migrations in 

Brazil. Paraná, which up to 1970 was one of the principal regions 

enjoying a big inflow of migrants, became an area with a high 

outflow, while the Amazon became an important destination 

for interregional migratory flows. 

4 - The effects of the evolution of fertility and 
mortality in the 1970s on the age distribution 
and growth of the Brazilian population 

As was mentioned in the introduction to this article, it becomes 
very important, given the decline in fertility in the 1970s, to 
carefully examine its impact not only on the rate of growth of 

the population, but also on its age composition. 
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No matter what the initial age distribution of a closed 

population may be, if its fertility and mortality functions are 
fixed, this population will necessarily tend to move towards what 

is called a "stable population", with a constant proportional age 

distribution, as well as a constant growth rate, k.nown as the 

intrinsic growth rate. A stable population with zero growth is a 

particular case, known as stationary population. Once the fertility 

and mortality functions are defined and determined, it is 

possible to calculate what the age distribution and intrinsic 

population growth rate defined by them will be. 8

Table 6 shows the proportional age distributions of a 

population, according to: 

a) the stable population defined by the fertility and mortality

functions of Brazil in 1960/70; 

b) the Brazilian population, according to the 1970 Census;

e) the stable population defined by the fertility and mortality

functions of Brazil 1975 /80 and I 970 /80, respectively; 

d) the Brazilian population, according to the 1980 Census.

Before going over the results, it should be mentioned that: 

a) the population covered by the census is presented as it

was published by IBGE, without any corrections (it is known 

that there are errors of age declaration, as well as persons not 

being counted, especially at certain ages) ; 

b) the stable population, I 980, was a product of functions

which do not refer exactly to the sarne period; however, as fertility 

is the main determinant of age· distribution one can take it as 

a good proxy of the stable population corresponding to the 

functions of the 1976/80 period. 

8 On stable populations, Coalc (1956) ; Coale and Demeny (1968) ; and 
Sbryock et alii (1971) , 
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Table 6 

Brazil - Proportional Age Distribution of tlze Stable and
Observed Population - 1970 and 1980

Star:le Observed Stable Observed 
1970 ]970 1980 1980 

O- 4 16,635 14,859 13,640 13,816 

5- g 13,816 14,480 12,030 12,428 

10 - 14 11,905 12,758 10,783 11,999 

15 - 19 10,274 11,030 9,658 11,420 

20 - 24 8,822 8,914 8,623 9,685 

25 - 29 7,527 6,997 7,674 7,943 

30 - 34 6,388 6,094 6,803 6,466 

35 - 39 5,390 5,475 6,001 5,344 

40 - 44 4,515 4,879 5,356 4,815 

45 - 49 3,744 3,815 4,557 3,915 

50 - 54 3,063 3,163 3,895 3,457 

55 - 59 2,456 2,462 3,250 2,� 

60 - 64 1,912 1,927 2,623 2,057 

65 - 69 1,425 1,309 2,016 1,707 

70 + 2,128 1,838 3,191 2,306 

100,000 100,000 100,000 100,ÔOO 
Growth Bate 2.r 2.8 .. 2. 1• 2.4**

SOURCE: FIBGF:, 1970 and 1980 D,mo,ra-ph,"c C,no,uu. Stablo 1070: ba■od on inlormation 
in Carvalho (1078): otnbla 1080: buod on inform■tion cont.ainod in tbe Appcndis. 

• lntrinai<! srowtb Rate. 

• Annual a,·ernge rate [or the dteadfl, 

ln 1970, there was no clear pattern of divergence between 

the stable and observed population,. which was to be expected, 
because until the mid-sixties there was no significant variation in 
fertility in Brazil, but only a reduction in mortalty. As mortality 
only has a secondary role in age distribution, the two structures 
(stable and observed) should be very similar. One should also 

note the similarity between the intrinsic growth rate in the 1960/70 
period, 2. 7% and the observed rate for the sarne period, 2, 8%, 
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The divergences between the two structures in 1970 were 

probably due more to errors in age declaration and undercounting 

in specific age groups, a common phenomenon for demographers. 

Thus, for example, it is known that normally the 0-4 age group 
is underestimated, while the 10-14 age group is overestimated_ 

On the other hand, the decline in fertility towards the end of the 
sixties had probably already led to a relatively smaller number 

in the 0-4 age group which adcled to the underestimation of 

lhis group, produced a much smaller census figure than the one 

for the stable population. 

As for the observed and stable populations in 1980, a very 

clear divergence pattern can be seen, wilh the proportion of the 
observed population below 30 years old consistently greater than 

in the stable population, with the inverse occurring above the 

age of 35. This divergence pattern shows what will inevitably 
happen with the age distribution of the Brazilian population, if 

it remains closed, and there is no return to the high levels of 

fertility of the past: lhe aging of the population. 

The likely decline in fertility after 1980 will inevitably 

lead to a continualion of this aging phenomenon, which will 

only cease when new stable leveis o[ fertility are reached. 

The greater ar lesser degree to which lhe growlh rate and 

the age distribution vary will depend, Eram now on, on the 

behaviour of fertility, with lhe mortality rate playing only a 

secondary role in this respect. 

Table ? shows the forecast for the Brazilian population in 

the year 2000, according to three different hypotheses in relation 

to lhe behaviour of fertility from 1980 onwards: A) constant 

fertility, B) moderate decline in fertility, and C) rapid decline in 

fertility. ln the three alternative, the sarne behaviour of mortality 

is presumed, with a two year gain in life expectancy at birlh 

every five years. 

Table 7 also shows, for each of the three hypotheses, the 

age distribution by large groups, the annual average rate of growth 

between 1950 and 2000, of the total population and of the three 

age groups 0-14, 15-64 and above 65. 
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As the sarne behaviour of mortality is assumed in the three 
alternatives (A, B and C) , any differences between the populations 
projected for the year 2000 are due exclusively to the different 
hypotheses concerning the evolution of fertility in the 20 years, 
that is to say, between 1980 and 2000. 

Even in hypothesis A, constant fertility, the aging process 
of the population is still marked, with an increase in the share of 
the population over 15. While the population under 15 will 
increase, between 1980 and 2000, at an average annual rate of 
2.1%, the 15 to 65 age group will grow at 2.4% and the over 65 
population at a rate of 3. 3%, 

Table 7 

Brazil - Population Forecasts (ln Thousands) - 1980-2000 

Hypotbeai■ a■ 
to Fertility 

A - Con1t1ntl 

B - Moderate Dedioe2 

C - Rapid Declinei 

Population 

O - 14 
16 - 64 
811 + 

Totnl 
O - 14 (o/,,i 111 - 64 <¾ 

811 + (%) 

O - 14 
111-11-1 
815 + 

Total 
O - 14 (%1 

115 - 84 (%) 
811 + (%) 

O - 14 
15 - 84 
811 + 

Total 
O - 14 (%) 

16 - 84 
<
%

l 85 + (% 

1980 

45,4119 
89,784 

4,700 
119,003 

38.2 
117 .8 

4.0 

411,(69 
88,784 
4,780 

119,003 
38.2 
67.8 

4.0 

46,(119 
88,784 
4,780 

119,003 
38.2 
67.8 

4.0 

Avcra1u1 Annual 
2000 Rato oi Growtb (%) 

60,282 2.13 
111,291 2A4 

9,0,10 3.28 

180,693 2.38 
30.11 
68.7 

4.7 

67,0112 1.20 
111,1153 2.43 

9,040 3.28 

177,8411 2.03 
32.4 
82.11 

15. 1 

47,319 0.20 
111,060 2.44 

0,010 3.28 

187,400 1.72 
28.1 
88 .li 

15.4 

SOURC�;: Wood ond Carvalho, Tlio dffllou,11pliu o/ in,qualil11 in Br111il (book in the proccu 
oi publication). 
JRate oi total lertillty: 1980/2000, 4.1; lile e,<peotaney at blrth: 1980, 157.4 for mon and 82.0 lo 
womeo, Hypotbmi1 concernia• mortality: 2 yur .incre.a.ui of life t1:1pectan0y at birth every five >-eanr 

2Rate oi total lertllity: 1980, 4.1; 19815, 3.8; 1990, 3.15; 19911, 3.2. Hypotbo■i■ concernin1 mortality: 
■ame u A. 
IRate oi total lertility: 1980, 4.1; 19811, 3.11; 1990, 2.8: 1996, 2.2. Jlypotbe■i■ eoneernln1 
mortality: ■ame u A. 
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This differential rate of growth will be exclusively due to 
the decline that took place in fertility up to 1980, when there 
was an unbalancing of the Brazilian age structure, as mentioned 
before. 

Hypothesis A can be considered unrealistic, in assuming 
stable fertility after 1980. Hypothesis B is much more realistic 

than A, assuming a moderate decline in fertility. ln this hypothesis, 
the fertility of the Brazilian population in 1995 (3. 2) would 
be on the sarne levei as the State of São Paulo in 1975/80. The 
difference between the results of the two forecasts is basically 
seen only in the under-15 population, as those over the age of 
20 in the year 2000 had already been bom in 1980. ln 

hypothesis B, the aging of the population is much quicker than 
in the previous hypothesis, as the decline in fertility results in 
a smaller number of children being bom, ali of whom will be 

under 20 in the year 2000. vVhile in A the under 15 age group 
will grow at an average of 2 .  I % a year, in B the growth will 
average I . 2%. 

Hypothesis C assumes a much more rapid decline in fertility. 

ln 1995, the fertility in the country (2.2) would be below the 
fertility of the urban population of the State of Rio de Janeiro in 
I 975 /80 (2 . 8) , the Iowest in Brazil. ln this case, the under 15 
group will remain practically stationary, increasing at an average 

yearly rate of only O. 20%. lts share in the total population would 
drop from 38% to 28%. 

The effects of a decline of fertility on the absolute size of 
the population will also be significanr. ln the 1960s, the population 
grew at 2. 8 % a year. Maintaining this rate of growth and 

with a 1970 Census population figure of 9!!,1!!9,000, the Brazilian 

population in the year 2000 wou!d be 213,268,000. However, 

according to the extremely conservative hypothesis A (constant 

fertility after 1980), the population in the year 2000 will be 

189,593,000, that is to say, with 23,675,000 persons less than the 

previous estimate; in hypothesis B, more realistic (moderate 

decline in fertility), it will be I 77,845,000, 35,423,000 less, and 

in hypothesis C (rapid decline in fertility), it will be 167,409,000 

inhabitants, with a difference of 45,859,000 less than hypothesis A. 



ln percentage terms, if compared with the initial forecast based 
cn the behaviour of the Brazilian population in the 1960s, the 
population in the year 2000 will be 11 % less, in hypothesis A; 
17%, in hypothesis B; 22%, in hypothesis C. 

5 - Conclusion 

The rapid decline in Iertility in the 1970s brought about a 
significam change in the demographic profile in Brazil. On the 

one hand, the population of the country started to grow at a 
slower rate and, on the other, a process of change in the age 

distribution got underway, leading to an aging of the population. 

The lower rate of population growth will already result in a 

lower population in the year 2000 than was originally forecast 
- 23,675,000 in tl1e conservative hypothesis concerning the decline
in fertili ty, or by 35,423,000 according to the more realistic

hypothesis. This phenomenon, still not adequately known and
analysed by social scientists and planning organs, brings a new
reality into play which will have to be taken into consideration

in elaborating economic and political projects for the country
in the final years of this century. Furthermore, it means that
the debate on population policies be carried out not forgetting
this fact, which unfortunately has too often been the case.

The change in the age structure, which will inevitably go 
through a Lransition phase, will require constant attention from 

those that formulate and carry out government policies, who, used 
to a situation where there is a constant age distribution, will 
continually have to bear in mind the changing situation in the 
short term and, in the long term, the trend towards a new levei 
of stability with a relatively much less young population. 

Appendix 

This appendix briefly explains the type of inforrnation used in the 
work, as well as the methods employed to obtain the various 

estimates. 
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The fertility estimates were obtained by using the Brass 
fertility method [Brass et. al. (I 968)]. To apply it, two basic sets 
of data are required: 

a) live bom offspring in the 12 months prior to the date
of the survey; and 

b) live bom offspring up to the sarne date.

The data related to the second query were taken from the 
Brazilian censuses from I 940 onwards, 0 while the data for the 
first just from the I 970 anel 1980 censuses. Based on the estimates, 
using the 1970 Census, it was possible to put together the data 
for 1940 and 1950 [Carvalho (1974)]. 

The two questions are asked of ali women over 15 years of 
age. If there were no errors in answer to the first question, one 
could obtain the fertility function directly from the figure for 
the number of live bom offspring in the 12 months prior to 
thc census date. Howevcr, there is the errar relative to the 
"reference period", that is to say, persons do not declare the 
events exactly corresponding to the 12 months. ln Brazil, for 
example, in I 970 there was an underestimate, which oscillated 
between 20 and 30%. 

Data are used, therefore, related to Iive born children up to 
the census date (average parturition) of women from 20 to 24 years 
of age, or 20 to 29, to correct the errar present in the answer 
as to the birtl1s in the previous 12 months. 

The method was developed .o be applied in conditions of 
constant fertility, which is not the Brazilian case, especially 
in the I 970s. However, it can be applied even in cases of declining 
fertility, though the result, should be interpreted as the levei 
of fertility implicit in the average parturition used to correct the 

"errar in the reference period", that is to say, of women from 
20 - 24 or 20 - 29, according to the group chosen [Carnlho 
(I 982) ]. I f the 20 -24 age group is adopted, the estimate refers 

o ln thc 1950 and 1960 Ccnsuses rhc tola) of births was askcd, wi1hout

distinguishing bctwccn livc :md dcad bir1hs, whlch mcans making an cstimale

of livc births.
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approximately to the average for the five year period which 

precedes the survey date, while the 20 - 29 age group will produce 
an estimate around the average for the decade. 

The mortality estimates were developed on the basis of data 

referring to the two queries discussed above, together with a 

third which asks for the number of living offspring on the 
survey date. 

With the exception of the query concerning live births in 

the previous 12 months period, the other two are found in the 

censuses since 1940. 

Applying Brass's infant/juvenile mortality method to this 
data (Brass et ai. (1968) ], estimates of 2,3 and 5% are obtained, 
that is to say, of the probability of death between birth and the 
exact ages of two, three and five. Using data from the 1970 
Census, it was possible to ,vork out the figures for the 1940 
and 1950 Censuses. 

The estimates of 2q0, 3q0 and 5q0 are obtained, by 

transforming the proportion of dead offspring (which is equal 

to the complement of the proportion of surviving children) of 
women in the 20 - 24, 25 - 29 and 30 - 34 age groups, 
respectively, into probability of death. This is because each 
proportion of dead offspring is the weighted average o[ the 
probabilities of death experienced by offspring of a specific 

generation of women, with the weighting being given by its 
fertili ty distribution. 

As in the Brazilian case there are no estimates of adult 
mortality, given the need for survival tables, it was decided to 
produce them through logital transformation, 10 using, as a 

standard, survival tables for Mexico and the Brazil Model. The 
tables produced have the sarne standard of mortality as the 
standard table, though with their levei defined by the values 

2q0, 8q0 and 6q0, observed in the population in question. 11 

10 On logit.al transformatíon, &ee Brass t:I alii (1968). and Ilrau (1971). 

11 The valuct of .q0 uscd rcfer, approximatcly, 10 the avcragc levei of 
mortality observcd in the 10 ycan prior to tbe aurvey date. 
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ln the tables for Brazil and its regions lar tÍ1e 19�0s and 194Ôs, 
the 1940 table for Mexico was used as a standard [Carvalho (1974)]; 
for the 1970s, the 1960 table for Mexico [Carvalho (1978)] and for the 
I 980s, the levei I 6 table for the Brazil Model [IBGE (198 I)]. The 
probable similarity between the mortality leveis in Brazil and 
Mexico has already been discussed in another paper [Carvalho 
(1973)]. The survival tables produced for the 1966/76 period are 
shown in Table 8. 

Table 8 

Brazil: Survival Table - 1970 /80, by Sex

. 

Meo �. - 66,8 Womeo �. - 63,2 

o 

1 

2 

3 

6 

10 

16 

20 

25 

30 

35 

40 

45 

50 

65 

80 

8ll 

70 

75 

80 

n 

1 

2 

6 

6 

6 

6 

6 

6 

6 

6 

6 

5 

6 

6 

6 

li 

li 

+ 

la 

1.00000 

0.90539 

0.89348 

0.88818 

0.88212 

0.87833 

0.87213 

0.88442 

0.85330 

0.83877 

0,81983 

o. 79509 

º· 78434 

0.72322 

0,66778 

0.59282 

0.49D2ll 

0,38883 

0.28438 

0.14279 

BOURCE: 1090 Domosrapbio Cenaua. 

nl.z 

0.93377 

0.80823 

0.8908:? 

1. 77030 

4.39613 

4.37115 

4.34138 

4.29-130 

4.23018 

4.14850 

4.03955 

3.90083 

3.71890 

3.47745 

3.15095 

2. 72968 

2.22020 

1.63303 

1.01793 

0.85032 

,. nl.z 

1.00000 0.9«22 

0.92032 0.91307 

0.00823 0.9054ll 

o. 90287 1. 79879 

0.80612 ,(,{8870 

0.89138 4. '4925 

0.88834 4.42935 

0.88340 t. 391198 

0.876ll9 4.38000 

O. 86741 t.30823 

0.85588 4.2·'150 

0.84072 4.15163 

0.81993 4.03353 

0.79348 3.88035 

o. 75866 3.67038 

O 700!9 3.38380 

0.6H03 2.90995 

0.55595 2.4S.llll 

0.43771 1.81863 

0.28974 1.80396 

la - indioate• tbe number oi paraon.. aomins lrom an ioitia1 aeneratioo ((.), wbo reada 
tbe os:act aae z, sivea a dotermiaate mortal ity funation. 

•Lz - number of yeara lived jolntly between tbe enot •• .. :z and z + n. by penona tbat 
ni■ab tbe azaat a,aa z . 

•• - lif• ospeotaoay at birtb, th■t i■ to 1ay1 yean oi li.la tb■t. on ave.raae, uab pel"IOD oi 
a ••neration will live, wban 1ubjeat Lo a deter..miaate mor1ality f11Datio� 
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To calculate the age distribution of the stable population, 

it is necessary to know the distribution of fertility and the survival 
table. The proportional age distribution is obtained by: 

where: 

L • ,-ri 

e (a) 
= _n_z 

__ ...,,... 
2: nL

z
;,-ri 

z•l 

nLx = number o[ persons in the age group X, " + n of a 
stationary population, given by the survival table; 

x = Iower limit of age group; 

n = size of age group; 

e = Napierian constant; 

x = average point of the age interval; and 

r = intrinsic growth rate (calculated on the basis of the 
nLx of the female sex and the distribution of fertility). 

The stable population in the 1960/70 period was produced 
using the distribution of fertility and the survival tables for 
both sexes, based on data found in Carvalho [Carvalho (1978) ], 
while that for the 1970/80 one was based on Tables 8 and 9. 

Table 9 

Brazil: Distribution of Fertility 

Age Group of Women 

15 - 19 
20 - 24 
25 - 29 
30 - 34 
35 - 39 
30 -· 44 
45 - 49 

SOURCE: 1!180 Demo11rapbic C.1111u.o. 
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1971 /76 (By Women) 

Specific R11te of Fertility 

0.0649 
0:2028 
0.2270 
0.1779 
0.1219 
0.05S3 
0.0143 
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The Montagu Financial Mission to Brazil 
and the federal economic policy 
changes of 1924 * 

Winston Fritsch •• 

1 - Introduction 

Towards the end of 1924, President Arthur Bernardes dismissed 

the principal mentors of the financial reform programme adopted 

shortly after his innauguration, switched to a strongly deflationary 

financial policy, 1 and transferred the responsibility for the

Editor's note: Translation reviscd by the author. 
• The author would likc to thank Donald Moggridgc, Marcelo de Paiv:i
Abreu and Susan Howson for thcir comments and suggcstions. Any crrors thal
happen to remain are, howcvcr, the exclusive rcsponsibility of thc author.
I owe particular thanks to Susan Howson for hcr dccisive collaboration in
obtaining permission from Lord Rothschild to consult the archivcs of 
N. M. Rothschild and Sons, relating to lhe Montagu Mission, without which
tl1is articlc could not have bccn writtcn. 

Thc following abbreviations werc uscd for lhe most frcquent referenccs 
in thc notes of th is work: 

R. S. - Archives of N. M. Rothschild & Sons, London; 
FO 371 - Public Record Ofíice; Foreign Office Files, Political; 
PRO T - Public Record Office; Treasury Files; 
N. S., RG-59 - The National Archives of lhe United States; 
Rccords of the Dcpartment of State relating to the internai affairs of 
Drazil, 1910-29. 

• • Departamento de Economia, Pontiflcia Universidade Católica do Rio 
de J:mciro. 
1 Which was to last up to thc innauguration of Washington Luls as 
Prcsident. 
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defence of coffee from the federal government to São Paulo. 

This set of decisions is a watershed in the economic policy o( 

his government and one of the most important moments in the 

history of economic policy in the First Republic. 

The disastrous effects of the deílationist option of 1924 on 

the economic performance of the economy are well-known. A 11 % 

reduction in the money stock carried out in 1925/26 was the 

immediate cause of the crisis and stagnation which marked this 

period. Industrial production, which had made a strong recovery 
since 1922 as a result of extra protection afforded by the exchange 
collapse at the beginning of the decade and an openly expansionist, 

monetary policy would stagnate during 1925/26 at the level. 2 

Industrial investment in real terms, measured by a quantum 

index of capital goods imports for industry, which had grown 
continuously since 1923, witnessed a reduction of as much as 

26% in 1926 [Villela and Suzigan (1973, Table XXI, p. 442) ]. 

The large collon textile industry was particularly affected, since 

the contraction in the money supply and the consequent 

revaluation of the exchange rate in 1925 carne immediately 
after a hectic period of expansion in the sector which had created 

large margins of idle capacity. 3 

However, our knowledge of the origin and political rationale 
of these decisions is still very unsatisfactory. Though the visit 

of the Financial Mission to Brazil, at the beginning of 1924, has 

been suggested in the literature, the real extent of its connection 
with the radical changes in economic policy which occurred 

this year has only been explored so far in a conjectura} may. 4 

Besides this, the deflationist option and the abandonmen t of the 

defence of coffee by the federal government have up to now 

been mistakenly treated, as independent decisions. The aim of 

this essay is to investigate the economic and political motives 

2 Cf. Villela and Suzigan (197!!, Tabela XII, p. 4!!1) . Furthcrmore the Jevcl 
of industrial output in 1924 had been abnormally low. 

1 On the expansion of 1he 1ex1ile indus1ry ai lhe bcginning of thc 1920s, 
see Cano (1977, pp. 174 et seq.). 

, Cf., for example, Neubau1 (1974, pp. 70-71), or the extremely superficial 
treatmcnt given to thc subjcct in Pelácz (1971, p. 57). 
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of t11ese dec:isions, and try to show the inter-relationship that 
existed between them. 

The essay is divided into four sections, besides this introduction. 
The following section tries to provide the background to the 
initial economic programme of the Bernardes government and 
the difficulLies encountered in trying to implement it, which 
led to the negotiations between the federal authorities and the 
English bankers and the visit o( the Montagu Mission. Section 3 
describes the negotiations between the government and the 

English mission, with the intention of showing how much the 
federal government was prepared to concede in order to obtain 
a foreign Joan at the beginning of 1924, which would avoid the 
need to resort to a restrictive monetary policy in the face of the 
deterioration in Brazil's foreign position. ln Section 4 t.he events 
which led to the changes in economic policy towards the end 
of 1924 are analysed. Finally, in the last section, the main 
conclusions of the paper are summarized. 

2 - Background: economic pol'icy pr()(';pects m 1923 

"A trai] of devastation" was how the late Professor Joslin 
correctly described the effects of the international boom and 

slump of the immediate post-war years on the Latin American 

economics. � An examination o( Table l, below, gives an indication 

of the size of the foreign trade disequilibrium in the Brazilian 

case, when the rapid growth of exports lost momentum in the 

second quarter of 1920. 

The effects of exogenous crises, such as this one on the 

economy's performance are well-known. The immediate effects, 

which give rise to the internai crisis, are thc result of a fali 

in the price of export products - which is the root cause of the 
foreign trade disequilibrium - and the credit squeeze caused by 

the sudden variation in the banking system's liquidity preference, 

which is expressed in an increase in its cash holdings. The longer 

a Joslin (l!l6!1, p. 217). For a fuller :iccount of the eYents briefly de!Cribed 

in this section, sce Fritsch (1982 and 198!1) . 
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Table I 

Brazil: Foreign Trade and Exchange Rate - 1918/21 

(Quarterly Figures) 

Trade Exchnnge 
Y c&r/Qunrtcr Exports Imports Bnlnncc& Rntcb 

1918 I 13.2 11.1 2.1 13.50 

II 14.4 ]2.0 2.4 13.04 

III 14.7 14.D -0.2 12.21 

IV 18.8 14.8 4.0 13.24 

1919 I 30.6 19.3 11.3 13.15 

II 30.7 18.4 12.1 14.16 

III 32.9 19.6 13.3 14.47 

IV 36.0 20.7 15.3 16.27 

1920 I 37.0 22.8 14.2 17.82 

II 29.6 28.8 0.8 15.91 

III 21.8 36.2 -14.4 13.44 

IV 18.9 37.1 -18.2 11.38 

1921 I 14.6 24.2 -9.6 D.Gl

II 12.0 14.2 -2.2 8.21 

UI 15.7 11. 7 4.0 7.78 

IV 16.1 10.4 5.7 7.88 

• In millioru of pound1. Source: Comlrcia Ezt"ior da Bra.1il. Bio de Janeiro, Imprensa 
Nacional, 1evt!ral iuuea. 
h AYera,1e daily ratea at 00 day11 1i1ht on London, in penei!! per mil��ia. Bource: 
R,l 1l6rio do Sfndi.to da Junta doa Corrctor,a d• F1mdo1 Pilblico1. flio de Janejro, lmprenaa 
Nacional, llfJVeral iuuca. 

term effects, stemming from the exchange rate collapse which 
follows the foreign trade disequilibrium are (a) a severc 
disequilibrium in the federal government's budget, due to the 
rigidity of its foreign currency commitments and the great 
dependence of fiscal revcnues on imports; (b) an increase in 
inflationary pressures, sustained by the federal government's 
financing a growing current budget deficit by increasing the money 
supply; and (c) a transfer of real incarne from workers and 
rentiers to entrepreneurs. Given the purpose of this essay, the 
emphasis, in this section, will fali exclusively on the inter-relationship 
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between the economic po1icy measures adopted with the start 
of the crisis and the (a) and (b) type effects mentioned above. 

The initial response by the Epitácio Pessoa government to 
the foreign trade disequilibrium was limited - except for some 
special emergency measures O - to taking advantage of the access 
to the New York capital market then obtaíned and to the -reluctant 

financial support - conceded only in March 1921 through the 

recently created Banco do Brasil Rediscount Department - to a 
plan for defending international coffee prices devised by private 
interests in São Paulo [Rowe (1932, pp. 22-5) and Delfim Netto 

(1959, pp. 97 et seq.)] The íntervention in the coffee market 

had the immediate desired effects. The prices of the product, 

that had fallen continuously from more than 25 to a little over 

9 cents (USS) per bag between the beginning of 1920 and March 

1921, recovered by more than 25% by the end of the year 

[Rowe (1932, TabJe IV, p. 86) ]. 

This recovery of coffee prices, the foreign loans, and the 

drastic reduction of imports caused by the exchange slump of 
1920 diministred the speed which the exchange rate depreciated 
from mid-1921 on. However, tl1e budgetary deficit, which had 

witnessed a sharp increase in 1919, as a result of staquatíng 

revenues 7 and the starting up of the Iarge scale program of public 

works by the new administratíon, remaíned extremely high. 

As _at the time, the Rediscount Department of the Banco 

do Brasil was the only instrument for the primary issuing money 

and as publíc bonds ·were not accepted by the Department, the 
federal government found itself in great difficultis to finance 

these deficits. Thus, besicls utilizing foreign credits obtained in 

1921, the "financing" was increasingly carried out by accommulativy 
payment arrears and issuing a large number of Treasury Bills, 

practically unnegotiable, in favour of part of its creditors, 

e On thosc mc:isure., scc Dccrcc n.0 4.BIS of August 28, 1921. 

l The main rc:ison for this w:is thc low levei of imporls due 10 supply 

diííicultics in lhe immcdiatc post-war yc:irs :ind lhe effects of thc great 

cxchangc appreciation which ocurrcd this ycar on thc rcvcnucs in mil-réis 

coming from thc gold tariff. 
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Table 2 

BTazil: Fedeml Govemment Budget - 1918/22

(ln Thous of Contos) 

Yeo.rs 

1918 
1919 
1920 
1921 

Revenue 

619 
626 
922 
891 

Expenditure 

738 
932 

1 226 
1 428 

Bo.lo.nce 

-119
-306 
-304 
-456 

SOURCE: [V1llela and Su1i11an (1973, Tablo IV.2, p. H0, and Tablo V.J, p. 156)). 

especially during the first half of 1922. 8 However, the accumulation 
of these Bills in the private sector Ied to mounting pressures 
that forced the government to contract with Banco do Brasil, 
towards the end of July of that year, a special line of credit of 

up to 500 thousand contos against the issue for promissory notes 
payable in one year. But it was clear that the Banco do Brasil 
was very unlikely to be in a position to discount such a sum in 
the short term without risking its normal operations or even 
its Iiquidity. 0 Thus, in October, when the Treasury had already 
withdrawn .300 thousand contos of these special credits, the 
government had no other option but to push for the abolition 
of the statutory restriction on presenting public bonds to the 
Rediscount Department with the aim of permitting the Bank 
to rediscount these papers. 

The way in which the federal government chose to tackle 
the budgetary disequilibrium, as described above, was to have 

8 Report of thc British Financial Mission lo Brazil to N. M. Rothschild & 
Sons, Messrs. Baring Brothers &: Co. Ltd. and Messn. J. Henry Schroder &: Co., 
Appendix C: Republic of Brazil - Balance Sheet as ai Jl-12-192) wit11 

Relative Sc/1eduleJ of Liabilities and As.seu, by Sir William McLintock, 
in R. A. 111/220. 

o Thc total value of bilh discounted by Banco do Brasil by Deccmber !!l, 
1921 ammounted to 4!!7 thousand contos. Sec Relatório do Banco do Bra.sil

(1922), p. 7.
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two main consequences: the first, resulting from the massive 

entry of public bonds into the Rediscount Department in October 

and November 1922, was the explosive increase in liquidity up 

to the de facto closing date of the Department at the beginning 

of 1923, a phenomenon which was the immediate cause of the 

increase in inflation which occurred in this year; 10 the second 

was the creation of an en_oumous short term debt of the Treasury 

with Banco do Brasil, in Lhe form of public bonds freozen in the 

Bank's portfolio and estimated at the beginning of 1923 at 800 

thousancl contos, 11 whose redemption would be a cause for 

concern to Lhe Federal Government for the next five years. 

The Arthur Bernardes government, which took office in 

November 1922, inherited, therefore, a most undersirable legacy. 

The new administration would base its programe of economic 

policy on three main points: liquidating the debt with the Banco 

do Brasil, implementing the plan for Permanent Defence of 

Coffee, recently approved by Congress, and the establishment of 

a central bank which would manage the return to the gold 
standard at a parity of 12 d, below, therefore, the pre-war levei, 

but substantially revalued in relation to the current 

exchange rate. 

The problem of the short term debt the Banco do Brasil 

was viewed by the Government as the most pressing. 12 Its 

10 The monetary base grcw more than 16% in the final quarter of 1922, 

according to figures from the Balancetes Semanais da Carteira de Redescontos, 

publishcd in lhe Diário Oficial, various is.sues. 

11 Pires do Rio (s .d., p. 204). To gauge the size of lhese obligations, one 

should remembcr that revcnucs in thc Federal Budget for 1922, had amnuntcd 

to 972 thousand contos. 

12 ln thc worcls of the new Finance Minister, thc Paulista Sampaio Vida: 

".. . there is in the pt'esent si1ua1ion, in fact, a pressing problem - it is 

the short tcrm clebt abovc 700 thousancl contos de réis. \Ve cannot calmly 

get on with lhe task of aclministrating with such a load on our shouldcrs. It 

is a formidable monolith which wcghs and hampcrs cvery movcment of 

the administrativc machine", Repor! given to thc President of the Rcpublic 

by the Ministcr of Finance on November !10, 1922, in Rt:latdrio do Minislro 

da Faz,rnda (1923), pp. XIl,XIII. 
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liquidation was to be carried out, according to initial projections, 

through a restrictive fiscal policy which would reverse the deficit 

tendency of the federal budget. While accepting the need to 

bring various public works to a halt, 13 the Government played 

down the social costs of such a policy, arguing that the greatest 

contribution in terms of reducing thc deficit wouldcome from 

carrying out a reform of the operational contrai mechanisms for 

implementing the budget. 14 

The plan for the Permanent Defence of Coffee - for which 

the new Finance Minister had been struggling relentlessly since 

he was a congressman in 1921, which probably explains his 

ministerial appointment after the decisive support given by 

São Paulo to Bernarde's candidacy - institutionalized federal 

intervention in supporting coffee prices by controlling visible stock 
leveis in Santos, through a system of retaining surpluses in 

regulating warehouses to be built in the interior of the State of 

São Paulo. However, the viability of the schemc depended 

basically on defining the sources of financing for the retained 

stocks which was get to be dane. 

Finally, the idea of creating a central bank and returning to 

the gold standard was, to a greate extent, a reflection of the 

international economic orthdoxy of the time, a product of the 

accentuated situation of monetary disequilibrium which practically 

every country had bccn experiencing since the beginning of 

the war. However, if it is true that, in the twenties, to contest the 

belief that a central bank was a panacea for the control of 

cydical flutuations and of the fixed idea of returning to exchange 

tJ The figures availablc, though of highly dubious quality, show a reduction 

from 25.7 in 1922 to 3.7 in 1923 in thc grnss formation of fixed capital 

by th federal government as a percentage of total govcmmcnt expcnditurc. 

Scc Villcla and Suzigan (1973, Tablc V. 2, p. 157). 

14 Relatório do Ministro da Faunda (1923) , passim. Anothcr important 

íisc;1l mca.sure introduccd right avay by thc Govemmcnt was to increase thc 

perccntagc levy of thc gold-tariff. 
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stabilhy was the pursuit of heretics, iG in the Brazilian case, the 
project of setting up a central bank was an extremeJy ingenious 
solution for carrying out the other two lines of the Government 
program. ln its general Jines, the project 10 consisted in quanting 
exclusive powers in issuing money to the Banco do Brasil, 
the issues to be backed partly by gold - one third in vaJue -
and partly by commercial biJJs. On the one hand, the scheme 
helped to reduce the Government's debt wiLh the Banco do Brasil, 
as the goJd bncking of the issuei; would be made up of the 
Treasury gold reserves, valued at 300 thousand contos, to be 
transferred to the Bank as part payment of the debt. On the 
other hand the project made the plan for the defence of coffee 
financially viable, since the deposit certificates issued by the 
regulatory warehouses could, as commercial bills, be accep ted 
as a backing for the issue of notes by Banco do Brasil, whenever 
necessary. This aspect of the Bank reforro was poJitically crucial, 
since - as will be discussed in detail in Section 4 - it was unlikely 
that Brazil would manage at the time to finance coffee valorization 
with foreign loans anel, given the limitations of the Brazilian 
capital market which limitcd the internai borrowing capacity 
of 1he government, the hypothesis of financing the coffee by 
resorting to clomestic public indebtedness was not considered. 

It shoulcl be noted, however, that the economic programme 
:mnounced by the govcrnment hacl serious limitations to liquidate 
the Hoating debt in the short term and to strengthen the 
foreign position of Lhe economy, as was necessary to achieve 
exchange rate appreciation. ln fact, the scaJe of the fiscal 
disequilibrium was such that liquidating the debt with the 

15 Cf. Triííin (1940, p. 93) and Brown Jr. (1940, pp. 800 ct scq.). Furtado's 
criticai commcnt about '"Thc Brazilian public figure of the First Rcpublic, 
in his ··mental inhibition to capture reality from thc criticai - scicn1ific poinl 
of view ... \Vhich is panicularly obvious when relatcd to monetary problcms", 
although illustrativc, is, in this context unjust. At least in Lhe 1920s, this 
inhibi1ion was nol a privilege oi Brazilians. Thc quol:uion is from Furtado 
(1971, p. 160). 

10 Decrce N.0 4.6,5-A, January 8, 192!1. The projcct was claborated by 
Paulista Congressman Cincinato Brag:i, who was shortly aftcrwards nominated 
Prcsident o( Banco do Brasil by Bernardes. 
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Banco do Brasil through huclget surpluses was not feasible without 
the government being subjected to political strains. As for the 
balance of paymenLs, given the extremely low level that the 
value of imports had reached, Lhe only hope of. avoiding possible 
uncontrollable pressures on the rate of exchange rested on the 
expectation of a favourable evolution of coffee prices, once the 
de(ence program get under way. 

ln these circumstances, though the authorities initially denied 
any intention to liquidatc Lhe short term debt through a long 
term foreign Joan, 17 it is difficult to believe that Lhis had not 
been contemplated ali along for, as tl1e bulk of the government 
liabilities belonged to Lhe Banco do Brasil, their cancellation 
through a foreign loan would provide the Bank with ample 
ammunition to carry out the intended exchange policy. ln any 
case, Lhe renewal of strong pressures 011 the rate o( exchange 
in the middle of 1923 ended up by inducing the authorities to 

consider a large foreign Joan as the only way of preventing the 
premature discredit of its reformist programme. 

Accordingly, in September, to avoid the painful alternative of 

deflationary readjuslment which could not only cut short the 
recovery in activity leveis began in 1922 anel seriously impair 
the political feasibility of its coffee price support programme, 
the Brazilian governmcnt approached Rotl1schilds for a [25 million 
long-term loan to "liquidate the [Trcasury] floating debt and 
set Brazilian finances in arder". 18 Although the bankers agreed 
to study the Brazilian proposal, they felt that "it was almost 
impossible to carry out the wishes of the Brazilian Government 
until they had satisfied the public that the reforms and economies 
which they understand the present Brazilian administration is 
putting into practice are effecrive". 10 So, taking advantage of their 

very strong bargaining position, and arguing that the federal 

17 According lo lhe Minis1cr of Financc "This problcm. . . should be 
solved ... wi1hou1 a forcign Joan, ai lcas1 for lhe mcantime". Relatório do

Minislro da Faunda (1923), p. XIII. 

18 Memorandum on tT,c Terms o/ Refcrence, Financial MiJsion lo Brazil, in 

R.A., Ilox 111/220, me no. 6. 

10 Idem. 
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government's foreign deht was already very large and the current 
low quotations of Brazilian bonds in international capital markets 
would render the operation difficult, the bankers adopted lhe 
firm position lhat Lhe loan should be made conditional upon 
the bankers' appraisal of the recommendations of a mission of 
financial experts nominated by Rothschilds which would visit 
Brazil to assess in loca the actual sta te of federal finances. 20 

As it will be shown below, the banker's intention was to try 
and make lhe granting of financial accommodation depend 
upon the Brazilian government's enforcement of the mission's 
recommendations on whalever changes should be made in the 
institutional and operational framework of monetary, fiscal and 
coffee policy in Brazil so as to strengthen the country's capacity to 
pay, particularly with a view to the resumption, in 1927, of 
amortization payments on the foreign debt as agreed in the funding 
scheme of I 914. 21 

Following the Brazilian government's acceptance of these 
general terms, the bankers began to recruit their team of experts. 

Their choice of the senior members of the financial mission 
fell upon men with no particular competence on Brazilian affairs 
but who carne from highly influential circles within the City. 
The Mission was to be led by Edwin Samuel Montagu, former 
Liberal M. P., Financial Secretary to the Treasury and famous 
for the co-autor-ship of lhe Indian post-war constitutional 
reforms while Secretary of State for India. 22

20 Idem. 

21 As concisely put in rhe Mission's terms of reference, as distributed later 

to its senior members: . . . "the real aim oi the MiSo!ion is to furnish the 

Ilankers with information so that with due regarei 10 their own responsibility 

towards investurs h<!re 1hey may be ablc to assist lhe Ilrazilian government". 
Idem. 

22 Montagu carne Crom a City family, had a considcrable experience in 

financial matters, was close 10 Lionel de Rothschild, had reccntly re1ired 

from politics 10 take busincss posts in the City and was an cxpcrienced 
ncgo1ia1or. See Walcy (1964). A bricf psychological por1rai1 of Montagu 

w:u drawn by Keynes who, incidentally, was approached by Montagu as a 
possible rncmber of the mission. Sce KeynC9 (1972). I thank Dr. D. E. Moggridge 
fnr calling my attcntion to this lctter. 
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• The other four senior members were Sir Charles Addis, a
Director and mcmber of the Committee of Treasury of the Banlc. of • 
England and Chairman of the Hong-Kong and Shangai Banlc.; 
Lord Lovat, a man with large interest in real estate and- cotton 
plantation overseas; Hartley Withers, former editor. of 'the ºLondon 
Economist; and Sir \,Villiam McLintock, partner of one of the 
largest British accounting and auditing _firrris. 23 Sir Henry Lynch, 
a British manufacturer and Rothschilds' p�rmanent represe�tative 
in Rio was to serve as liaison between the m'ission and the 
Brazilian government, acting as interpretei: during the negotiations. 

• Until November the secrecy with which the real purposes of
the financial mission were surrounded worlc.ed. to perfection. By 
late November, howevcr, as "exagerated gossip" was: growing in 
the City, 24 Rothschilds notified the British Foreign office of 
their intentions and, at the Brazilian government's request, 
issued an . eva�ive -statement to the· press concerning the mission's 
purposes. This smokescreen communiqué, issued as the banlc.ers 
con�ideiltially .p

.
ut it "in arder to conciliate public opinion iri 

Brazil", 25 presented the missi?n as being "a visit to Brazil on 
the part of gentlemen emincnt ín the world of industry, financ�, 
economics and literaturc in order that th�\r direct lc.nowledge 
of the affairs of the country ... ·may . result in frcer application
of English capital to the prosperity of thé Rep)-lblic'.'. and prompted_
by the Brazilian government's wishes to carry out "a general 
plan of financial restoration". 26

23 Wlio's Who, 19!!1, pp. 17, 1939, 2051 and !!446 .. 
24 Lionl'l_ de Rothschild to Spcrling (Forcign Officc), 27 .11.192!1, in 
FO 571/84!!0, A 7012/818/6. 

25 See thc enclosure in N. M. Rothschild 8c: Sons to Sperling (Foreign Office), 
12.12.192!!, in FO !!71/8430, A 7294/818/6. 
20 Foreign OHice to Tilley (telcgram), 27. li .192!!, in J:O !!71/8450, A 7012 
/818/6. This was the venion publicly sustained throughout the negotiations . 
by the Brazilian Execu tive. Cf. Prcsident Bernardes' mcssage to Cong,-es! 
in DOU, 4.5.1924, or the ncws appcaring in the quasi-official Jornal do

Commérâo, 2. i. 1924. 
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' Thouglr this' version for•public consumption was not generally 
taken at face value in Brnzil, 27 the reaclion of informed opinion
was not a1together hostile to the mission probably because the 
loan W<JS seen as lhe only painless solution to the current economic 
policy problem in the shorl run. There certainly were fears 
that the mission was to put forward unpalatable proposals as 
conditions for granting financial accomodation. However, the 
extent of these. proposals·.would be a matter for negotiations with 
the Brazilian government .. Nevertheless for those who took a 
less orthodox or a more nationalistic view on economic policy the 
latter's extremely weak. négotiating position was a cause for 
concern. ·For, in fact, as the British Ambassador bluntly summed 
up the position to Lonclon: " ... if [Bernardes] is forced to beg 
for money J1e may have to swallow the pill �f foreign advice". 2a 

3 - -The Montagu· Mission 

The missiolJ. left Britain in the second half of December. As none 
of i ts. m_embers )1ad-. any dose ac_quain tance with Brazilian affairs, 
the preparatory cliscussions they had on board, based on information 
provided by the bankers, convinced them that much work would 
have to be ·clone on the spot before they could have a firm 
grasp· of • the position on various issues, and only served to cement 
general opiniÓns already held in London that b';Jdgetary discipline 
was of the essence a�d that some ineans through which the 
bankers could in the future influence financial policy in Brazil 
would have to be devised. 20 

27 Sce. for instanci:·, t11e iníormcd articlc on the British ·mission appearing 
in thc Monitor Mercantil, 14-12-1923. 
28 Tillcy to Curzon, 17 .12.1923, in FO 371/9508, A 90/70/6. 

!!!l Monrai;u's summing' up of: 'thcsc di�c:ussio�s. writtcn when thc ship first 
rcachcd noi-1h'cas1êrn ··ni-a�il; is an cnlightcnin·g account of tlicir carly views: 
"'The cio:traordinary difficulrics of lhe Constitution - hc wrotc to London 
- and thc· rcla'tidns bctwccn thc Fcdcràl Covcmmcnt and the Statcs; the 
conflict of intcrcst bctwccn thc Statcs and thc Federal Govemmcnt :ind, 
thcreforc, bctwccn parts of the, Federal Oovcrnment; thc natural divergcnce of
thc short-sightcd view bctwccn the· exporter and the importer � ali thesc
and many more, add intcrcsting pcrplcxiries to the. problcm the first facet • 
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On December 30 they finally arrived in Rio and were received 

by a government party led by the Finance Minister and by 

Lynch. The first days were taken up with informal meetings 

with Vida! in which no clear pattern emerged as to the way 

the negotiations would go except for Montagu's impression of the 
"eager desine of the Minister of Finance to help". 30 Vidal presented 

the mission with some statistics and voluminous material on 

the refonns of public accounting and budgetary contra! methods 

which he described as the "consummation of his life's work". 31 

He tried to impress the idea that the government's financial 

difficulties were due to the previous administration's management 32 

and expressed his desire to take the mission on a visit to São 

Paulo to appease political opinion there as to their intentions 

regarding coffee policy, appearing to be anxious to avoid the 

Rio press. 33 

Formal negotiations, however, would not start until three 

weeks later. The reasons for this delay were twofold. Firstly, 

nothing appears to have been decided beforehand on the form in 

which the negotiations would take place, neither as to the shape 

oi which is Iludget-balancing . . . We ali incline a little to find some 
palatable form of foreign financial control or advice, and, at lhe sarne time, 
we find it extremely difficult to devisc one . . . I 1hink our first problem 
on shore will bc lo try and understand in delail lhe nature of lhe internai 
noaling debt held in Ilrazil, the funding of which was apparently 1he main 
rcason for thc desi re of the Ilrazilians for that v:i.st Joan which led to our 
appointment". Montagu to Lionel de Rothschild, 26.12 .1925, in RA ll l/220, 
file no. 2. 

30 Privatc Diary ot the Rt. Hon. Edwin S. Montagu, P. C. (Chairman of 
the Mission) , p. 2, in RA 111 /220. This sourcc is thereinafter refcrred to as 
Moniagu Diary. 

31 Idem, p. 2. 

32 According to him these were "entirely due to two illegal and disg raceful 
tr:msactions, onc amounting to f15 rn wasted upon the construction' of 
irrigation dams in the NE and the other for the purchase of Frcnch railways 
in Rio Grande do Sul which could havc been boughl with Ilonds it lhcy 
wished 1hem at ali". Ibidem, p. 4. 

33 Ibidem, p. 5. In fact, he soon decided nol to rneet lhe British at their 
hotel nor at the Treasury and in the future negotiations would lake place 
mos1ly ei1her at his or Lynch's rcsidcnces, 
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the mission's proposals to the Brazilian government would 

assume, nor, indeed, whether these would be made at all. 3" 

Secondly, anel perhaps a more important reason, the mission was 

aware, as pointed out above, that they would need some time to 

get a first-hancl account of the position and, as Montagu put it, 

"there woulcl be a lot of work to do on figures''. 3G 

So, as soon as they coulcl, the British were digging for facts. 

McLintock anel an assistant started full-time work at the Treasury 
"trying to get the hang of thc figures", Addis went to the Banco 

do Brasil with the task of trying to estimate Brazilian non-federal 
foreign indebtedness anel a junior member of the mission was 

designatecl to "try Lo get to the bottom of the grievances of 

British companies in Brazil with a view to seeing if they and 

the mission cannot arrive at some common principie". Meanwhile 

Montagu spenl his time having exploratory interviews with a 

large number of top-ranking government officials, politicians, 

businessmen and representatives of British interest in Brazil and, 

of course, coordinating the team. ao 

The nearest approach to business the mission had in their 

first month in Rio, before going to São Paulo, were two interviews 

with President Bernardes on the 4th and 31st of January and a 

first formal negotiation with Vida} on the I 7th. ln their first 

interview with Bernardes they were askecl whether they proposed 

to make any recomendations to the government. Although the 

British had not settled this point, Montagu answered that they 

would do so after encling the investigations. The Presiclent stressed 

that he "wanted any recommenclations to be made to him and 

ª" An amusing instancc of lhe looscncss 1vilh which organizational aspccts 

had bcen lrc,ued is providcd by an incidcnl involving lhe paymcnt of lhe 

mission 's ex penses. During lhe sccond wcck aítcr lhcir arrival, Vidal prcsscd 

Lynch Lo let him know lhcir hotel cxpcnscs as hc said hc was anxious to 

pay thcm; lhis was cousidcrcd by Montagu as "onc of the most dif!icult 
things that happcncd", as hc gathcrcd "1hc poor old boy does not realize 

thal he is paying for lhcm alrcady ... ". Ibidem, p. 47. 

:rn Ibidem, p. 2. Thc Trcasury only proviclcd lhe firsl approximatc estimares 

of Lhe lloating dcbl on January 14. 

�o Monl:tJlll lo Lioncl de Ro1hschild, OS.OI .1924, i11 RA 111/220, file no. 2. 
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verbally discussed with him". 37 asked for advice to prevent 
exchange rate speculation and tactfully presented his plans for 

exploiting Brazil's iron deposits and developing a domestic steel 

industry with the help of national capital not "from any anti-foreign 

sentiment, but because he did not want to increase the sterling 

liabilities of Brazil". 38 Montagu left this first meeting worried 

about Bernardes' concern with exchange rate fluctuations, which 

he interpreted as being "quite obvious that he contemplates 

government interCerence on exchange operations", 39 and determined 

to dissuade him of going ahead with the iron and sleel plans. •0 

Some days !ater, as soon as rough up-to-date figures on the 
floating debt had been compiled, a first formal meeting was 

87 Idem, p. 22. Some days )ater Montagu infonned Rothschilds that Vida) 
had requcsted ··a writtcn repor! which shall bc frank, but hc hopes that 
if we have anything criticai to say we shall not publish it", and that he replierl 
that "we are anxious to suit the wishes of the Brazilian govemment as to 
the form of our report but that we proposc to (urnish two reports - one 
to the Government of Brazil and one to the Ilankers . . . lt is not for us 
but for the Ilankers to say whcther this second report will ever be shown to 
the Govcmment". Montagu to Lionel de Rothschild, 19. 1.1924, i,z RA 111/220, 
file no. 2. This settled thc issuc anel (rom thcn on Montagu tcnded to scc 
the drafting of this report to lhe Prcsidcnt as his most important objective 
during the ncgotiations. ln fact hcsc were conducted with a view to including 
in this report the maximum number of politically feasible concessions from 
the government since its final draft would have the President's sanction 
and thus commit him to putting its proposals into effect. The publication of 
this report was not dccided, however, until much after the mission had 
le(t Brazil and then in a slightly revised form, as shown below. 

38 Montagu Dil1ry, pp. 23-24. Thc Govcmmcnt's iron and stcel plan consisted 
in granting subsides, mainly in the fonn of sponsoring thc infra-structural 
investments required, to Ilrazilian capitalists intcrcsted in investing in thc 
industry. It was sccn as an alternativc to thc two existing foreign-sponsored 
projccts: thosc o( the American ltabira Jron Ore Co., mainly gcarcd to ore 
exports as the company owned largc high-gradc deposits in Brazil, and of thc 
Anglo-Brazilian Stecl Syndicatc, ,vhich planncd the construction of stccl mills 
near Rio. The formcr, actually a Ilritish-owncd conccssion, but over which 
an American group had an option of purchase, had been blocked by Bernardes 
him-self at the time he was Governar of Minas Gerais, where the deposits 
were Jocated, by the imposition of a prohibitive tax on ore exports. 

89 Idem, p. 2!1. 

40 Ibidem, p. 24. 
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arranged with the Finance Minister. The government short-term 
liabílíties were put at over 800,000 contos - around f25 míllion 41 

- and the díscussíon centered on the net amount required
from the bankers and the security to be offered. The possibility
of sellíng the state-owned railways was díscussed but Vida! was
vague and doubted that there would be interest in buying them,
pointing out that the "Leopoldina and the Great Western
- two of the three large British-owned railways - were anxious
Lo be taken over by the govern�ent". 42 When asked about the
possibility of raising some of the money through the issue of 
domestic government bonds the Minister replied that "there
was no money in Brazil for the Iiquidation of anything Iike
this enonnous debt; índeed apólices were unsaleable in Brazíl,
except in very small driblets". �3 After the d.iscussion had drífled
to the question of the security for the Ioan and the British were 
told that it would have to be mil-réis revenue (as opposed to 
the gold-inclexed tariff revenue :!lready pl�dged as security for
previous loans), Montagu assumed a tougher stand and warned
that he would have to consider the request for the Joan in the light
o( "these very grave matters" presented by Vida! and went on tó 
deprecate the government iron and steel plan on the grounds
that it would further scrain the already serious federal budgetary
positíon. 44 Fínally, despite the assurances chat the plan the
Presíden t had sígned was just an authorizatíon to make contracts 

H / bidcm, p. 58. When definitivc figures were anivcd at la ter, lhe total of 

the debt was found to bc 884,000 contos of which. 451,000 contos rcprcsented 

Treasury Ilills and Promissory Notes owing to thc Banco do Ilr:1sil and 77,000 

contos of Treasury Bills owing to thc public, mostly arising out of lhe 1922 

transactions dcscribed in Chaptcr IV. The balance of 555,000 contos 

reprcscnted dcbts to contractors, supplicrs, and arrcars of severa) Ministries 

rclating to fiscal ycars 1922 and 19�3. The statcd dcbt to thc Bank already 

excludcd 400,000 contos of Treasury Promissory Notes acccpted by the old 

Rcdiscount Dcpartmcnt, which the Prcsident cnvisagcd cancelling ag:iinst the 

dcbt íonnally owcd by thc Bank to the Treasury on account of thc 

Rcdiscount Dcpart.mcnt's i,suing of Trcasury currcncy notes. This detail 

will be Curthcr diHusscd below. 

42 Ibidem, p. 60. 

43 Ibidem, p. 61. 

H Ibidem, p. 62.
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and that the government had not "the slightest intention of 

carrying out the law to the extent indicated", 4� Montagu still

objected on the grounds that he could not be sure that the present 
administration's pledges would not be broken by the next. The 

Minister was then stirred into making a startling confession of 

the political arrangements made at the time of Bernardes' election. 
These revelations - made, as stressed by Vida} during the 

interview, "within these four walls" and later on in writing 

- amounted to this: "ln arder to guarantee the continuance of

the financial policy of this government [the President] has made

importam provisions. ln view of the precarious. conditions

of the finances of Brazil, the States of São Paulo and Minas Gerais,

the greatest and most weighty in political influence, made a strong

alliance into the federal administration. A complete study of

the economic and financial conditions of the country was made

jointly by the Presidents of the two States, Dr. Washington Luis,

of São Paulo, and Dr. Arthur Bernardes, then of Minas Gerais.

A general program was drawn up for execution - consolidation

of the floating debt, banking organization (bank of issue) , defence

of coffee, reform of ali federal departments, branch offices,

custam houses, alteration of all directors of these departments,

creation of a strong general inspectorship for the contrai of

revenue, organization of a perfect system of public accountacy.

São Paulo and Minas concluded the compact for improving the

credit of Brazil ... [bringing ali state Presidents] ... absolutely

solid on the side of the financial policy of the present government.

This being so, the President holds in his hand decisive political

forces for securing a succession which offers ali guarantees for the

continuance of the present fi_nancial policy". 46 

Vidal's confession undoubtedly impressed Montagu. Although 

he then registered in his Diary that they were tantamount to 

asking him "to believe in the permanency of a new regime founded 

45 Ibidt!m, p. 6,. 

40 Vida! to Montagu, 08. o,. 1924, in RA 111 /220, file no. 5. Even thc states 
which had not lent their support to Demardcs' candidacy wcrc explicitly 

mentioned by Vida! as bcing now under control. 

280.



admittedly on political intrigue", -1.7 this and the fact the March 
congress1onal elections returned a comfortablc majority to the 
government's faction were the only assurances he could present 
later in his report to the bankers that the Brazilians would 
carry out Lhe mission's recommendations as agreed in Rio. 

Although this mecting market the beginning of formal talks, 
it would not be followed up until after Montagu's return from 
São Paulo in mid-February. The evidence from the mission's 
records clearly shows, however, that by the end of this first 
fact-finding and exploratory spell in Rio the mission's views on 
the various issues they were to tackle had already taken shape. 
Thus, before the narrative plunges into the final round of 
negotiations conducted during the second-half of February, an 
account of the evolution of their opinions will be attempted here 

as it is thought this will provide an organized framework for thc 
understanding of the eight basic issues involved in these final talks. 

FirsL!y, the mission found it essential to reform federal 
budgeting techniques so as to allow the government cffectively to 
implement a more restri_ctive fiscal policy. Even though Montagu 
very soon carne to the conclusion that the new machinery for the 
enforcement and contrai of the budget built by the government 
"seemed to be perfect" -1.s and fully endorsed what he thought 
was a general acknowledgment that "the government is trying 
to get its financial house in arder [and] has certainly improved 
tax-collection and accountancy beyond belief", -1.o the mission was 
very criticai of budgetary procedures themselves. ln their opinion, 
in the prevailing circumstances "what is called a Budget is an 
olla podrida of votes of supply, authorizations for expenditure 
and for borrowing, and taxation proposals . . . [which moreover] 
jumbled up capital expendilure and revenue expenditure". 110 

47 Montagu Diary, p. 65. 

48 Id,,m, p. l!. 
4t Montagu 10 Lionel de Roth!child, 08.01.1924, in R.4 111/220, file no. 2. 
no ""Repor! by lhe British Financial Mission to llrazil to Messrs. N. M. 
Rothschild and Son!, Messn. Baring Brothers and Co. Ltd. and Mcm'!. 
J. Henry Schrodcr and Co.", in R.4 111/309. From now on this 50urce will 
be referred to as Rt,port lo Ih" Ban/r.ers. 
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This judgemen·t was far from innacurate. Indeed in BraziJian 
budgetary procedures 1here was no mechanism - except the 
political muscle of the government o( the day - to guarantee 
that expencliture in a given year could be kept in line with voted 
revenue and credit operations, or to ensure the expenditure of 
borrowed funcls to the ends they had been earmarked for. The 
main reason for this, quite apart from errors in the estimates, 
was the authority traditionally granted in the budget for the 
opening of "Additionál Credils" - over and above budgeted 
ex·penditures, for which either inºadequate provision had been 
made or no revenue at all provided and often without indication 
of their amount - which were usually voted at a large stage of the 
budget's passage in Congress and hurriedly approved, often ·for 
petty polf ti cal reasons. 51

Besides, stlll on the budget f�ont, it was thought important 
to achieve sone once-and-for-all reduction in public expenditure. 
Not surprisingly the mission st�uck_ upon the idea of advising· 
the cr�a:ion of a committee ·of eminent persons from outside 
public service which would investigate the various departamental 
expenpiture proposals and advise on possible cuts, specially the 
reduction of personnel, on the lines of the British Geddes 
Committee. 62 

Thus, on fiscal policy issues, the mission had two aims: to 
introduce a new system of budgetary procedures - basically 
aimed at eliminating the "budget tail", restricting current 
expenditure io the limit set by approved revenue and limiting . 

. .. . � .

61 ··Thcsc additional ·crcdits wcrc what in thc con·tcmporary Brazilian litcraturc • 
on public financc was rcfcrrcd to as thc cauda do Ôrçame-nlo, or "'budgct tail". 

62 This was how a British govcrnmcnt committcc on public cxpcnditure 
prcsided by Sir Eric Geddes, which proposcd widc ranging cuu in Fcbrua•r"y 
1922, bccame known. This proposal was to bc put lo thc Brazilian governinenl 
in spite of Lynch's misgivings that "a Geddcs Committee is out of thc question 
in this country becausc therc are no irnpanial Brazili'lns". Monlagu Diary, 

p. 56. Howcver, Vidal had himscl( in November 1922 made a spcech advocating 
thc crealion of a Brazilian sirnilc of lhe Geddes Committee, ahhough this 
was apparently unknown lo lhe mission. See Vidal (192!1. p. Ili). 
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borrowing except for capital. expenclitljre items - and to ensure 
the creation of the expenditure watchdog committee. 

The second problem the British wer� concerned with was 
hm� lo curb excessive foreign borrowing by the states and 
municipalities. The reason for this concern· was the depressing 
effect the de.fault by some states, which had borrowed freely 
during the pre-war boom, was having on the quotations of federal 
bonds issued through Rothschilds and held in London. It was a 
long standing desire of the bankers that lhe Brazilian government 
submittec� non-fe�eral public foreign borrowing to _some forro of
contrai and, as noted in Chapt�r 11, the federal authorities had 
in .I91_2 unsuccessfully att.empted to pass legislation to that
eHect. Since then the government had resigned itself to issuing 
public :wi:1l'nings from time to time - usually at the bankers' 
instance - denying .any responsibility in relation to non-federal 
obligalions. However. the. mission was committed to finding a 
final solution to this problem even th_ough it would require the 
amendment of the Constitution of 1891 and meet fierce opposition 
from state governments. �3 

• • The third point was Brazilian coffee policy. Rothschilds had
traditionally been no sympathizers of·govêrnment price support 
schemes exce.pt in very special circumstances and would certainly 
not approve of any commitment o� federal resources to a permanent 
scheme now, given 1he government's shaky financial position 
and witli the bcginning of the amortization payments to the 
I9Í4 funding Ioan looming just three •years ahead. ln spite of 
early strorig ·assurances by Vidal that the government was not 

113 On January 5, in an intervicw with thc Minister of Justice, Montagu 

was plainly 1old that Congrc" had for many years di!cu"cd a Bill mbmitting 

state borrowing. to f"'1cral aúthorization but that ·it was "a very difficult 
projcct to carry into law, bccause thc representativcs of each state wcre 

inclincd to bclievc thal if thcy wcre at lhe momcnt politically unpopular 
with the gove�nment of thc day the loans of thcir states would not be 
authorized". Mo11tagu Diary, p. 2'1. 



presently buying coffee, r.4 Montagu was soon to learn that the 
new coffee price support system, based on the retention of 

surplus stocks in the recently built government regulating 
warehouses and successfully tried in the second half of 1923, was 
to be made permanent. n To finance the new scheme the government 
proposed to raise a foreign loan to be repaid out of the proceeds 
of a gold-indexed tax, charged on each bag carried by the 
railways collecting the coffee for delivery to the government 
warehouses, to be paid by the farmers into a special account 
at the Banco do Brasil. Although Montagu's initial impression 
was that the new scheme "was dear to the heart of Vidal" no and 

that "the government will not, and perhaps cannot, keep out of 
coffee transactions owing to the enormous influence of São Paulo", n 
he was convinced that "these coffee transactions ... run definite 
risks of inflation and stock accumulation" se and these fears 
would lead him to press the Brazilian authorities to avoid any 

involvement with the Coffee Institute. Moreover, his negotiating 
position on this issue was very strong for some details of the 

plan were still not settled as opinion in Brazil was divided on the 

question of whether the new Institute should be controlled by 

the federal government ar by Lhe coffee interests themselves and, 

as Brazilian loans for coffee valorization could not be raised 

in New York at the time, owing to Department of Commerce 

opposition, its financial feasibility depended upon support from 

London which the mission could decisively influence. 

The fourth issue the mission was to deal with was the 

possibility of an Anglo-Brazilian most-favoured-nation commercial 

treaty, consistently refused by Brazil and dear to the British 

Foreign Office. Although this question led Montagu to a little 

M Idem, p. 10. 
nn Thc provisions lormally crea1ing lhe lns1i1u1e for Pennancnl Dc-fcncc of 
Coffcc had becn pari of lhe budget law for 1924. 

oe Montagu Diary, p. !l!I. 

GT Montagu to Lionel de Rothschild, 8.1.1924, in R.4 111 /220, file no. 2. 

GB Idem. 
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soul-searching, 69 the classic City view prevailed in the end and the 
issue was not pressed. 110 

The fifth problem was how to minimize the total sum of the 
proposecl London bond issue, given the amount required by 
the Brazilian government. The answer to that was, naturally, 

to induce the government to raise what it could both by a 
concurrent internai issue of mil-réis bonds, and by disposing of 
some of its marketable assets. 

These two possibilities were to be pursued, though not 
without serious obstacles. The former, as already shown, would 
be restricted by the size of the Brazilian capital markets. The 
latter would be resisted since the government could not sell, or 
Iease for a long periocl, the two public companies to which the 
mission's attention was attracted - the Lloyd Brasileiro shipping 
company and the Central Railway - without surmounting a 
not inconsiderable political opposition. 

Nevertheless, even though Montagu was told on January 15 by 
the Brazilian Minister of Transports and Public Works that 
the government would Iease ali its railways but not the Central, 
as this was "politically difficult", 01 the point would be brought 
back during the February round of negotiations since the 
British-owned São Paulo Railway had an interest in acqmrmg 
the Central. 02 As to Lloyd Brasileiro, besides the fact that a 

GO "lt does not seem to me good to mix up business with politics. On thc 
othcr hand what argument is thcrc against suggcsting to thc Brazilian 

Covcmmcnt 1hat is might bc a good thing to accord to Ilritish mcrchandisc 

most-favoured tream1cn1? Of coursc Addis would say thc City has nothing 

to do with manufacturers, but it is not the time coming when the City would 

do well 10 protect itsclf by showing some identity of intcrest with the 

industrial classes?". Mo11tngu Diary, p. 36. 

co Also note that thc end of the American and Ilelgian prefcrcntial tariff 

ag1·eemcnts in 1923 greatly diminishcd the importancc of this issue. 

01 Mo11tagu Diary, p. 54. 

02 Idem, p. 26. Thc São Paulo Railway was certainly thc most profitablc 

railway company in llrazil and owned thc only linc Jinking thc city of São Paulo, 

to wherc ncarly ali thc statc network convergcd, to thc port of Santos, thus 

having thc monopoly of the transport of São Paulo's coffec crop cxccpt foi 

part of the marginal amounts produced in thc statc's northeastcm rcgion 

which wcrc takcn by thc Central to bc shipped from Rio. 
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previous attempt to sell it beíore the war had been bloked in 
Congress, Brazilian law forbade 1he operation of foreign flags in 
Brazilian coastal lines, which were the company's most important 
services by far. 

The sixth point of concern to the mission arouse from its 
endorsement of the British railway's complaints that the government 
contrai of freight rates had not allowed them to rise to the 
extent required to compensate for the squeeze in their sterling 
profits caused by the large post-war exchange rate depreciation. 03 

The solution cnvisaged here was to propose the creation of an 
"independent" Railway Tribunal, wiLh British representation on 
it, to frame and contrai federal railway policy. To sweeten the 
proposal, Montagu persuaded other members of the mission to 
back the issue of a special [.5 million railway development Ioan 
m London. 04

The penultimaLe problem the mission had to face was how 
to dissuade Lhe President from going ahead with his iron and 
steel plan. As mentioned above, Montagu strongly objected to 
Lhe government's plan from the outset. However, it should be 
stressed that his objections resulted from aprehensions that its 
implementaLion would cause an undesirable expansion of the 
public sector and require an unwarranted increase in public 
expendilure, and not from any intention to curb the development 
of a steel indusLry in Brazil. 0� However, no effective way of 
inducing the government to shelve the plan was found until the 
mission returned from São Paulo. 

e:i These complainu were being ]oudly voiced by 1he English financial prcss. 
Scc, for instancc, lhe leader on "The British Mission to llrazil ", in S.A.], 
01.12 .192!1. 

84 Monlagu Diary, p. 80. 

ea As hc wrolc to London: "The Govcrnmcnt secms 10 be bcnt on an 
increase rathcr 1han a diminution o( Goverrrmcnt trading. They have a 
projcct now for 1he ercc1ion o( steel Cactorics, from which it will take u1 
ali our lime to dissuade them, and which will involve thcm in liabilitics thc 
dimensions of which have ncvcr been properly calculated, and are perh:ips 
incalculable". Mon1agu 10 Liond de Ro1h1child, 8. l. 1924, in R.A. 111 /220, 
me no. 2. 
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Last but not least, there was the delicate task of securing 
what Montagu called "some palalable forra of foreign financial 
control". 08 This matter had been raised in London and before 
their arrival in Rio the British were unanimous that some form of 
control by the bankers over Brazilian financial policy should· be • 
devised. This view was slrengthened as work progressed in Brazil 
but, nevertheless, as late as January 21 they had not yet decided 
upon any concrete proposal. 01 

Even though the barikers view - and, by implication, the early 
views of the mission - attempted to favour "the employment of 
a representative of the bankers by the government for the 
purpose of watching the progress of thc [proposed] reforms ... , 
and of using his influence to prevent a recurrence of the present 
situation", 08 towards the cnd of January the mission's attention 
started to be drawn instead towards the possibility of securing 
British influence over the Banco do Brasil. 

Jronically, tl1e idea of proposing the sale of the government's 
52 percent stake in the Bank had been conceived early in January 
on the consideration that this was just another public asset 
eligible for sale or, as Montagu then put it, "another method 
of finding money for the Brazilian Government". ee However, as 
their understanding of Brazilian institutions and instruments 
of economic policy grew it did not escape their attention that the 
1923 monetary reforro had formally transferred tlle control over 
monetary policy to the Banco do Brasil anc.J. that if the influence 
still exerted by the government over tlle Bank's policies could 

oo Montagu 10 Lioncl de Ro1hschild, 26.12.1923, in RÃ JJ J /220, file no. 2. 

OT "'Evcry1hing poinls 10 1hc crux of lhe qucs1ion 1uming upon some form 
of conlrol of 1hc financcs. How far wc shall succced in gclling 1his I do not 
lr.now••. Mon1agu 10 Lioncl de Rolh!child, 21.1.1924, in Rli 111 /220, 
file no. 2. 

08 Report to the llanlter.s, p. 20. 

oa Montagu Diary, p. !8. The British. wcre nol una.ware lhat lhis proposal, 
lilr.e many 01hcrs would bc rcsincd. Ncvcrthelcss on January li, Addis' 
modcrate suggcs1ion lo propose 1hc rcduc1ion of thc govcmmcnt 1harcholding 
ai 1he Ilank and an incrcasc in 1hc number o[ dircclon elcc1ed by private 
1harcholdcrs was 1urncd down by Monlagu as "vcry timid". Idem, p. 49. 
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be eliminated, the Bank could effectively be used to impose 
budgetary discipline. Besides, the mission had been explicitly 
instructed by the London bankers to try and devise means to 
prevent further exchange rate depreciation 70 and since the Bank 
was, in normal times, the controlling influence on Brazilian 
foreign exchange market, it was the natural instrument through 
which this aim could be realized. Furthermore, a large part of 
the liabilities the Brazilian government wished to fund were due 
to the Bank, and it could easily be suggested that the proceeds 
of the sale of the government shares should be used to settle 
these liabilities, 11 so that if London had an interest in acquiring 
the shares it could be dane without increasing the total amount 
of lhe proposed London issue, for the government Iiabilities 
would be reduced pro tanto. 71 Finally, the mission may not have 
overlooked the fact that thc Bank had in recent years distributed 
dividends of 20 percent - the maximum allowed by the statutes 
- on top of sizeable increases in its reserves. 73

So, when these considerations mamred, Montagu telegraphed
to London saying that the mission was considering including the 
sale of the government shares at the Bank as one of their proposals 
and asked whether Rothschilds "or their friends" would be 
interested in buying them. H The bankers answer was as 
realistic as it was prompt: "We' - they said - 'have discussed the 
question of the Banco do Brasil with our friends and we have 
unnaminously (sic) come to the conclusion that while we agree 
with you that it would be an excellent thing for the Banco do 
Brasil to be independent of Lhe Brazilian Government we 
think it would be most unpopular in Brazil for the national 
bank to be owned by foreigners, nor do we think it would be 
advisable for us to control such an institution as it might lead 

70 Mission's Tums of Relerence, in RÃ 111/220. 
11 As was, in foct, cventually suggcstcd. Scc Repor! lo lhe Presidenl, p. 20. 

72 The govcrnmcnt shareholding at the Bank, valued at market prices, was 
thcn less than the govcrnment 's liabilities to it. 

73 BBR, 1922, p. 11, and DDR, 192!1, p. 44. 
74 Montagu.to N. M. Rothschild and Sons (tclcgram), 24.1.1924, in RÃ 111/220.
file no. 4. 
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to gtave <lifficulties between the government and ourselves. 
Under these conditions we think that if you advise the Brazilian 
Government to dispose of its shares it should do so to its own 
nationals". TIi 

Montagu was surprised by this reply and in a strong defence 
of his position immediately reminded Rothschilds that their views 
when he left London, and the only firm conviction the mission 
had formed, was that the only guarantee of a sound financial 
policy in Brazil "is that there would be some foreign, that is 
British, element in [the] financial system", and concluded 
unambiguously that the "best places for this element would be 
first in the Board of Directors (of the] Bank of Brazil and secondly 
in the Tribunal of Accounts. ;o Rothschilds answered back, making 
clear they concurred with the point that the implementation 
of the mission's recommendations would require "British 
supervision", but reaffirmed their opinion that the Bank should 
be sold to Brazilians. ;; Montagu, l1owever, was already strongly 
attached to his own alternativl! which he would pursue even 
against the bankers' advice, though not altogether abandoning 
attempts to include London's representation in the Brazilian 
executive as preferred by them. 

Broadly, this was how the mission's views stood at the end of 
their first month in Rio. Summing up bis own feelings on the 
all-embracing question of the loan Montagu, though expressing 
in-itation with what he called the "peculiar and precarious" 
Brazilian government personnel, would conclude that he himself 
was "fast inclining to the idea to give them what they ask on 

;a N. M. Rothschild and Sons 10 Montagu (1clcgram), 25 .OI .1924, in RÃ 
111 /220, file no. 4. 

10 Mon1agu 10 N. M. Ro1hschild and Sons (1clcgr:nn), 26.01.1924, in R..4 

111 /220, file no. 4. Thc Tribunal of Accounts was a body fonned by nine 

mcmbers namina1ed for life by 1hc Presidcnt ad rl!/erendum of lhe Senatc, 

plus six 01hcr audi1ors and rcprcsenta1ivcs of 1',-linistrics, also dircctly 

appoinlcd by thc Prcsidcnt, whose duty was to contrai and authorizc public 

cxpcndi1urc. l1s dccisions could, howevcr, still bc ovcrrulcd by thc Prcsidcnt. 

i7 N. M. Rothschild and Sons 10 Mon1agu (1clegram) , OI. 02 .1924, in R..4 

111 /220, file no. 4. 

289 



conditions". 18 On January 31, two days after a short interview 
with the President in which the mission handed in an aide-memoire

containing a summary of what they proposed to recommend on 
most of the issues, they left for São Paulo. "After this interview, 
Montagu optimistically wrote, 'we have no secrets except the 
one on financial influence and we shall be able to peg away". 111

The visit to São Paulo consisted solely of public appearances, 
visits to coffee plantations and Lhe like and was of no consequence 
for the issues being discussed. 80 On February 12 they were back 
in Rio and the memorandum left with the government on their 
departure had already been digested by the cabinet. From then 
on the pace of the negotiations quickened. 

On February 19, Montagu met Francisco Sá, Minister of 
Transport and Public Works, for a discussion of the proposals 
relating to railway policy and the sale of public companies. 
The Minister pointed out that the difficulties in the railway 
system were due to shortage of rolling stock caused by the war 
and that although he agreed that foreign capital was necessary 
to put it right, it was politically impossible to raise railways fares, 
particularly those of the Central. 81 Montagu replied that the 
suggested Railway Tribunal would get political considerations 
out of the way and proposed foreign representation in it to make 
the flotation of the special railway Joan easier. 82 Discussion 
followed and Sá ended up agreeing, "as Brazil needed foreign 
investment", warning, however, that "no Government could" sell 
the Central. 83 As to Lloyd, Montagu was plainly told that the 
government would sell it forthwith. 84 

71 Monlagu Diary, pp. 82-83. 

70 Idem, p. 79. 

80 Montagu to Lioncl de Rothschild, S 1.1.1924, in R..4 111 /220, file no. 2. 

What this visit amoumcd to was 1uccintly dcscribcd by Montagu: "We 
had dinner partic1, luncheon parties and endless talk: 'How do you like Brazm 

What will you do for the exchange? Do not put it too highl "'. Monlagu 

Diary, p. 19B. 

81 Idem, p. 84. 

82 Ibidem, p. B4. 

83 Ibidem, p. 8S. 

84 Ibidem, p. 86. 
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On the evening of the sarne day, the first of a series of 
meetings with Vida) took place. The first point to be touched 

on was the iron and steel plan. The Minister reaffirmed that thc 

government project would not lead to any large expenditure, 

adding that Bernardes thought that for defense reasons he must 

have steel in Brazil, and that the two foreign projects available 

were not satisfactory for Itabira, as a wholly foreign-owned enterprise 

would "export all the profits" and the Anglo-Brazilian SteeJ, 

Syndicate wanted an interest guarantee which the authorities 

were not prepared to give. However, when Montagu proposed 

delaying action on the project until his return to London, when 

he would try and get financial support for it and couple it with 

Vidal's request for long-term coai supply contracts, the Minister 

agreed and they passed to the sensitive issue of coffee policy. Ili 

Vidal considered Montagu's suggestion to tum the management 

of the price support scheme into some sort of planter's association 

to be utterly unrealistic on the grounds that they lacked both 
the organization and the skills needed and dismissed as unwarranted 

the usual criticisms that valorization would encourage foreign 

competition and Jead to over-planting in Bra..zil. After a long 

debate it became clear that Brazil would not leave coffee prices 

at the mercy of market forces, but Montagu was satisfied by the 

assurances the Minister gave as to the role the federal government 

was planning to play in their control. According to Vida), although 

a dispute still existed over whether the five members of the 

Coffee Institute board of directors were to be appointed by the 

government or elected by the coffee interests, the governments 

was intent on carrying into effect the law creating the Institute, 

but he gave his assurance that the government would not guarantee 

the foreign loan to be raised to put the scheme into operation, 

limiting its involvement to the supervision of the collection of 

the special tax by the federal railways. When, finally, Montagu 

asked directly whether he "could go home and say that thc 

government was under no circumstance ever going to buy coffcc 

e� Ibidem, p. 89.
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again?", Vidal's answer was a{fümativc that thcy "did not intend 
to, but the Institute would buy coffee". 80

From coffee they moved on to the possibility of sale of public 
assets. The Finance Minister repeated Francisco Sá's words that 
the government would sell Lloyd, with thc proviso that it woul 
have to keep the coastal lines under Brazilian flag, but that 
thc sale of the Central was "politically impossible". 81 Montagu 
did not press the point of the Central but carefully mentioned for 
the first time the sale of Banco do Brasil shares as another 
possibility. 88 The Minister took no offence at this suggestion 
saying however that "the government was very anxious to separate 
the Banco do Brasil from the State ... but they did not consider 
that the present was an opportune time for accomplishing that 
change. Opinion in Brazil was very divided as to whether there 
should be a Banco do Brasil at ali as a central bank of emission, 
and until they had firmly established their view that it should 
so act they ought to be in a position to protect the Bank. After 
all the President of the Federal Reserve Board was the Secretary 
to the [U. S.] Treasury, the President of the Bank of France 
was appointed by the Government, the President of the Reichsbank 
before the war was appointed by the Government ... ". 81l Vidal's 
argument did not fail to impress Montagu. However, after some 
admittedly feeble remarks the latter expressed his disgust with 
what he considered was the government's non-committal altitude 
during the negotiations, 90 and these stronger words led the 
Minister as far as to say that he "was not at ali averse to the sale 
of the Banco do .Brasil shares; he was quite prepared to do it if 

[the mission] pressed it. All he asked [them] to consider was 

whether ... it ought to be clone now - at once. Was it wise in 
a new country like this to leave to private bankers in this country 

80 Ibidem, pp. 90-91. 

81 Ibidem, p. �2. 

88 A.5 his pcrsonal diary rcgistcrs, "l just mcntioned it as lhe third assct 

which wc had discovcrcd which might bc disposed of to providc thc govcmmcnt 

with runds", Ibidem, p. 93. 

80 Ibidem, p. 93. 

oo Ibidem, p. 93. 
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the total contrai of the bank of issue and of the money?". 11 

Montagu gave no answer to this question, they agreed to pursue 

the matter further and the meeting adjourned. 

Negotiations between Viciai and Montagu continued the 

following day but there is no evidence that the question of the 

sale of the Bank was raised again on this occasion. This meeting 

was entirely devoted to the debate of the proposed budgetary 

reform and the quesLion of federal contrai o( non-federal public 

foreign loans. Again, on these issues, there was little opposition 

to the British proposals. The government had nothing in principie 

against a tight fiscal policy and in fact the pledge to pursue one 

figured prominen tly in Bernardes' electoral platform. So, 

although the proposed budgetary reform was probably more 

radical than the government would have undertaken on its 

own initiative, 92 the Finance Minister agreed to try and

implement it, implying however that this was understood as 

guaranteering that the Ioan would be floated. 03 The "Geddes

Committee" recommendation was also firmly supported by Vidal 94 

and on the question of the state and municipal loans he assured 

Montagu that the government was "negotiating with the new 

Presidents of ali States with a view to seeing if they could not 

arrange outside the Constitution that any attemps o( the States 

and Municipalities to borrow should be approved by the Federal 

Government". oa 

On Monday, February 18, the negotiations continued and 

Braga, the President of the Banco do Brasil joined in to discuss 

technical cletails of the Bank-Treasury agreement of 192ll and 

exchange rate policy. Montagu did not hide his appreciation of. 

the 1923 monetary reform but after comments from the Brazilians 

01 Ibidem, pp. 93-94. 
02 The abolition oi the "budget 1ail", for instance, was uncostitutional, 
03 As Montagu saw it, the Ministcr implicd that lhe rcfomu "wcre conditfona) 
on his bcing ablc 10 consolidate 1hc (íloating] dcbt". Montagu Diary, p. ·gg_ 

04 Idem, p. 100. 
Off Ibidt:m, pp. 101-102. 
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on the difficulties they were still having in passing it into law, 90 

he hinted at having heard rumours that these difficulties were 
in fact due to fears that the agreement as it stood would not 
suffice to make the Bank independent from the Treasury. Whether 
this remark was meant to be provoca tive or not, it Ied the President 
of the Bank to make a Iong - and, in the circumstances, quite 
untimely - statement that he and Vidal shared these misgivings 
and "were very anxious as soon as may be to assure the complete 
independence of the Bank of Brazil from the Government" and 
thát the solution he personally favoured "if the elections produced 
a ·result which would make it possible to get through such a Iaw, 
was the selling o( the shares of the Government in the Bank 
of Brazil to the other banks in Brazil, both naúonal and foreign, 
and to model the bank of issue on the Iines of the Federal Reserve 
Bank in New York", with the President of the Bank still 
appointed by the government but with no powers to overrule 
the directors as it had now. 91 

Montagu could not have wished to hear a statement more in 
Iine with his own views and after telling Braga that this was 
"exactly the scheme we would recommend", asked whether it 
would help him if the mission said so in their report to Bernardes. 98 

At this point, according to Montagu, Braga "appeared to be 
afraid he had gane too far" and backcd down by saying that 

H Thc agrcement was alrcady opcrativc but had not yet bcen fully legalizcd 
owing to disagreements over whether thc Treasury or thc Bank should 

acccpt lhe liability represented by the outstanding 400,000 contos of currcncy 
notes issued by the extinct Rediscount Department. Bernardes favoured 
what Brazilian govemment officials callcd :i ""cross-entry opcration", which 
would cancel thc Bank"s liability to the Treasury which thesc notes legally 
represcnted against an equal sum of Treasury short-term debt to the Bank, 
and consi4er the notes as pari of the total Treasury note liabiilty transferred 
to the Bank by the 192! agreemcnt. Vida! and Braga uphcld the opposing 

view that the Trcasury should honour its debt to the Bank in full, pointing 
to the fact that the 192! agrcement did not consider thc Rcdiscount 
Department notes as part of the Trcasury note issue. This issuc interested 
thc mission sincc its outcomc would affcct thc value of the govemmcnt 
indcbtcdncss to thc Bank. On this, sce Monlagu Diary, p. 104. 

07 Idem, p. 104. 

118 Ibidem, p. 104. 
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the question had not been discussed with Vidal ·and that he hoped 

that if the mission wanted to 1·ecommend anything it would do 
so "on general lines". •0 His slip, however, renewed Montagu's 

hopes - somewhat shattered since the Finance Minister's reaction 

a few days before - that it could be feasible to secure the 
Bank's control. 100 

On the following day Vidal and Montagu met again to settle 

the final point, viz., the net amount of financial assistance 

immediately required by Lhe government. The Minister brought 

definitive estimates of the floating debt and again emphasized 
that there was no alternative to a foreign loan as "the issue of 
even 500 apólices upsets the market". 101 Montagu suggested that 

some of the Brazilian creditors could accept payment in apólices 

but this was rejected on grounds that they too had liabilities to 
meet and were pressing for cash. However, it was finally agreed 

that 100,000 to 150,000 contos could be raised internally, not in 
apólices but in "7 or 7 1/2 percent fairly long bonds". 102 

Since this meeting concluded the discussion of ali the issues 
raised by the mission, Vida! took the results of Lhe negotiations 
to Bernardes for bis consideration and on February 21 informally 
told Montagu that Lhe President was in complete agreement 
with Lhem: the railway� and Lloyd, with the negotiated provisos, 
could be sold; an internai Joan up to a Iimit of 150,000 contos 

should be raised; he would wait for Montagu's proposal on steel; 
constitutional ammendments would be introduced to contrai 
non-federal foreign borrowing and meanwhile moral suasion 
would be used to curb it; the budget reform proposals were 

oo Ibidem, p. 104. 

100 Hc lc(t lhe mceling íecling that he " must press lhem to carry out 
the schcmc and press lhe Banks in London to acccpt it". Ibidem, p. l05. 
On thc sarne day he wrole to London iníorming of Vida) and Braga's 
"agrccment" that it was dcsirable to sell lhe Dank. Monlagu lo Lioncl de 

Rothschild, 18.02.192 4, in RA 111/220, file no. 2. 

101 Idem, p. 110. 
102 Ibidem, pp. 110-11. Bccause inflation and ovcrissue had pul thc u,ual 5 
pcrccnt apdlice, - de facto pcrpctuities - ai a heavy discount, this new 

kind of highcr nominal intcrcst bon<!s with dcfinitc maturity dates had 
already becn rcccntly issucd. 
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accepted and the President was "enthusiastic" with the Geddes 

Committee idea. 103 

,<\lith these assurances the m1SS1on sat down to draft their 

report lo lhe Presidenl, which wa:, meant to embody the proposals 

to which Bernardes' formal pledge would be requested in a 

final interview before their departure. It should be noted, however, 
that the acceptance of any of the two alternative ways ensisaged 

by the mission as means to secure influence on Brazilian economic 

management had not up to now been guaranteed. On the two 

occasions the sale of the Banco do Brasil was mentioned, the 

Brazilian position - though in principie more favourable than 

one would a priori have thought - was eventually non-committal. 

Besides, the matter had not been clearly pressed by the British 

as an urgent or necessary condition for the loan, and neither 
was it among the proposals mentioned by Vidal as having 

had the President's approval; and the alternative of arranging 

for the bankers' representation in some important government 
position had not even been mentioned to the Brazilians. 

Thus, probably because of that, during the process of drafting 
the report, the mission agreed with Sir Henry Lynch's opinion 

that they should "volunteer a proposal that the Bankers should 

appoint a man who would be able lo satisfy them that the 
reforms were being carried out and that the loan was being 

properly spent", 104 and on February 22 he went to see Vidal 

to press a proposal for a Treasury "advisor". 1011 Although the 

suggestion was put forward with great care and after a long 

preparation, it was strongly objected by lhe Finance Minister. 

ln Lynch's own words "Vidal went every colour of the rainbow 

and completely out his head" ioe and, as ]ater reported to the

bankers, "went as far as to say that he would rather abandon 

all hope of restoring the financial position of Brazil than consent 

with fiscalization of the Treasury; that [the mission] had secured 

103 Ibidem, pp. 113-114.

IIM Ibidem, p. 116. 

1011 Ibidem, p. l16. 

1oe Ibidem, p. 116. 
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from him his consent, and he was hopeful that [they] should 
receive that of the President to [their] other proposals, but he 
could never put thi� proposal lo lhe President: that if he did 
it would never be accepted, and no Government that consented 
to it could live". 101 

Vidal's reaction was discussed by the members of the mission 
on the evening of the sarne day am.l they carne to the conclusion 
that they "were asking a great deal". 108 Despite Lord Lovat's 
reminder that "Rothschilds gave [this concession] great importance", 
they agreed "to leave it to them to raise it again from London". 108 

Montagu would, however, include the sale of the Banco do 
Brasil on the lines suggested by the Bank's president among 
the proposals in the report to the Presidem and personally press 
Bernardes for a definiLion on t.l1e issue at their last meeting. 

The draft report was signed by the British on Saturday, 
February 23, copies handed to Bernardes and Vida!, and the final 
imerview with the President arranged for the following weekend. 
ln the intervening week, although Vidal met Montagu on occasion, 
nothing of importance was discussed. 11º Finally, on March 2,
two days before the mission was due to leave the country, the 
decisive meeting wilh the Presidem look place. 

As soon as the initial formalities ,vere out of the way Montagu 
asked Bernardes whether he was to receive a formal answer to 
the report as, he argued, they needed to tel1 the bankers what 

107 Reporl to lht: Dar1lt.t:rs, p. 21. 
108 Montagu Diary, p. 116. 
100 Jd,m1, p. 117. ln thc:ir final rcport 10 thc bankcrs. although agrccing that 
"'it should bc u,c(ul to gct such a rcprcscntalivc"' Lhe mis.sion would, howcvcr, 
state that it was satisíicd that this could not be obtaincd and that to 

prcss thc issuc "might havc prevcntcd thc acccp1ancc of our othcr proposah'". 
Rt:port lo tht: Danlt.trs, p. 21. 
no Thc rccords on thc pcriod show, howcvcr, that bccausc thc govcmmcnt 
considcrro thc rcport a highly scnsilivc poli1ical documcnl thc dccision to 

publish il had yct bccn l:tkcn; on Fcbruary 27, on thc cvc of a ccremony in 
which Mon1agu was duc to makc. a spccch, \lidai askcd him not cvcn to 
mcntion lhe repor!. Monlagu Diary, pp. 119-120. This zcal for sccrccy was 
probably cnhanccd by lhe fac1 tha1 parliamcntary clcctions would takc 
placc carly in March. 
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his attitude was. 111 ln spite of the President's answer that 
" ... he was so much in sympathy with the report that he found 
he had made no notes", it was decided, at Montagu's suggestion, 
that they should go through all the individual points raised 

in the report. 112 

Bernardes agreed, as expected, with the budget reform 

recommendations, with the simultaneous domestic bond issue, and 

emphatically assured the British that there would be no 

"indiscriminate borrowing abroad" - a point which the report 

warned in passing 113 - adding that Brazil "was not going to 

borrow from any other source but them". 114 However, when 

the proposal of the sale of the Banco do Brasil was reached the 

Presidem would only go as far as to state his agreement "in 

principie" as he was not sure it was the moment to do it". nn 

His vagueness on this all importam issue was at once deprecated 

by Montagu who pressed for a clear definition, threatening 

that the bankers "would not be happy with agreement in 

principie". 11
º Although the sharpness of this intervention shocked 

Bernardes, 117 Montagu remained deliberately impassive, trying to 

create the impression that a fundamental deadlock had been 

reached and to force the President to make the next move. 118

The bluff succeeded and after a long conversation with Vidal, 

Bernardes put forward a compromise proposal to sell half of the 

public share-holding, arguing that he would not like to leave 

the Bank without governmen t influence "in case the Directors 

111 Idem, p. 150. 

112 Ibidem, pp. 130-181. 

113 Report lo the Pre.1ident, P· 19. 

1U Monlagu· Diary, p. 181. 

11G Idem, p. 152. 

118 Ibidem, p. 152. 

117 "Whcn Lynch began to intcrprcl, [Bernardes] turncd very rcd, movcd 
uncasily in his c�air, and gyinncd at me that thcy wcrc only trying a way 
for somcthing on which wc wcrc in agyecmcnt". Ibidem, p. 1!12. 

118 "l did not move a muscle bccau!M! I felt that if in this bluff wc did 
not succccd, thc situation was rcally hopclcss". Ibidem, p. 182. 
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were making a mess of things". 110 The justiíication of tlús 
counterproposal was, however, in direct contradiction with the 
government's avowed intention to part with powers over the Bank 
and Montagu was not slow to complain that it showed that 
there was "not even an agreement in principie which the President 
alleged, for he desires to part with effective control and maintain 
a connection which meant that the Bank of Brazil's liberty 
might always be interfered with by the Government for political 
purposes . . . and now whilst pretending to agree with us in 
principie he was attempting to preserve the Government's 
influence" and, feeling the strength of his position, concluded by 
demanding unambigously "a definitive answer to our question: 
Did he intend or did he not intend to carry out our 
recommendations?". i2o After another long consultation with 

his Finance Minister the President finally asked whether the 
mission "had any objection to a President appointed by Lhe 
government, provided that the President had no exeê:utive power 
and was merely there to preside at meetings". 121 This question 
was unnecessary, however, for this was the very idea put forward 

to the British by the President of the Bank a few days before, 
and which they had included in Lhe reportl 122 Agreement having 
been reached, Bernardes solernnly declared that the mission 
"could tel1 the Bankers, and accept his assurance, that the would 
do everything in his power to persuade Congress to pass the 
necessary legislation to carry out [the) Report". 123 Finally, as 

the olher recommendations carne up for consideration they were 
ali approved with little discussion. 12� 

no Ibidem, pp. 152-1!1!1. 

120 Ibidem, p. 1!1!1. 

121 Ibidem, p. l!l!I. 

122 Ibidem, p. l!l!I Cf. Repari lo lhe Prttsidenl, p. 20. 

123 Monlagu Diary, p. l!lll. 

12, Idem, pp. U!l-1!15. The Prcsident evcn agreed with the sale of 1he 

Central Railway "if it could be done". Curiously enough, afler the formal 

ncgo1ia1ions wcrc wound up, he approacbcd Montagu for financial support 

for a plan to move the Brazilian capital to the hinterland; the latter politely 

replicd that he would look into the matter in, Londón ... ". Idem, p. 155. 
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On the following morning, the British party called for the 
last time on Vida). The Minister, when reminded of the importance 
of implementing the proposed measures at once "to influence 
opinion in London", gave the additional assurance that the 
passage of legislation would not be difficult as the parliamentary 
elections had returned a large government majority in both 
houses. 12fi Indeed, as Montagu's graphic recording of this last 
encounter with Vidal shows, he was left in little doubt that the 
finance Minister meant what he said: "We arrived at the 
Treasury ... to [ind the usually crowded entrance empty. As 
we entered from the lift into Vidal's own roam, I saw what really 
amounted to the most pathetic sight I have ever seen - poor 
Vidal alone and unattended (for the whole Treasury was 
Carnavalling), sitting at a typewritt:r laboriously thumping and 
fingering on the instrument bis own answer to our Report. Can 
one want a more convincing picture of determination and 
earnestness?". 128 

4 - Narrowing options and deflationary readjustment 

When the British mission left Brazil, the crucial decision regarding 
the loan carne to depend solely on the bankers' reaction to its 
advice. Interviewed by The Times on arrival at Southampton 
on March 21, Montagu admitted having submitted a report to 
the Brazilian government, but avoided discussing its contents, 
limiting himself to comment that "Brazil needed four things, 
viz. balanced budgets, continuity of prudent government, a stable 
currency and fresh capital which must be given an opportunity 
of earning a fair return". 127 

12� Ibidem, pp. 14!1-144. 

128 Ibidem, p. 1!17. 

127 The TimeJ, 22. O!I. 1924. Askcd whcther" a Joan would be necessary he 
characteristically added: "I think they can balance the Budget by making 
the ncedcd rcductions in cxpenditurc, and can improve thcir revenue 
suHicicntly with detcnnination and courage to balance the future budgeu, but 
1hcy will slill be left with a very largc short-tcrm Ooating debt of a kind 
we do not use in this country. This is in thc form of bills for services rendered 

which have not been paid". Idem. 

!00



At that point, however, the main part oE the Report to lht! 
Bankers was already finished. 12ª Although dedicating about 
two-thirds of its Iength to superficial comments on Brazilian 
geography, institutions, _public administration practices, etc.,
and even references to the Brazilians' "marked intelligence and 
great charm", 120 the final section of this document is entirely 
devoted to discussing the central question facing the mission, 
that is to give or not to give the financial assistance requested 
by the Brazilian government in the light of the concessions and 
assurances obtained during the negotiations in Rio. On this issue, 
the report was unambigous: after exaustively pointing out the 
difficul ties facing Brazil, the mission concluded it was "satisfied 
of the good intentions of the Government and that it intends to 
do everything in its power to effect economies in expenditure 
and carry out the other reforms that have been suggested and 
strongly recommend that a loan should be started wich as littl!! 
delay as possible". 1�0 

However, it was unlikely that a Joan could be floated soon. 
Despite the rumours about a Joan to Brazil which started 
appearing almost at once in the financial press, "1 there was a 
need to reassure invescors that the governmenc was really moving 
towards implementing fundamental financial reforms, a move 
which demanded a good deal of political skill as well as time 
to be carried through, for Congress - on which severa} of lhe 

128 Besidcs this pari, lhe Report contains, in its final form, severa! 
1cchnical appendices mostly wrilcn by McLintock on budge1ary proccdures and 
lhe fiscal system then in force, thc compmition of lhe short and long-1enn 
puhlic dcbt, cic. A vcry brief and superficial account of the org:iniz:uion and 
functions of the Banco do Brasil, prcpared by Addis, and a Jonger repor! 
on "The Agricultura! and Industrial Situation in Brazil", by Withen and 
Lord Lovat, wcre also addcd. RA 111 / !09. Nonc of thcsc werc shown to thc 
Braz.ilian govemment. Cf. Lioncl de Ro1hschild to Sir W. Tyrell, 15.04.1924, 
in FO ll71 /9508 A 2427 /70/6. 
120 Rt!porl lo lht! Bankers, p. 6. 
130 ldt!m, pp. !!4-!!5. 
131 The So111II Amt!rican Journal, for instance, rcportcd that "thcre are ttasons 
10 believc thal a big Joan for Brazil will be arranged in the near futurc". 
See SAJ, 29. li .1924. 
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proposed reEorms ultimately depended - would not reconvene 
until early May. 

The first concrete steps carne with a series of government 
acts and declarations on the lines of the Rio agreements and 
with the opening of an exchange of telegrams between the Ministe1 
of Finance and Montagu regarding the final forro of the report 
to the President with a view to its eventual publication. 

The former started in late April at the shareholders meeting 
of the Banco do Brasil. There was an announcement of the 
arrangement to cancel the 400 tl�ousand contos due to the Treasury 
on account of the Rediscount Department issue against the 
debt t_he Treasury owed the Bank - the "crossy entry" operation
- and Braga's report ends with the cryptic suggestion that the
Bank's internai organization might be changed to make it less
dependent on the government and for that purpose an extraordinary
m�eting could be called. 132 At the beginning of May, Bernardes
opened the congressional session with a speech which brought
up, at the start, the issue of Constitutional revision, stressing the
necessity of making "budget-tail" credits unconstitutional as a
condition to balance the federal budget and advocating, among
other things, greater federal contrai over Lhe states' financial
affairs. 133 The need to balance the budget and cut the additional
credits was further emphasized in the budget draft Bill, presented
soon afterwards by Vida!, and the "Geddes Committee" was
appointed on June 3. A few days }ater, a telegram from Rothschilds
congratulating the government on the outlined reforms received
great publicity in the Rio press and was, according to the British
�mbassador, "widely takcn here as indicating that a Joan is
iminent". 134

As mentioned above, parallel to these manifestations of intent, 
the Brazilians al�o started negotiatfons with Montagu towards 
agreement on the terms of a final publishable version of the 

1a2 BBR, 1924, pp. !Jl-!2. 

133 Mensagem Presidencial de 1924, in DOU, !.5.1924. 

tu SA], 7.6.1924, and Tilley to McDonald, 14 .6.1924, in FO !171/9508 

A 4050/70/6. 



mission's report to the President. 135 As a result oí thest 
r.onsulations many roinor points and even some important 
,;afeguards were conccded by the bankers. 13º However, where the 
Brazilian requests for changes in the draft touched on passages 
concerning possible monetary consequences of coffee valorization 
policy, the British position was adamant. The Minister's proposal 
to delete a sentence pointing to inflationary dangers of government 
participation in coffee prices support schemes 137 was not only 
rejected, but led Montagu to remark that "unless the public 
in tlus country were satisfied that there had been a radical 
alteration in the government policy in regard to the valorization 
of coffee it would be impossible to raise a loan in this country". 138 

As will be shown below, rhe stiHness of the bankers' position on 
this issue would strongly influence the radical policy changes 
that were to take place )ater in 1924. 

A mutually acceptable wording for the final draft of the 
report was finally ready before mid-June. Since the draft bill on 
the constitutional reforro had already been sent to Congress it 
was now the moment to back it up by publishing the "independent" 
report. The latter, apart from helping to show the proposed 
reforms as fundamental for greater financial stability, was 

1S5 Thc first proposals to London wcrc madc by Vida) on April 16. 

Agrccmcnt on a final draft was rcachcd aítcr thc sccond rcply with 

countcrproposals írom Mon1agu, undatcd, but mosl probably of carly Junc. 

Scc RA 111 /220, íilc no. li. 

130 An inuancc of thc lattcr was 1hc acccp1ancc of Vidal's rcqucst 10 

supprcss an cxplicit rcfercncc to thc Minis1cr of Tramport and Public Works' 

agrccmcnt lo choosing onc of 1hc mcmbers of thc proposcd Railway Tribunal 

from Grc:ll Brilain. This was acccptcd cvcn though Mon1agu had, in fact, 

quotcd thc Ministcr on pagc 22 of thc Rcport to thc nankcn :u asking 

whcther he would likc two Englishrnen in thc fivc-mcmbcr Tribunal. Scc 

RA 111/!109. 

137 Thc passagc rcnds: "We confcss ... that wc havc not bccn ablc to 
convincc our-sclvcs that thc sharc of thc govcmmcnt in in [coffcc) opcrauons 

is not allcnded with scrious risks which may rcsult in considcrablc loss or 

tcmptation to inílatc thc currency, or contract nc-w and hcavy liabilitics in 
ordcr to hclp thc coffcc produccrs". Report to the President, p. !14. 

138 Telcgram of N. M. Rothschiltl and Sons to Vidal, undatcd, but probably 
of late April, in RA 111 /220, file no. !. 



certainly to be read by informed opm1on as a set of conditions 
the fulfilment of which the Joan depended upon, thus softening 
the opposition to the reforms. This move tacfully placed the 
government in the position of a mediator between the wishes of 
the foreign creditors and those of the Brazilian Congress, from 
which concessions could be induced from both sides. Indeed, the 
motive of a much publicized interview Bernardes gave to João 
Lage, director of the pro-government newspaper O Paiz, on 
June 24, was no other than to try and strengthen this position. 
ln it, for the first time, thc Presillent publicly linked the possibility 
of British financial assistance to the proposed constitutional 
reform, preparing the ground for the publication of the report. 13o 

Four days !ater the document was released to the press in 
Rio and London. Ho 

As was to be expected the report was praised by the 
pro-Bernardes and the British papers. 1u The opposition press, 
on the other hand, although starting from a position which, 
by and Iarge, centered on superficial remarks on the "humiliation" 
Brazil was being submitted to by the govcrnment and on the 
"arrogant" tone of the report, rapidly evolved towards exploiting 
the sensitive issues with an attack on the proposals to sell the 
public companies and the Banco do Brasil, "beginning, as the 
British Ambassador put it, to take the Iine that [the report] is an 
attempt to tum Brazil into a British colony". 142 

139 After Slressing the problems poscd by lhe wcak financial position hc 

continued: "II is not possible to govcrn in such a situalion . How c:m we 

pay what we owe? Budgct surplusell do not exist. Domestic rcsources, such as 

to enablc us lo rcsort to borrowing within the country, wc do not have 

either. It is unavoidable to resort to foreign credit but the forcign creditar 

ponders, with reason: 'How come Brazil wishes that we - who havc sought 

to help her by granting credits which she h.u misused to the point of 

asking for two moratoria - could slill gr.mt her fresh credits without the 

guarantee that she will not go on with the improvidcnce which has placed 

her in such a despcratc situation?'. The argument of thc forcign crediton 

is reasonable", and wenL on to dcfcnd thc proposed reforms. O Paiz, 24.G.1924. 

140 See, for instancc, Jornal do Commércio, 28.6.1924. 

141 Idem, For a British view see The Times, !0.6.1924. 

142 Tilley to McDonald, 5.7 .1924, in FO !71/9509 A 4650/70/6. For the 

opposition vicw, see O Jornal, 29.6.1924. 
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Ironically, however, it was at this stage - when its almost 
year-Iong efforts neared fruition - that the government's strategy 
received a mortal blow. And it was probably Bernardes' greatest 
misfortune that the loan was to be blocked not as a result of a 
political deadlock in Brazil over the issues at stake, but as an 
indirect consequence of a domestic policy decision taken by the 
British government, viz., the embargo on foreign government 
issues in London, imposed with a view to strengthening the paper 
pound towards the return to gold at pre-war parity. 

The British embargo on foreign government loans was 
prompted by lhe rapid worsening of the nited Kingdom's trade 
balance deficit [Brown Jr. (1929, p. 223)] and by the alarm 
caused by lhe growth of overseas Iending in the early part of 
1924 following the substantial freedom regained by the London 
overseas issues market in January, in a situation in which to 
try and deal with the imbalance through a tightening of monetary 
conditions "would have raised a political storm" [Moggridge 
(1971, p. 120) ]. Probably hecause the embargo was not a formal 

official act, it has been mistakenly dated as effective from 
November 1924, even by such an authority as Brown. 143 More 
recently, however, it has been suggested by Moggridge that "it 
would seem that the Bank [of England] became much stricter in 
its treatment of applications for foreign government new issues 
from mid-1924" [Moggridge (1971, p. 120) ], an assertion based 
on evidence from an extract from tl1e private diary of thc Bank 
of England's Governar, as published by Sir Henry Clay, showing 
lhe very poor opinion Lord Norman had of foreign loans by 
April 1924, as well as on the observation that "after 24 May 
there were no no-league of Nations, non-Reparations loans for 
foreign governments or municipalities until January 1926". l•H 

ln fact the importance of Norman's opinion in ilie imposition of 
the embargo cannot be overestimated. The method of imposing 

143 Cf. Brown Jr. (1929, p. 224) , Thc mistalcc is repcatcd in a reccnt, 
thorough, study on British ovcncas invcstmcnt. Cf. Atkio (1968, p. 49). 
144 Moggridge (p. 120) . Jt should bc not� that, acconUng to British U!Clgl'!, 
Colonial and Dominion govcrnmcn1s wcrc not classili� as "foreign" and thc 
remic1ive mcasurcs did not apply to thcir Jeans. 
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the embargo was, according to Brown, "quite unobstrusive, 
informal and characteristically English ... It was merely made 
known to those considering such issues that they would not 
meet with the approval of the Bank of England. This was 
sufficient. Though it was without a shred of legal or legislative 
justification, the embargo was cxceedingly effective" [Brown Jr. 
(1929, p. 24) ], and it is suggestive that top-ranking British 
Treasury officials referred to the embargo as "the Governor's 
polite blackmail against foreign issues". H& 

ln the light of these remarks, some documents recently 
published by Professor Sayers (1976, p. 289) lend further support 
to the notion that the embargo was enacted by mid-1924. ln a 
minute of April 9, Norman is quoted as informing the Bank's 
Committee of Treasury that "he was strongly of the opinion 
that only applications on behalf of those countries which were in 
need of money for reconstruction purpose deserved consideration" 
and in a similar dornment dated October 22 he informs that 
"having been approached, since the closing of the German loan, 
as to the issue of foreign loans in London, he had again replied 
t.hat ali such issues were, and were likely to be, undesirable 
under present Exchange conditions ... ". 148 Indeed, as far as 
the Brazilian loan was concerned, the usually well-infonned Soulh 
American ]011rnal was telling its 1·eaders as early as July 5, in 
an editorial on the British mission to Brazil, that "it looks as 
though the mission realizes that any loan to be of value to that 
country must be so large that its chance of success is problematical. 
At any rate, this matter seems to have been postponed for the 
moment". 141

To assess the consequences of the British decision on Brazil 
it is worth recalling that the joint achievement of the basic 
goals in the government's cconomic programme - namely, the 
funding of the floating debt and the creation of a central bank 
designed to drive the mil-réis back to gold at a substantially 

ua Sce PRO T 175/4, Niemeyer to Chancellor, 5.!1.1925, and Niemryer 
Memorandum, 29.11.1924, quotc!d in Moggridge (1971, p. 121). 

ua Saycrs op. cit., p. 289. Emphasis addcd. 

141 SA.J, 5.7.1924. 
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revalued exchange rate - had been made to depend crucially 
on the successful conclusion of the British Joan, and that since 

the first contacts with Rothschilds were made the domestic 
economic outlock had shown little change. 

The domestic price leve), which affer having fallen by 3 
percent in 1922 rose by not less than 35 percent in the first year 
of Bernardes' government, 1411 showed no signs of stabilizing, and 
a sentiment had been growing for some time that inflation had 
become a major social problem, as seen in the special measures 
to curb food price increases taken in March and July. 1411 Though 
the origins of this inflationary outburst dated back to the 1921 
exchange rate collapse and the easy money period of the 
Rediscount Department, the lax way the Banco do Brasil 

managed its note issuing rights - particularly during the second 

half of 1923 - was certainly not in tune with the government's 

avowed deflationary intenLions. By the end of June 1924, the 

Bank had already issued over 400 thousand contos, that is over 

two-thirds of the statutory limit set by the valuation of the 

gold reserve transferred from the Treasury, expanding the 

monetary base by almost a fifth. 

Besides, the rather delicate externai position remained very 

much the sarne. The beginning of the substantial export growth 

of 1924 brought about by a firm rise of coffee prices was 

compensated by a concomitant growth of imports as the economy 

recovered from the post-war slump under strong inflationary 

pressures relatively to her main import suppliers, as shown in 

Table 3 below. As the trade balance failed to recover and no 

foreign loans wcre forthcoming, the exchange rate remained at 

us As mc:uurcd by the Rio de Janeiro cost 7 living index. 

l.fU Decrccs nos. 16419, of March 19, and 16524, of July 1st, regulaled the 
distribulion and gavc rariff exemption lo severa! foodstuffs, authorizing lhe 
Agricullure Ministry lo purchase abroad and build buffer stocks so as to 
11abilize food prices. As Neuhaus h:is noliced, the introductory paragnph of lhe 
sccond of lhesc dccrees reads: "Considcring . . . lhe alarming increase in 
the price o( ncccssilies . . . which has madc life unbearable lo 1he lower 
classes which fonn lhe majority of the population, etc., ... ". Cf. Neuhaus 
(1974, p. 70) . 
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Table 3 

Price lndices: Brazil, U.S. and U .K., 1920-1924 

Yea.rs 

1920 

1921 

1922 

1923 

1924 

(1913 100) 

Bra.zil u.s.

181.1 220.5 

153.5 139.4 

167.5 138. l

218.0 143. 7

242.0 140_1 

U.K. 

307.3 

197.2 

158.8 

158.9 

166.2 

SOURCES: Brazil: G•n•rnl (A,:ricultur•, lnduolry anel Tranoport and Communicntiona) 
D•ll■tor prosented by H■ddad (1974, T11ble 76, p. 191). 

Unit,d Statt1: Bureau of La.bour whole911Je price inde:1:1 'in U.S. Department oí CommErce, 
Burenu oi the Cenall.9, Huloncal Stotutú:• o} lhe Unllttl Stot,., 178-19,6, op. cil., r. 233. 

Unittd Kinotlom: Board oi Trade w!,o!Hale r•ic• indH, in Pigou (1947, pp. 2:l<l-23,;), 

about one-half of the planned stabilization rate. ln this situation, 

if the indefinite postponement of the Joan caused by the embargl:.) 

was to last for long, it was bound to eventually force the 
government to alter its tactics_ 

However, almost simultaneously with the failure of the London 

Joan, the government's attention would be shiftc:J away from 

economic policy towards more pressing problems, as a military 
revolt broke out in the city of São Paulo on July 5. The revolt, 

though almost exclusively a sequei to the July 1922 military 
upheaval in Rio preceding Bernardes' innauguration and 
immediately motivated by the anti-Bernardist hatred still cultivated 

in some sectors of the Army, was also fed by a diffuse but 

growing discontent in certain quarters of the middle-class elite 

with what they considered as the abandonment of original 

republican ideais by :m anti-democratic and power-centralizing 

política) regime. 15º Concerted armed risings broke out 

simultaneously in some other states and, in São Paulo, the rebels 

1�0 On this see Santa Rosa (19llll) or Fausto (1970, especially Chapter 11). 
For a recent appraisal of the 1924 revolts see Martinez Correa (1976, especially 
pp. 45-55). 
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were able lo oust the state government from the capital on 
July 9 and effectively controlled it until July 27 when, with the 
port of Santos controlled by the loyalist Navy and the capital 
besieged and bombed by Iand and air, they withdrew. 

lt should be stressed, however, that these rebellions had very 
weak connections with organized political groups and in no 

way should lhey be seen as representing a reaction of São Paulo 
or of the coffee interests against Bernardes' economic poliáes. 
Nor, indeed, should they be construed as being a reaction against 
the Montagu mission, as some writers have dane, based on the 
flimsy evidence of passing references to the mission existing in 

pamphlets distributed in São Paulo by the reheis during the 
occupation period. 1�1 However, the armed revolts had two 
indirect effects of major importance in shaping the course of 
economic policy in the !ater part of 1924. 

The first was lo cnable Bernardes to strengthen his political 
support among the controlling regional oligarchies. This carne as 
a natural outcome of the prompt and uncompromising way the 
revolts werc quelled everywhere - except for the symbolic Co1una 
Prestes-Miguel Costa - due to the rather conservative outlook 

of the Brazilian political establishment startled at the potential 

of popular unrest which the revolts uncovered. Having received 

exceptional powers concerning law and arder measures as well 
as wide support from the higher ranks in the armed forces at the 

start of the risings, the Presidem would eventually publicly 

consolidate bis authority ,vith an impressive referendum from ali 

state Governors in November. 152 

The second was to force the Banco do Brasil to cause a large 

monetary expansion during the third quarter of the year, as 
both the unforeseen and large military expenditures and the 

need to help thc banking system out of liquidity problems, 
arising from the temporary blocking of transactions with São Paulo 

and other centres, had to be met with further issues by the 
Bank. Its 600 thousand contos statutory limit was passed in 

1n Cf., for instance, Castro (1999, pp. 469-?0) . 

1�2 Sce A palavra da naç4o, in DOU, 15.11.1924. 
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mid-August when a further issue of 100 thousand contos - the 
maximum allowed by law in emergency conditions - was 
authorized. However, though the Bank tried at this stage to 
restrict its rediscount operations 1

:.:1 its note circulation rose to 
an ali-time peak of almost 753 thousand contos in early October, 

wi tb no legal backing. 

If the greater political support Bernardes was able to amass 
at this criticai juncture gave him the necessary strength to enforce 
unpalatable economic measures, the Bank's behaviour would 
provide the motive for conservative groups to press for a radical 
redefinition of the conduct of economic policy, definitely resolving 
in their favour a division which had always existed wiLhin 
the government on central issues of financial policy. 

The origins of this division can be traced to the contradictory 
basis on which Bernardes had gathered support for bis economic 
policy programme. The initial support São Paulo had given 
to his candidacy, as noted above, led not only to the formal 
inclusion of coffee "defence" in his programme, but also to the 
granting of the finance portfolio and the Bank's presidency to 
Pauli5la politicians. These were men bound to take a less 
orthodox view on monetary policy and be particularly lenient 
on occasions in which the financing of coffee stock retention 
depended on the Banco do Brasil. On tbe otber band, because oE 
the predominantly regional organization of party political life in 

Brazil, the President was dose to and bound to be influenced 
by the extremely orthodox opinions sustained by a group of 

influential politicians from Mina� Gerais led by Deputy Antonio 
Carlos, the former Finance Minister and now appointed leader of 
the majority at the House, Maria Brant, former Deputy and now 
Financial Secretary of Minas Gerais, and Affonso Pena Jr., 
Ieader of the state Iobby in the House [Falcão (1931, pp. 69-71)]. 

ln these quarters, a name that could hardly arouse more 
suspicion was that of Vidal. ln 1921, as a Congressman, the now 
Finance Minister had made a passionate defense of bis Permanent 
Coffee Defence Bill providing for Treasury fiduciary issues to 

finance the retention of the coffee surplus, an idea wbich was 

1ns UK-DCR, 1924, p. 15, 

310 



little less than anathema to this group. Indeed, the Bill was 
defeated after a strong attack by Mario Brant and Antonio Carlos, 
apparently with the backing of Bernardes himself, then governar 
of Minas Gerais. 154 

One is led to think that under the more conservative consensus 
regarding fiduciary issues after the Rediscount Department's 
"scandal", the Minister could hardly afford to repeat his 1921 
utterances. However, such consensus only existed to the extent 
of not letting Treasury needs influence the behaviour of the 
monetary base, a consensus against financing budget deficits 
with note issues beyond ways and means requirements. 11111 The 
theoretical defense of Braga's central bank plan had been 
exclusively constructed on the basis of a real-bills doctrine 

argument 156 which, in essence, differed little from the more crude 
anel explicit "coffee bills" argument Vidal had used in 1921 
[Brant (193 I, p. 18)]. Given the flO million gold reserve 

1114 Sec Brant (1931). Thc following passagc, takc;, from rhc debates on the 
Bill, helps to gaugc the passion with which Vida! defended his views: 

"Mr. Sampaio Vida! - With what werc thc 800 million coffce trccs of 
São Paulo - worth more than our total actual circulation - created? 

Mr. Maria Brant - Wi1h lhe toil of the Paulistas and 
Mr. Sampaio Vida! - With papcr-money. It was in lhat currency that the 

worth on the plantalions was paid. 
Mr. Maria Brant - Wilh capital accumula1ed by savings . , , 
Mr. Sampaio Vida! - The 800 million coHee trees in São Paulo wcre created 

by papcr-money issucs". Brant (1931, p. 17). 

11111 As Vida! qualiíicd his views during the above mentioned parliamcntary 
debate in 1921: "Paper-currcncy issues wi1h productivc applications were 
ncvcr prejudicial. ,vhcn papcr is issucd to make up for deficits, then, 
indec,.l, it is disastrous". Brant (1931, p. 17). 

11!0 ln an interview given in 1923, dcfending the govemment's project for 
the reorg:rnization of lhe Banco do Brasil into a bank of issue he argued: 
"Thc paper-money in circulation, issued by lhe Nalional Treasury, is almost 
ali founded on lhe simple art of lithography; its issues are not measured by 
commercial neccssi1ies, but by dclici15 in the Na1ional Budge1. This issuing 
sys1em, so far followed, has not, however, as yet terrificd those who fear 
iníla1ion; Lhcy are scared of a systcm by which it is only possible 10 issue 
against collateral composed of first-class commercial paper in lhe proportion 
of lwo-thirds of the amount issued, and me1allic gold in 1he proporlion of 
one-1hird of 1hc sarne amounl. li is curious I li is lhought dangeyous tha1 a 
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transferred to the Bank, Braga's comments on the financial 
soundness of the experiment, pointing out that the Bank's issues 
would have a 1 :3 gold backing, only meant that the Bank's note 
issues would have an upper limit; this limit was, however, in 
nominal terms, twice as Iarge as the limit for the fiduciary issue 
askecl by Vida! for the support of coffee prices in I 921. ln 
fact, the central bank could, as incleed feared by the British mission, 
become the source of unwarranted increases in the money 
supply under pressure from the random - and large - financial 
requirements of coffee valorization, as had actually happened 
in 1923. Thus, the more conservative group led by the leader 
of the government's parliamentary majority had perforce to 
nurture great misgivings about the decision of having the Bank's 
rediscount operations at the discretion of men who they had no 
confidence in and whom, moreover, were likely to bow to 
pressures from the coffee interests. This point receives further 
support trom the British mission·s records: in fact, as early as 

January 1924, Antonio Carlos indiscretely confided to Montagu 
that he did not approve of the coffee valorization scheme, 
expressing the view that the exchange rate depreciation was 

"entirely due to emission" and that "he would deprive the Bank 

of Brazil of the right to issue for the next seven years and undertake 

a careful reduction of existing currency ... that Vidal was a 

fanatic of figures of emission (sic) and that he represented 
united public opinion and the opinion of most ex-Ministers of 

Finance and that he had every reason to believe - he spoke 
confidentially - that Bernardes was wavering on the subject". 151 

scrious bank, organizcd not as a public dcpartmcnt but as a commcrcial 
housc ... should issuc against first-class commcrcial paper and gold, and not 

thought dangerous that tbe National Trcamry should continue the methods 
so far practiced 1 ... Never will thc Bank issue a single note without having 

as asscts ... commercial paper of thc most solid houses in Br:uil ... So 

bridlcd, the Bank will nevcr be in position to inflatc circulation with 
super-abundant and unncccssary papcr-money". Jornal do Comércio, 28 .5 .192!1. 

1111 Monlagu Diary, pp. 19-20 and 48. The ex-Ministers quoted in the Diary 
:u belonging to what Montagu jokingly refcrred to as "thc Don Carlos school 
of non-emission of currcncy at any price", are Leopoldo de Bulhões and the 
more moderate banker João Ribeiro. Idem, pp. 48 and 66. 
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Accordingly, it was quite natural that, after the formidable 
expansion of Lhe Bank's issues during the military revolts, these 
men should put strong pressure to bear upon the President 
for a contractionary monetary policy. Although on this occasion, 
the Bank had not specifically issued to rediscount coffee bills 158 

and had actually been instrumental in overcoming the emergency, 
the circumstances could hardly be more favourable to the 
deflationists' preaching. In face of the growing outcry against the 

rise in the cost of living and the still vulnerable externai position, 
the certainty now existing that no early Joan was forthcoming 

from London would, in itself, leave no other option besides 
som!! measure of deflationary readjustment. Moreover, the 

government's recent public endorsement of the British mission's 
report counselling a rather cautious altitude regarding increases 
in the Bank's note liabilities, 1�9 made it extremely difficult to 
lcave things as they were after the return of internai peace, for 
such a complacent view of the Bank's behaviour was bound 
to have a demoralizing eHect and probably block the way to an 
eventual - and certainly still entertained - reopening of 
negotiations with London. Not surprisingly, they would succeed 
in bringing Bernardes to their side. 

The secretiveness with which the tactical details towards the 
enforcement of a contractionist monetary policy were worked 

out between the President and some of the leading deflationist 
poliúcians - a process which, as will be shown, kept both Vidal 

and Braga totally in the dark - makes it difficult to ascertain 
precisely when the decision to deflate was reached. However, the 

fact that the decision would ]ater be publicly justified as having 
been prompted by the desire to neutralize the effects on 
domestic and externai equilibrium of the monetary expansion 
caused by the Bank during the third quarter of 1924, suggests 

158 This was cxplicitly admittcd evcn by Antonio Carlos. Sec the summary 

of thc debates oí the Joint Congress Finance Committee in Jornal do Commifrcio, 

19.12.1924. 

1�o The mission had advertcd: "li is not a condition . . . that lhe withdrawal

of Treasury notes from circulation shall be made coincident with the issue

of notes by thc Bank". Report to tlie PreJident, p. 21. 
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that its immediate cause was present, at Lhe latest, from the 
beginning of October. 100 

The form they would devise to enforce the decision centered 
on what scems at first sight a technicality. The Bank's statutes 
provided that the withdrawal of the Treasury notes left in 
circulation would automatically start when the resources of a 
special reserve fund, for which some of the Bank's incarne was 
earmarked, reached 100 thousand contos. This figure had been 
reached by the end of thc first-half of 1924 and some twelve 
thousand contos of Treasury notes had been allocated to be 
withdrawn in July, though. since then, the Bank had issued far 
in excess of the small amounts of Treasury notes destroyed each 
month. Since the deflationists' immediate objective was to reduce 
high powered money and the reserve fund mechanism provided 
an automatic way of doing it, their attention focused not only 
on pressing for the observance of this clause, but also no finding 
means of en_larging the sources of resources for the fund. 
However, the latter called for a rcvision of the Treasury-Bank 
1923 contract, which required Congress approval. So a Bill haà 
to be drafted which only reached committee stage in mid-December, 
where it was to meet opposition from São Paulo members when 
il became clear that Vida} and Braga had been totally excluded 
from its making. 101 

teo Explaining thc decision a few months !ater, Bernardes would say: " ... thc 

pcrccptible high cost of living coincided with the emissions of thc Banco 

do Brasil and with the credits which h facilitatccl, in virtue, perhaps, of 
its issuing powers ... Eamestly wishing that this cstablishmcnt shall wilhdraw 

from thc path of emissions along which it has advanced too far, the 

govemment found it ncccssary to stop the monctary inflation ... ". Mensagem 
Presidencial de 1925, in DOU, 4.5.1925. 

101 Julio Prestes, Lhcn a rcpre�nlativc of São Paulo and )ater governar of 

his state, pondered, after the prcscntation of the draft Bill, that the Congrcss 

Finance Committc:e should hcar Vidal's opinion on it, to which Antonio 

Carlos replied that lhe Bill "reflccted lhe govcmment's opinion". Pressed 

by anothcr Deputy to answer "whcthcr the chicf of thc national finances was 

noL the Finance Minister" thc )alter would sharply reply that "thc mcn 
r�ponsible for the finances, the chicf, was Mr. Presidc:nt of thc Republic", 

adcling that "onc should not go into thu kind of argumcnt". Sec the 

summary of thc debates of the Joint Congress Financc Committee in Jornal 
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Though eventually it was Cound impossible to debate the 
Bill during the final crowded days left of the congressional session, 
this had little practical consequence since its fundamental aim 
could be secured by less formal methods. The existing institutional 
framework could surely enable the Executive to tighten monctary 
policy through the contrai of the Bank's rediscount policy and 
by enforcing the existing clause relating to the retirement of the 
Treasury note issue, i( only the Treasury and the Bank could 
be placed under the command of men in line with the new policy. 
So when the public demoralization suffered by Vidal and Braga 
over the Bank's reform Bill a(fair led to their resignation on 
December 27, Bernardes was left with a free hand to fill their 
posts with his new advisors: Aníbal Freire, the author of the 
draft Bill became the new Finance Minister, and Braga was 
replaced by James Darcy, a legal advisor to the Bank, who was to 
follow faithfully the new directives. Before the end of the year 
the Bank was already stepping up the withdrawal of Treasury 
notes with the allocation of some fihy-five thousand contos to 
the reserve fund. This process, coupled with a drastic cut in the 
Bank's rediscount facilities, which would bring the Bank's issue 
back within the legal limit during tlie first-half of 1925, would be 
relentlessly pursued for the following twenty months. By November 
1926, when this policy was {inally abandoned, the monetary 
base had been reduced by 14 percent, causing an li percent 
contraction in the money stock. The consequences of this policy 

will be discussed in the final section of this chapter. 

The redefinition of Bernardes' economic policies in late 1924 

would not be limited, however, to this radical change in monetary 

policy. A no less radical turn occurred in November, when the 

federal government transferred ali responsibility for the financing

and contrnl of coffee valorization to the state of São Paulo. u2 

do Commércio, 18. 12.1924 and 19.12.1924. Braga and Vidal's exdusion from 
thc proccss of dc.signing thc Ilank's rcfonn was explicitly denounccd by lhe 
formcr in his resignation Jcuer senl 10 Bernard� a few days latcr. See 
USNA RG-59, 852.001 14S/4S, cnclosurc no. l. 

102 Dccrce no. 4.868, of 7. 11 . 1924. 
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Although the formal change in coffee policy in fact preceded 
the actual implemen tation of the decision to deflate, their near 
simultaneity was not fortuitous and it will be argued here that 
the two measures had a logical connection and were, in a sense, 
complementary. However, for the sake of clarify of exposition, 
it is necessary that some specific developments in the coffee 
industry during 1924 should first be described. 

As Table 4 shows, in 1924 world coffee prices were rapidly 
recovering from the stagnant levels of the previous two years. 
As can be seen, this extraordinary rise was not continuous and, 
in fact, the two steps that can be observed in the coffee price 
series during 1924 resulted from the operation of distinct causes. 103 

The rise during thc first three months of the year could be 
d�scribed as the result of the resistance Brazil was able to put up 
to the bear attack from consuming markets which followed the 
government's decision to liquidate the 1922 London coffee 
valorization loan through the sale of the stocks serving as collateral. 
Probably in the hope that the ample supplies forecast for the 
1923-24 crop would further cheapen the commodity, American 
and European roasters failed to take advantage of the low prices 
then ruling to rebuild their stocks. m 

The roasters' expectations proved false when the federal 
government activated the new coffee defence plan in the second 
half of I 923 with financial help from the Banco do Brasil. 
As suggested by Rowe, when, by the end of this year, the consuming 
centres reacted, trying to free themselves from the contrai which 
Brazil was exercising through the regulation of port entries 
by rebuilding their stocks from the bare leveis they had reached 
hoping that higher prices would tempt Brazil to free her supplies, 
"they played straight into her hands": 105 the valdrization 

183 Though modificd in places, the analysis hcre draws on Rowe (19!2, 
pp. 26-7). 
164 By Novcmbcr 192!, visible supplies in the United Statcs and Europe 
totalled just 4.2 million bags, thc sarne levei at which they stocd at the 
beginning of the year and an extremely low levei wben one considers that 
in pre-war days 8 to 9 million bags was thought normal. llow" (19!2, P· 26) • 

105 Idtm, p. 26. 
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l922 

1923 

1924 

Table 4 

Average Spoi Priccs o/ "Santos 4" Coflee in New York 

(in US$ Cents per Jb-weighi) 

Period Price 

14.30 

14.84 
Ja.nuary 16.00 
February 18.34 
March 20.18 
April 19.40 
May 19. 13 

Juny 19.02 
July 20.61 
August 21.63 
September !32.81 
Octobcr 24.91 
November 27.03 
December 26.68 

SOUR.CE: Rowo (193�. p. 80). 

managers held back the existing surplus and prices shot up in 

an extraordinary fashion. By April, Brazil had obtained an 

efiective comrol over the price and could force the roasters back 

to buying from hand to mouth. 

The weather definitely decided the battle in favour of Brazil. 

The l 924-25 crop amoun ted to only 11 million bags against 19. 5 

million in l 92!1-24. By the middle of 1924 importers realized 

that prices were not likely to come down for some time and this 

bullish mood accounts for the further rise during the second 

half of 1924. 108 

JOO As Rowe puts it, " ... it bccamc clear that not only the dcknce scheme 

would succeufully liquidate thc surplus of thc 1923 crop, but that thcre 

would hardly bc, sulficicnt coffec to mcct the requiremenu of consumption. 

Every roaster wanted to insure his own supplies, and such coffce as Br.izil 

oUcrcd was eagerly bought at higher and higher prices". Rowe (19112, pp. 26-7). 
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However, paradoxical as it may seem, the very success of the 
government's coffee defence scheme reopened the debate about 
its merits. It should be remembered that under the new scheme 
the financial burden of carrying over the stock fell exclusively 
on the planters. With more than one-quarter of their 1923-24 

crop still unsold by mid-1924, lGT the planters were finding it 
extremely difficult to meet their current expenses with the 
advances from the banking system which they received against 
the warrants furnished by the government warehouses. 108 They 
had welcomed the defence plan without much discussion when 
the prospects for the industry were rather bleak but now, after 
prices had nearly doubled and still hard pressed for cash, they 
Eaced no alternative in the short-term but to wait for the release 
of their coffee for export. On the other hand, they were now 
more convinced than ever of the advantages of valorization and 
certainly did not want to throw the baby out with the bath 
water. As an obvious outcome, the notion that there was a 
pressing need for some ad hoc provision of funds to smooth 
the financing of the crop carry-over grew stronger. 

As a result, negotiations between São Paulo and the federal 
authorities in search of a new financial formula to appease the 
planters started during the winter. 1811 It should be noted that 
São Paulo's negotiating position was much weaker, since the 
federal government had already finished the liquidation of its 
old stocks and, with the exceptional prices now ruling, it 
was free to take a more detached view. However, this should be 
interpreted as only meaning that it was now politically easier 
for the federal governmen t not to bow to pressures from the 
coffee lobby to commit additional resources to valorization. 

It is wrong to construct, based solely on the relatively better 

187 Stock! in São Paulo on July 1st, 1924 amounled to 4.6 million bags. 

188 "The rcsources of thc ordinary banu had becn hardly adcquate, and 

thc planter5 did not much likc the prospect of facing in the future another 

crop so large as that of 1923 ... ". lbidi,m, p. 27. 

1011 lbidi,m, p. 27. 
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bargaining pos1t1on of the federal government, as Rowe does, no 

an explanation for the extreme measure Bernardes eventually took 

of disclaiming ali federal responsibility towards coffee valorization 

and selling the government's recently built warehouses to the 
state of São Paulo. If it is clear that São Paulo politicians 

could not possibly think of abandoning coffee valorization at 
that stage, it is also clear that they could not justifiably take 
for granted that they could carry the baby without the nursing 

of the federal government, since no alternative sources of 
finance could be immediately envisaged: the private domestic 
banking system could not cape with a large crop; the market for 
internai state bonds was quite narrow; London was blocked, 

and New York was not likely to lend a cent to coffee valorization 

as long as Herbert Hoover remained at the Commerce Department. 

Thus, if São Paulo could not get what she wanted from the federal 

government, the assurance that the status quo would be maintained 

- with the Banco do Brasil ready to step in in case of trouble -

was certainly the second-best alternative in the foreseeable future.

However, the federal government's stand at the negotiations 

was not limited to resisting the planters' pressures for further 

financial assistance. The decision it eventually took to wash 

its hands of ali responsibility towards coffee valorization implied 

cutting the institutionalized ample access coffee bills had to the 

Bank's rediscount facilities. True, the promising prospects then 

enjoyed by the coffee industry made the decision politically 

easier, but one is left with no explanation of the motives which 

led the government to actually take advantage of the situation 

if the analysis of the change in coffee policy is made in isolation 

from the broader manetary policy decisions being shaped at 

the time. 

170 He concludes: "'To a large extent the negotiations wcre simply a struggle 
between São Paulo and the- federal govemment as to which party should 
rarry the baby, for it was perfectly clear from the starl that São Paulo 
would never Je1 it clrop: on the other hand, if the federal government could 
be madc to act as a nursemaid, so much the bettcr. But a bargainer io such a 
posi tion is nccessarily wcakcr than his opponent, and Prcsidcnt Bernardes, 
appreciating this, remained adamant". Ibidem, p. 27. 
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ln fact, the link between the change in coffee policy and 
the decision to deflate shou1d not be overlooked. The monetary 

consequences of the coffee defence scheme were already seriously 

worrying the federal government during the negotiations with 

São Pau]o. As later stated by Bernardes himse1f, this was a central 

issue, since the substantia1 disagreement which then separated 

the government and the producers, and which was resolved by 

the change in federal coffee policy, revolved around the question 
of finanáng the defence scheme through Banco do Brasil note 
issues. 171 It is unlikely that worries of that sort would arise 

from Vida! ar Braga's advice. If that was so, there are strong 

reasons to believe that the President's action on coffee was 
already taken under the influence of the deflationists and with 

a view to the change in monetar, policy. As shown above, in 
their minds, the federal government's compromise with coffee 

valorization involved, under the prevailing system, a serious 

potential threat to monetary stability, since they feared that the 

scheme's financial requirements could lead to unwarranted 

increases in the Bank's note issues. Naturally, they also saw the 

maintenance of this compromise as a pennanent menace to the 

continuity of the monetary policy they were pressing for, and 

strived to end it. 

Besides, the absolute need for foreign financial assistance 

to attain Bernardes' economic policy goals in the two years he 

still had left to govern suggests another stronger motive for the 

change in coffee policy, because of the negative reactions of 
potenúal lenders towards federal involvement with coffee 

valorization. The opinion the government's London bankers had 

of their clients' sponsoring the coffee defence scheme has already 

been pointed out and was quite unambigous: they shared the 

deflationists' views on the inflationary dangers of the scheme 

111 Commenting on tbe Tesulting state-sponsorcd coffec defence scheme be 

would say: "... if the viewpoint of the federal government and of the 

producing states bavc 1ubstantially differed . . . the disagreements have 

disappcared with the present organization of coffee defence, which abandoned 

the recourse to the cmiS!ion of paper-money ... ". Mensagem Presidencial 

de 1926, in DOU, 4.5.1926. 
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and saw its abandonment as a necessary condition for a successful 

floating of a loan in London. Furthermore, given thc size of 

the loan Brazil was ask.ing for, it is Iikely that a New York tranche 

was already seen as being necessary: it is revealing that the Montagu 

míssion's report had been cabled shortly before publication, in 

July, to Dillon, Read & Co. - Brazil's New York bankers 172 - and 

that New York's participation, when the Joan was finally raised 

in 1926, was crucial. However, given Secretary Hoover's fierce 

opposition to coffee valorization it was unlikely that a Joan 

whid1 could enlarge the Banco do Brasil's financial strength 

would be viewed with favour by the United States government 

under the existing modus opcrandi of coffee defence. 113 

5 - Conclusions 

The 1923 negotiations between the federal government and 

tbe Rothschilcls, which resulted in the visit of the Montagu 

Mission, were prompted by the importance attached hy the 

Brazilian authorities to raising a large foreign Joan which could 

allow them to solve simultaneously two pressing problems at the 

start of the Arthur Bernardes government: the huge short term 

Treasury debt and the difficulty of carrying out the proposed 

exchange policy, due to the weakness of the foreign position. 

The account presented here of the negotiations with the 

Montagu Mission - whose results, from the English point of view, 

can only be considered a resounding success - gives a picture 

of the position of the Brazilian authorities at the beginning of 

1924, which is of some interest in the light of the dramatic changes 

that occurred in economic policy during the year. The price, 

the government agreed to pay for the financial "help" from abroad 

172 It was through them that the report reached the Amcrican press. Sce 

The New York Times, 4.7.1924. 

173 This last asscrtion is admittedly conjectural. Sce, however, the discumon 

of the United States Department of Commerce actions against the new coffce 

defence scheme in 1925 in the Collowing section of this chapter, 
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- indoubtelly a high one and still on known to the historious

of the period is a clear indication of how far it was prepared

to go to avoid the painful and comparatively slow - work.ing

alternative of combining a deflationary monetary policy with its

already rigid fiscal program, so as to put an end to the growing

insecurity in face of the recurrent pressures on the exchange rate

and growing inflation.

Moreover, it was show that the deflationist option and the 

abandonment of the defence of coffee by the federal government 

were complementary decisions whose logic can only be perceived 

in the Iight both of the restrictions imposed on the political 

options by a reversai in the expectations of obtaining a foreign 

loan and by the increase in inflation, as well as of the growing 

influence exerced on Bernardes by a group of public men, important 

within bis scheme of regional political support and who advocated 

extremely orthodox ideas in terms of financial policy. ln fact, 

if the arguments at the end of Section 4 are accepted, it seems 

incorrect to consider the end of federal support to coffee as has 

been dane so far, as an isolated decisions of the Federal Government. 

Strange though it may seem, this decision bears the stamp of 

both change and of continuity in Bernardes economic policy : 

of change, because it was necessary, according to deflationists' 

Iogic, for the success of the monetary policy they were advocating; 

of continuity, as it was seen as necessary in keeping acess open 

to the London and New York capital markets, something which 

was also seen as necessary for accomplishing the goals of Bernardes' 

economic policy program within his term of office. 

Finally, from a more general point of view, one should 

note that the evidence put forward in this article casts doubt, 

once again, on the naive interpretations which attribute to the 

Iarge coffee interests of São Paulo an absolute contrai of the Sta te 

apparatus to toster their own corporative interests. The economic 

policy changes of I 924 cannot possibly be considered, as having 

been favourable to the coffee interests or to São Paulo and, in 

fact, were carried out in spite of them. 
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The tax system of 1967: is it still 
adequa te for Brazil in the 1980s? * 

Ricardo Varsano ••

l - lntroduction

Although the present Brazilian tax system is essentially that which 

was exacted in 1967, the 14 years that have passed since then 

should not be seen as a long period when ta."< systems are 

considered. During these years, however, Brazil has undergone 

considerable changes and output approximately tripled. Furthermore, 

many of the problems the country had prior to 1967 still exist 

or have even worsened. Thus, it is useful to inquire whether the 
tax system introduced in the sixties, with the limitations and 

objectives of an economy three times smaller, is still adequate 

for present-day Brazil. 

This article suggest that the tax system is no longer suitable 

to the country. It argues that tax reform is no only necessary but 
probably inevitable. Section 2, briefly comments on some aspects 
of the evolution and reform of tax systems. Section 3 provides an 

interpretation of the spirit behind the tax reform of the sixties, 

trying to show its objectives shaped the (eatures o( the new 
system. The final part provides an outline of the evolution of the 

tax system since 1967 and argues that it must be soom reformed. 

Eclitor's note: Translation rcvised by the author. 

• Originally published in Pesquisa t: Plant:jamenlo Ec:ondmico, Rio de

Janeiro, II (1) :203-28, April 1981,

•• IPEA's Researc:h Institule anel Post-Graduate School of Economia of

Fundaçlio Getulio Vargas.
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2 - On tax systems evolution and reform 

The tax system in force in a country at a given moment in time 
is the result of an evolutionary process. Having been created, it 
undergoes changes over time that aim to adjust it to new 
conditions. Even if created through a tax reform, to replace 
another system, it embodies many characteristics of its predecessor. 
Thus, it reflects not only the ideas and conditions prevailing in 
the society at the time of its institution (and, to the extent that 
it is able to assimilate them, the changes in those ideas and 
conditions) , but also the characteristics that society had in the 
past. Hence, at no point in time can it be considered as a 
perfectly adequate tool for the circumstances of the moment. 
There is always a reason to chante it, which ensures a constant 
evolution. 

Most of the time, the evolutionary process of a tax system is 
continuous, since changes in Iegislation and administrative 
procedures are frequent. A tax system, once its basic structure 
is stablished, is able to adapt itself, through such alterations, 
to the changing economic and social environment and to operate 
satisfactorily for relatively long periods. However, once in a 
while, the process has to experience discontinuities, i. e., changes 
in its basic structure are unged. ln this respect, the tax system 
is analogous to a machine, in that it can become obsolete ar reach 
the end of its useful life through natural aging. Tax refonn 
replaces cenain parts ar, in some cases, replaces the whole machine; 
but the new system retains many of the features of the old one. 

The obsolescence of a tax system may occur for two reasons. 
The first is some innovation in tax ation techniques which 
leads to the adoption of a new and more desirable tax structure. 
Usually, this does not imply more tharn apartial replacement 
of the old structure. For example, severa! works which appeared 
in the twenties and thirties led to a better unde;standing of 
income tax and are responsible in part for the wide-spread 
adoption of this tax [Simons (1968) ]. Another example is the 
substitution of value adcled taxation for turnover taxes, which 
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tooks place in France and, later, in ali E. E. C. countries and in 
many others, including Brazil. 

Another cause of obsolescence in lhe tax system is the 
occurrence of an abrupt change in 1he economic, social or 
political tJuough of society (or, which has the sarne effect the 
abrupt assimilation of these ideas by its governing elite. If a 

capitalist country goes socialist or vice-versa, reforro becomes 

necessary, as the tax structure which serves one of these economic 
systems is fundamentally different from that suilable to the other. 1 

This is, for sure, an example which involves a radical change in 

the behaviour of society. There are, however, much less drastic 

changes which make certain fcstures of the tax system obsolete. 
One example is a change in society's thought about priorities 
of its economic objectives. A tax system designed to fit a policy 

of rapid growth can lrnrdly be useful if the priority of economic 

. policy becomes the improvement of incarne distribution. Another
exa.mple is a change is what is considered to be lhe ideal degree 
of decentralization of a federalion. ln this case, Lhough the 
basic structure of the tax system might serve the new objective, 
a reform in revenue sharing praclices would be necessary. 

As an abrupt change in objectives or conditions is abnormal, 
reform of the tax system due to obsolescence is, consequently, 
an uncomom measure. Usually, social changes are. As was said 
before, the tax system is able to keep pace with evolution; but 
its adaptability is limited and diminishes over time. As the system 
grows old, regeneration though a tax reforro becomes necessary. 
ln this case, the reform is not an exceptional measure, but only 
a component of the natural evolution of taxation. 

The speed at which the tax system ages obviously depends 
on the speed at which changes in society take place. One would 

expect, therefore, the useful Iife of a tax structure to be shorten 

in a developing country than in a traditional economy, almost 

static, or in a developed society, already mature and subject 

to few structural changes. The useful Iife of a tax system depends 

1 For a comparison of tbe tax structun-s in c:ipitalisl and socialist economies, 

sce Musgrave (Chap. 1 and 2, 1969) . 
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also on the quality of what Hinrichs call the "tax process 

reform", made at the time of its creation. 2 The more rigid 

the institutional base of the system is, the shorter will be its . 

useful life. 3 lt should be added that an ill designed ta.x system, 

which does not embody the most modem tax practices, and 

does not tax into account the prevailing economic conditions 

and the characteristics of the country, is already senile at birth, 

and fated to a short Iife. A reform cannot be carried out overnight; 

it is the result of a laborious process which requires detailed 

study, criticism and evaluation. 

The senility of a tax system is marked by a number of 

characteristics, such as, for example, the employment of outmoded 

tax techniques. Compared with modern techniques, they generate, 

on the one hand, higher costs for the fiscal administration and 

the tax-payer and allow, on the other, a higher levei of evasion. 

Thus, they to extract ali the revenue that could be obtained 

from the existing tax base. Another feature is the excessive 

accumulation of fiscal legislation, which makes the system - by 

nature highly complex - unnecessarily over-complicated. Impairing 

the basic function of bringing in resources for the public 

sector, it hampers the performance both of this and of the 

private sector of the economy. Another characteristic is the presence 

of activities that, either because they did not exist or were 

of little importance at the time the system was set up, were 

relega ted to a secondary plane for the purpose of taxation. On 

2 Hinrichs distinguishes four types of refonn: a) infrnstructurc - refonn to 

set up an adequate administrative structure, to sclect and train personnel 

responsible for mak.ing the new system work.; b) formal tax reform - enact 

the laws that will govem the system; e) substantive tax refonn - enforce 

tht!se laws; d) tax process refonn - develop an institutional structure that 

provides continuity for the threc previow types of refonn and which alters 

the system whenever necessary to adjust to everchanging conditions. See 

Hinrichs (1972, p. "') . 

a It should be noted, however, that there are advantages in the adoption of 

a more rigid institutional base that should be weighed against the benefits 

of a longer usefu] life at the time the system is conceived. 
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coming into existence, ar becoming more important, they receive 

preferential fiscal treatment, being subject, though not intentionally, 

to lower tax burdens, while other activities are over-taxed to 

satisfy the growing public sector spending requirements. 

A senile tax system also proves to be incapable of serving 

as an effective instrument for carrying out policies designed to 

achieve new objectives of the chamging society. This is due, in 

part, to the fact that the system was conceived to meet the 

priorities to be found at the time that it was set up. No matter 

how flexible it may be, it is not the most adequate instrument 

once the arder of priorities is changed. Furthermore, the very 

characteristics mentioned in the previous paragraph make the 

system unduly rigid. Revenue shortage nules out any policy 

which involves further re\'enue lasses. As the sectors of the economy 

are either overtaxed or practically tax exempt, it is impossible 

to increase tax liabilities; thus, the use of the system to induce 

changes in relative prices means necessarily a revenue loss. The 

accumulation of legislation ends up confusing policy makers who, 

upon introduction of a measure with a given intention, are 

surprised by a quite different result as its effects are wiped out 

ar modified by nevious measures. Finally, it should be noted 

that mis conceptions which, at the time the system is set up, 

seem of little importante ar are not even perceived, tend to 

worsen as the it ages, becoming more evident and unfavourable 

affecting economic performance. 

For ali these reasons, a senile tax system imposes costs on 

society much above what could be considered reasonable. Relative 

prices are inadvertently altered, to the detriment of efficiency. 

The increase in tax liabilíty encourages evasion. The public 

sector runs a deficit-since revenue expansion is not able to keep 

pace with the natural evolution of public sector spending - thus 

becoming a permanent source of inflation. At some point in 

time, the senile system becomes such a burden for society that 

it is advantageous to replace it, even if the transition is not made 

wi thou t costs. 
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3 - The tax reform of the sixties: background, objectives 
and characteristics 

It was only at the start of the forties that the process of industrial 
development in Brazil took on a continuous character and 

received government support. 4 During these years, Government 

contribution to the industrialization process carne primarily in 

the form of direct intervention, though investment in large-scale 

basic industry projects. Only in the fifties did the Government 

switch to the objective of stimulating industrial growth through 
a specific policy, gradually transforming itself into the coordinator 

of this process. Thus, in 1952, BNDE was created with the 

purpose of providing long term credit for basic industries and 

financing the economic infrastructure. From 1955 on, the 
Government directed a development effort, stimulating capital 

inflows on favourable financial and exchange terms and 

transfonning the import tax, at that stage of minor importance 

for the financing of public expenditure, into an instrument 
for protection of the domestic industry. 1959, with the setting 

up of SUDENE, marks the beginning of the phase of granting 

fiscal incentives which has lasted up to nowadays. 

The support given to industry produced an increase in the 

Government expenditure/GDP ratio. Treasury expenditures, 

around 8% of GDP at the end of the fortiesm rose to more 
than II% after 1957 and, by the beginning of the sixties, had 

reached the 13% mark. On the other hand, Treasury revenue 
grew in the second half of the sixties, but not enough to keep 
up with the increase in expenditures. As a result, the long-enduring 

public sector deficit worsened, representing more than 2% of 

GDP between 1956 and 1960 (in 1957 it reached 3 .4%)- From 
1961 on, the tax system proved itself incapable of generating 
enough revenue to maintain its ratio to GDP. As expenditure 

continued to grow rapidly, the Treasury deficit rose to over 4% 
of GDP (4.26% in 1962 and 4.23% in 1963). As there was no 

institutional structure which could finance the deficit by _way of 

4 One exception is the Federal Council of Foreign Trade, cnablishcd in 

19!4, to fouer cxporl.!I and production in cerrain secton. 



public debt, it was covered almost completely by increasing the money 

supply. The rate of inflation which in 1950 was 12.4% and had 

already climbed to 30.5% in 1960, increased rapidly to 47 .7% 

in 1961, 51.3% in 1962 and 1963. G 

As the country developed, and as a consequence of the 

development in a climate of open debate, the demand for changes 

began to mount. Awareness that the existing institutions no 

Ionger met the country's requirements grew. The so-called "Basic 

Reforms" were put forward and debated, among them the tax 

reform, 6 whose objective was not only to solve the problem 

of the government deficit, but also to provide resources for 

carrying out the other reform programs. There was consensus that 

the tax system was obsolet, that the fiscal adminisrration was 

unqualified and, as a consequence, that the fücal system was 

out of touch with ali the precepts of social justice, hampering 

the contry's development. It was also agreed that tax reforro, 

which, since 1947, had been considered unavoidable by the 

President of the Republic, could not be postponed any longer. 7 

At the end oE 1962 the Ministry of Finance and Fundação 

Getulio Vargas concluded an agreement for the provision of 

technical consultancy services that would entrust the Foundation 

with organizing, coordinating or carrying out surveys, studies 

and projects necessary for restructuring the federal tax collection 

service. Upon the ratification of the contract, in March 196!1, it 

was decided to establish the Commission for Reform of tI1e 

Ministry of Finance, whose initial task was to reorganize and up 

date the federal fiscal administration. It was envisaged, however, 

that the analysis of facts and information would lead to an 

expansion of its tasks and even to an overall review of the tax 

ff Figures from FGV (1966 and 1977) . The rates of inOation mcntioned in 
the text corrcspond to the annual variations in the general price indcx. 

11 "Basic Rdorms" covered, besides lax system, agrarian refonn, labor union, 
banking, constitutional, política! and electoral reforms and the rcfonnulation of 
economic, energy, railway and food policies. 

7 Various theses on tax reform are presented in "Anais do Congresso 
Brasileiro para Definiçllo das Reformas de Base - Reforma Tributária" 
(1965), vol. VI, mimeo. 



system, which in fact happened. After a preparatory phase, begun 
in October 1963, the reform was put into effect, in stages, 
from the middle of 1964 on. The Commission wound up its 
activities in November 1966, Ieaving behind Constitutional 
Amendment no. 18 of December, 1965, and Law no. 5,172 of 
October 25, 1966 as what can be considered a synthesis of its 
results. The new Constitution of January 30, 1967, though 
modifying certain aspects of the amendment, introduced no major 
change in the newly created tax system. 

As some of the intentions of the Commission are explicitly 
are stated in the many publications which it brought out while 
others can be inferred from the text of these publications or 
from its proposals, it is possible to presem an interpretation of 
what can be called "the spirit of the reform". It should be 
pointed out that the text which follows cannot, nor intends 
to, reflect the thought of any member of that Commission. On 
other hand, the Commission itself recognizes that there was, 
frequent need to "sacrifice personal opinions or inclinations in 
the interests of the unity of the work" and that it "did not 
have the unrealistic or even arrogant pretension of minimizing 
the importance of the political factor"; 8 therefore, the "thought" 

of the Commission does not represent that of its individual 

members. On the other hand, the reform did not result from 

the exclusive action of the Commission, but from the interaction of 

the latter with the Executive and Legislative and even with 

private sector groups. Hence, the "spirit of the reform" is 

something abstract, which cannot be reported, but only 

interpreted. 

One of the basic concerns of the reform was to raise the levei 

of the fiscal effort of society, consequently increasing tax revenues 

to offset the Government deficit and the new expenditure 
requirements. The deficit was attributed to an increase in public 
expenditure, owing to the growth in population and to 
industrialization, without a corresponding increase in tax resources 

to finance it. Besides, new outlays would be necessary to solve 

8 FGV, Comissão de Reforma do Ministério da Fazenda (1966, pp. 8ll-4). 



"immediate questions, many of them neglected by previous 
generations, the solution of which depcnds on considerable 
resources, which the Government can only raise if it has an 
up-to-date fiscal structure". 9 

The second basic concern of the reforro which is evident 
from the Reform Commission's papers and the work of its 
members was to pursue the objective of rapid economic growth. 
The statement of the Commission's General Coordinator, Gerson 
Augusto da Silva: "is an example Nowadays, taxes constitute 
tools that provide the State with the means for taking acúon to 
guide and stimulate the process of economic growth. Taxation is 
no longer conceived as being exclusively an instrument for 
obtaining resources to finance public spending". 10 lt should 
be noted that the quotation does not mention taxes as instruments 
of economic policy in general, but only as a means of achieving 
economic growth. ln fact, all the material published by the 
Commission also shows complete Jack of interest in using the 

tax system as an instrument for incarne distribution policies; 

only occasional casual references are made to the concept of 

fiscal justice. Even the restructuring of the income tax was designed 

only to stimulate capital accumulation. 

All the objectives and characteristics of the reform, as well 

as the actual measures that were put into force, are subordinated 

to these fundamental concerns and to the plan formulated to 

achieve the desired macroeconomic objectives. To eliminate tbe 

focal point of inflation in which the public sector had been 

transformed, it was necessary to create a tax system that would 

increase revenues and help eliminate the deficit. But it was 

necessary to create a broader fiscal base than was simply required 
to balance the budget, so that the Government, in providing 

tax exemptions, could stimulate capital accumulation. Also 

with the objetive of encouraging economic growth, the structure 
of the tax system had to be altered, so as to benefit capital 

o Extract from lhe introduction to the Refonn Pl:m of 1965, taken from FGV, 

ComiS!ãO de Rdonna do Mini!tério da Fazenda (1967, p. 47). 

10 Silva (1967, p. ?). 



and to prevent the system from continuing to impose barriers on 

the growth of production. The guiding hand in Lhe process of 
growth would be that of the Federal Government, which meant 

that the reform had to centralize economic policy decisions. 

However, the States and Municipalities had to have sufficient 

resources to carry out their functions without hindering the 
process of growth. 

To put this strategy into effect, the reform had, in sum, the 
following objectives: 

a) to increase tax revenues to deal with the Government

deficit, new spending requirements and the granting of fiscal 
incentives; 

b) to reduce the costs which the tax system imposed on

society (administrative cost, tax-collection cost and efficiency cost) 

and shift the system to a more neutral posiLion as far as allocation 
of resources was concerned; 

c) to introduce deliberate deviations from neutral so as to
benefit specific sectors or regions and, particularly, capital 

accumulation; 

d) to provide the tax system with sufficient flexibility allowing
the Federal Government, and the Federal Government only, to_ 

use it as a policy instrument for allocating resources; 

e) to maintain, as far as possible, the division of available
resources between the three leveis of Government that existed 

prior to the reform, observing, however, the previous objective; and 

f) to try and compensate for the inequalities in tax raising
capacity between the various regions of the country. 

Among the measures which aimed at increasing tax revenues, 
one should mention panicularly the reorganization of the 
administration of the tax administration, the restructuring of 
the consumption tax and the changes to incarne tax, including a 
widening of its base, which ali carne into effect before 1967. 
Incarne tax underwent various changes in 1962, 1964 and 1965, 
with revenues increasing by more than 1,000% between 1962 
and 1966, considerably higher than the rise in the general price 
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index (about 620%). 11 The consumption tax was restructured 
in 1964 and the revenue produced grew rapidly in the following 
years. 12 The relationship between Treasury revenues and Gross 
Domestic Product changed significantly, rising from 8. 57% in 
1962 to 11% in 1966, while the deficit dropped from 4.23% 
to 1. 6 1  % of GDP in the sarne period. This percentage went down 
even further in the following years, and the Trcasury had a 
budget surplus from 1973 on. It is quite true, however, that this 
was not due exclusively to the increase in revenues, but the reform 
can be considered highly successful in this respect. 

Efforts were made to reduce the costs of administration and 
enforce the tax Iegislation by reorganizing the collection system, 
abolishing the stamp tax, modernizing and simpli[ying the 
consumption tax and by collecting taxes through the banking 
system. More important, however, was reducing the efficiency cost 
arising Iram the unintentional interference of taxes with the 
allocation oI resources. As for the latter, the main factors for 
producing it were diagnosed as being the Jack of any general 
tax norms, tl1e creation of innumerable Federal and State taxes 
of little relevance as a source of income. but which alter relative 
prices - affecting, therefore, the allocation of resources - and 
the utilization of turnover taxes as the main source of resources 
both for the States as well as the Municipalities. 

ln search of neutrality for the tax system, the reform attempted 
to consolidate taxes of an identical nature and define them, even 
on a Constilutional levei, according to their economic characteristics, 
and not simply according to their denomination. An up-10-date 
version of the Tax Code bili, presented by Rubens Gomes de 
Souza in 1952, was finally passed by Congress, becoming Law 
no. 5,172. Covernment power to essact new taxes was withdrawen 
by Constitutional Amendment no. 18. The tax on the circulation 
of goods replaced the sales and shipping tax, while on a 
municipal levei, the taxes on services and circulation ·of goods 
[replaced before coming into force by the Municipalities' 

11 Law nos. 4,069 of June li, 1962, 4,!157 of July 16, 1964, 4,506 of 

November !10, 1964 and 4,862 of November 29, 1965. 

12 Law no. 4,502 of November !10, 1964. 



participation in the State tax] too the place of the taxes on 
industries and occupations and the entertainments tax . 

Having obtained, then, a much more neutral tax system, the 
next step was to introduce deviations from this situation which 

would make it an instrument for stimulating capital accumulation. 
Incarne tax was used to this end and, at the sarne time, taxation 

of wealth was avoided. As taxes on products are regressive, it 

comes as no surprise that recent studies show that the tax system 

is incapable of redistributing incarne. This is only a reflection 
of the complete contempt which the Reform had for incarne 

distribution as an objective of economic policy and the obstinacy 
with which the objective of rapid growth was pursued. 

Incarne tax, which according to the Ministry of Finance's 
Statement of Motives no. 910/65 13 would be responsible for 
correcting the inequalities of incarne among individuais, was 
unable to fulfill this role, as various measures took away the 
greater part of its redistributive capacity, turning it almost into 
a tax on earned incarne. The tax base was extended, so as 
to provide a more equitable appearance, but at the sarne time, 

it was also reduced, not only by granting savings and investment 
incentives, but also by granting tax breaks for incarne frorn 
capital. 14 The individual incarne tax liability on unearned 

13 Statcment no. 910, Novcmber l, 1965. 

14 Among the new incarne tax measurcs introduced the following wcre 
especially important: a) abolition of schedular tax on net incarne, which rate 
was pater for uncarned incarne than e:irned incarne; b) allowances on 
gross incarne of sums invcstcd in arcas of social or cconornic intcrcst or in 
public debt bonds, share ccrtificatcs in mutual funds, sharcs in invcstment 
funds and share subscriptions in public joint stock comp:mics; c) allowanccs 
on gros1 incomc, up to fixetl limits, of divitlcntls, cash bonuscs, interest from 
public debt bonds, incomc from mutual funds and invcstment funds; d) 
exclusion of dividends from public joint stock companics from withold 
tax; e) privilcgcd trcatmcnt of profits on propcrty transactions; 1) spccial 
trcatment of income from agricultura! activitics, vegctablc and animal 
exuactive industries and agribusincss; g) rcduction of tax liability on 
revaluation of fixed asseu and lower rates of taxation on retaincd profiu 
than distributed profits; h) reduction of corporation tax on investments in 
regions and sectors of national intercst; and i) tax exemption on a company's 
share of profits detivcd from exports. 



income and income from agricultura! activities was minimal and 
tax allowances were granted to whoever saved and invested, 
clearly. benefiting the upper income groups; corporation tax 
stimulated the accumulation of capital and tax rebates were 
provided for companies to invest in priority projects. 

Furthermore, the system did not include any tax liability on 
wealth, excepting real estate, and, as government could not 
create any new tax, !ater inclusion of taxe such was prevented. 
Even the already existing causa mortis transfer tax, which was 
charged on property in general, was merged with the transfer 
inter vivos, tax affecting exclusively real estate transactions. Even 
so, the new transfer tax was not charged on the transfer of 
properties that were incorporated inLo a company's assets. 

It should be noted that the causa mortis transfer tax was 
conceptionaJly similar to the death duties found in other countries: 
it was charged on property in general, it was progressive in 
relation to the size of the inheritance and had varying rates 
according to different factors. According to Gerson Augusto da 
Silva, two rea.sons led the Reforro Commission to eliminate this 
tax. The first is that, in practice, the tax was only charged on 
real estate property; the other forms of accumulating wealth 
escaped taxation and the great fortunes in the country were, 
according to the author, accumulated in the form of bearer shares. 
The second reason is that "death Lax takes the form of a direct 
taxation of capital, that is either extremely light, failing in this 
way to fulfill its supposed ethical-social or philosophical objectives, 
or extremely heavy, amputating part of the productive assets of 
the Nation, due solely to the fact that a property is transferred 
from one generation to another" [Silva (1967, p. 24) ]. 

Such a line of thinking is obviously extremely tenuous. If 
the tax was only charged on real estate, this would not be a 
reason to eliminate it, but to find ways of effectively extending 
it to other types of property. Furthermore, the tax does not 
"amputate productive assets", but only redistributes them. Taxation 
does not impose costs on society, besides those already 
rnentioned; it only redistributes the power over the resources 
which the tax yields. The true reason behind the abolition of 
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the de a th tax seems to have been in fact to benefit those that 
had possessions, so as to encourage them to increase them. 

The fourth objective of the reform was to make the tax 
system useful as a policy instrument, but only to be used by the 
Federal authorities. To achieve this it was necessary to replace 

the system of separate tax sources, where three independent 
tax systems coexisted, wiLh a centralized one with the power to 

legislate on . tax affairs. It was also necessary to bring within

Federal contrai those taxes which served essentially as a policy 
instrument and not as a source of tax revenue. 

Thc experts that devised the tax reform were fully aware 
that they were reducing the degree of fiscal autonomy enjoyed by 

the States and Municipalities, judging, however, that the benefits 
which accrued from the greater coordination and "economic 
rationality" of the new system would compensate for the loss of 
autonomy. ln a report, "the Commission anticipates that its 

work will probably be accused of being centralizing". This 
statement is followed by an attempt to justify the centralization, 
defending it on the grounds of rationality and the redistributive 
effects it would bring, besides mentioning the safeguards that 
had been adopted against the possibility of the Federal Government 
curtailing State and Municipal activities by not distributing 
resources. 1n

The reform limited the role of the States and Municipalities 
to a much lower level than was strictly necessary to rationalize 
the tax system. It not only determined precisely what types of 
taxes could be charged by the States and Municipalities, it also 
practically took away from these levels of government the right 
to fix the size of their budgets and forced them to accept, in 
the name of coordination, the Federal Government's interference 

in expenditure decisions. 

The States without doubt were subject to greater restncuons 
to their fiscal antonomy than the Municipalities, which levied 

tax on services, which base is narrow, except in the larger 

Munidpalities and on urban building property and land. This 

1n FGV, Comissão de Reforma do Ministério da Fazenda (1966, pp. !1-2) • 
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gave some choice as to the levei of its own revenue if the 

municipal fiscal administration was able to collect it. The States 

also levied two taxes: tax on real estate transfers and on the 

circulation of goods. The first is a tax which, by its very nature, 

yields liule revenue and, in addition, has its rate fixed by the 

Federal Senate. Thus, it was left to the tax on the circulation 

of goods to provide almost the whole of the State's tax revenues. 

As this accounts for the bulk of tax revenues which, in its turn, 

corresponds to the bulk of State own revenues, the yield of 

this tax and the value of transfers from the Treasury imposed a 

limit on the size of the budget. 

The power of the States to legislative on matters concerning 

the tax on circulation of goods was severely limited; it should 

bc mentioned that the restrictions would have been even more 

severe hut for the strong reactions of critics of the project 

formuhued by t11e Reform Commission. 18 ln practice, therefore, 

the Federal Governmcnt fixed the tax revenues of the States. 

Moreover, the original projcct of the Reform Corumission intended 

to grant the Federal Government the power, by a complementary 

law, to grnnt state and municipal tax exemptions. 17 Furthcrmore, 

shared revenues are determined by Federal tax policy. Exemptions 

and reductions in income tax and the industrialized products 

10 Thc following restrictions are of particular importance: a) Statcs in the 

same gcocconomic region should form agreements to sct a common tax rate; 

b) rates charged on in1crs1atc transactions would have their ceilings 

dc·.crmined by thc Federal Scnate: e) thc Federal Exccutive Powcr would foster

air-�emcnts wilh thc Sta1cs, 10 cxcludc from sct bounds to or taxation on

forcign cxports. Thc Constitutional Amendmcnt projcct which carne bcforc

Congress was more restrictive, providing for: a) cxemption from the tax

on retail sales of basic ncccssities dcfined :u .uch by act of the Federal

Exccutivc Powcr (Congress replaced thc word "Federal" with "Statc") ; and

b) cxclusion of experts Iram tax base. Though such a mcasure was correct 

from the allocativc point oi vicw, thc amendrucnt project did not imposc 

the sarne rcstriction on the Fedcral tax on indmtrializcd products. and

it was eliminated by Congrcss. 

17 It should be notcd, ho1<·ever, that the Reform Commission intendcd that 

the complcmentary law take the fonn of a National Law, highcr than a 

Federal law. 



tax, allowed by Federal Legislalion, affect stale and municipal 
finances. 

On the expenditure side, 50% of the resources transferred 
through the Participation Fund were Jinked to capital expenses. 
The original project of the Reform Commission also intended to 
require the States and Municipalities to invest these resources 
"so as to ensure a full and efficient coordination of the Federal, 
State and Municipal investment programs, contributing to the 
social and economic progress of the respective regions". 1s The 
Minister of Finance chose, howeve1·, to obtain the collaboration of 
the States and Municipalities by granting additional funds to 
those that accepted agreements with the Federal Government, 
"designed to ensure the full and efficient coordination of the 
respective investment and public service programs". 111 

There seems to be no doubt as to the centralizing intention 
of the Tax Reform. However, this intention was limited to 
economic policy decisions, as one cannot accuse the Reform of 

having· helped to bring about the centralization of political power 
by concentrating the power to tax in the hands of the Federal 
Government. The Reform was careful to bestow on the Legislative 
and not the Executive, the power to modiiy provisions which 
affected the States and Municipalities. The reduction in their 
degree of autonomy, which occurred after the Reforro, was a 
consequence of a situation in which the Executive had the power 
to legislate, independent of Congress, even on constitutional 

matters. ln such a situation, no matter how strict the safeguards 

introduced by the Reform were, or even if the system of separate 
tax sources had been maintained, it was impossible to guarantee 

the autonomy of the local government units. 

While the States and Municipalities were removed from the 

decision-mak.ing process of economic policy, the Federal Government 

strengthened its array of policy instruments. Export taxes were 

transferred from the State to the Federal ambit, concentrating in 

the latter ali the fiscal instruments of foreign trade policy. 

18 FGV, Comissão de Reforma do Ministério da Fazenda (1966, p. 77). 

1G Ibid., p. 128, and art. 22 of Constitutional Amcndment no. 18. 
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Rural land taxes were kept under Federal jurisdiction to serve 

as an instrument of agrarian policy. The Executive Power was 

gran ted the power to legisla te on changes in the rates of import 

and export duties and of the tax on financial operations, so 

as to increase the t1exibilily of these taxes as policy instruments. 

Finally, with the sarne objective in mind, the principie that 

changes in tax Iaws come in force only in the fiscal year after 

that in which it was introduced was eliminated for indirect taxes 

and betterment taxes. 

If the inten tion to centralize decision-making is clear, the 

intention to keep its implementation decentralized is equally so. 

The Reform triecl to keep, as far as possible, the sarne availability 

of resources that the States and Municipalities had before. 

Furthermore, it tried to strengthen the 1evenue of the poorer 

States and Municipalities through grants which took into account 

the inequali ties in tax capacity. The following quota tions show 

that these objectives existed: 

a) On the Municipalities' share in the tax on the circulation

of goods: 

"Wc are dealing with a compensatory distribution, for thc 

Municipalities, of two norms introduced by the amendment: 

limiting the inciclence of the tax on industries and occupations 

and the abolition of the present Constitutional article 20, which 

lays down that 30% of the excess of state taxes collected in 

their areas, above the total of local revenues, shall revert to 

the non-Capital Municipalities"; 2
º

b) On the States and Municipalities' Participatiori Fund:

". . . aims at compensating for the loss of their own tax 

revenue ,vhich these public entities will experience, as a result 

of the new system"; 21 

20 FGV, Comissão de Reforma do Ministério da Fazenda (1966, p. 55). 

21 Ibid., p. 56. 



e) On the allocation of the single tax:

" ... it has above ali the character of a refund to the States 

and Municipalities, of what they could have collected from their 

own taxes, and which was absorbed by the single tax"; 22 

d) On the reform as a whole:

"It should be emphasized, finally, that the guiding idea 

behind this reform was, in the final analysis, the concern with 

expanding the benefits of social and economic progress throughout 

the whole country, allocating resources to lhe less developed 

States and Municipalities to organize and provide the public 

services vital for the well-being of their respective populations". 23 

Finally, there exists one feature of the tax reform of the 

sixties that goes against the objective of transforming the system 

into an instrument of policy for rapid growth, but was indispensable 

for the other basic concern, which was to eliminate the inflationary 

pressure produced by the Government itself: concentrating tax 

liability in industry, with the primary and tertiary sectors being 

taxed less severely. The existence of this feature was due to 

the need to raise tax revenues in order to eliminat the deficit, in 

the face of the Iimited capacity of the tax machine to produce 

adequate yields. These Iimitations, common in less developed 

countries, led the Government to try and obtain its revenues 

mainly from the more easily exploitable tax bases, which were, 

at that stage in the development process, industrial production 

and urban incarnes. The latter was exploited intensely by incarne 

tax and the former by the industrialized products tax. The tax 

on the circulation of goods excluded the service sector (except 

commerce) and, in practice, left the primary sector and small 

retailers, concentrating its efforts on the industiral sector. The tax 

on services was granted to the Municipalities as a mere complement 

of the tax system, recognized as being incapable of generating 

a reasonable tax yield in the majority of cases. 

22 lbid., p. 57.

23 lbid., p. 168. 



4 - The tax system in 1980 

The tax system in force is, as far as its basic aspects are concerned, 

the sarne that was created by the Reforro in the 1960s. For 

about eight years it was used increasingly as an instrument 
in the policy of rapid growth. 1n this pha5e, one can find a 
proliferation of fiscal and credit incentives and a reduction in 
the already limited degree of State and Municipal autonomy, 

while the GDP grew at unprecedented rates. 

Owing to the intense and widespread employment of fiscal 
incentives, they lost their original objective, which was to 
deliberately alter relative prices so as to channel private investment 
into specific areas. However, due to the incentives, projects that 
were submitted to Government contrai became artificially more 

profitable than similar projects carried out without it. The 
incentives acted as a type of reward for submitting decisions 
taken by the private sector for the approval of the Central 
Government, which could, in this way, contrai and not only 
coordinate the development process. 24 

As those with decision-making power in the private sector 

also happen to be those who possess wealth, the incidence of 
incentives is inevitably perverse. Despite the modifications to the 
incarne tax Iegislation in 1974, the bad features in terms of 
equity in the tax system were accentuated by conceding fiscal 
incentives which resulted, moreover, in a significam depletion 
of revenues and, consequently, in a shortage of resources to 
finance public spending. The public sector became once again 

a source of inflation, which put an end to the growth in fiscal 
incentives from the mid-seventies on. 

The process of a growing centralization of decision-making at 
the Federal Government level was also arrested at the same time. 
Even before the tax system created by the reform carne into force, 
the States had been subject to new lirnitations to their taxation 

24 ln this respecl, see Varsano (1979, pp. !10-!l!I) . li should be noted tbat 
the praclicc of "renting" thc dccision-making power instead of 1aking it 
was also uscd regarding lhe Stales anel Municipalities (the previously men1ioned 
Article 22 of Constitutional Amcndmcnt no. 18) . 



powers. 25 Shortly afterwards, Treasury grants were also limited: 

in 1968, Complementary Act no. 40 reduced the percentage of 
the tax yield from income tax and the industrialized products tax 
allocated to each of the Participation Funds from 10 to 5%, 
The sarne Act Created the Special Fund, earmarking to it 2% 

of the yield of those taxes, and making receipt of shares in 

the Participation Funds conditional on various factors, including 

how tl1e funds will be employed. Decree-Law no. 835 endowed 
the Executive Power with the task of regulating, from 1970 
onwards, the utilization of such resources. Constitutional 
Amendment no. l practicaJly repeated, in this respect, the text 

of Complementary Act no. 40. Fiscal autonomy of the States and 
Municipalities was reduced to its minimum level, where it 
remained until 1975. 2e 

With the drawing to an end of the "Brazilian Miracle", the 
tax system had fulfilled the task for which it had been conceived, 
at the cost of rapid aging. This was not due to any inherent 

weakness in the system's conception, but to its intense utilization, 
to the changes that the country underwent in that period, in 

which the Gross Domestic Product more than doubled and to the 

radical alterations in the world economic situation. The degree 
of fiescal inequity which the system reached made it necessary 
to introduce small adjustments in 1974. The States and Municipalities 
could not endure any further reduction in their fiscal autonomy 
or even stay for very long at the level of autonomy already 
reached. The expansion of fiscal incentives could not continue, 
due to the need to generate suHicient revenues, and it was clear 
that the tax system was not able to perform as an instrument 

25 Thc main ones wcre fixing the limils for the tax rates on the circulation 
of goods chargeable on intrastate operation, thc exclusion of exporl..9 
industrialized producu from the tax base, and compulsory agreements betwecn 
stall!s in the sarne geoeconomic region to CJtablish a common policy of 
ex,emptions, reductions and other fiscal bcnefits related to the tax (Dccree-Law 

no. 28, November 14, 1966; Complementary Act no. 27, December 8, 1966; 
Complementary Act no. !!I, Decembcr 28, 1966; Complementary Act no . .s4 
January !O, 1967, and lhe Constitution of January 2!, 1967). 

28 Complcmentary Act no. 40, Dccember !O, 1968, Dccree-Law no. 8!!5, 
September 8, 1964 and Constitutional Amendmcnt no. l, Octobcr 17, 1969.' 
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of new policies. Furthermore, it had lost its capacity to produce 
increasing yields to accompany the growth in expenditure. 

Wages and industrial production, despite the incentives, were 

already highly taxed, and the system was not designed and the 

fiscal administration was not adequate to tax agriculture and 

the service sector. The mild taxation of capital was a policy 

objecúve. 

After 1975, therefore, the tax system was no longer used as 

an instrument of new policies. lts goals became quite simply 

those of generating revenues and continuing to support the policies 

to which it was already directed. Even so, the latter objective 

had to be sacrificed in the interests of the former, which, from the 

political point of view, was not an easy task, as those benefiting 

from the fiscal incentives tended to consider them not as 

temporary benefits, but as "acquired rights". It was nccessary, 

also, to relieve the pressure on Municipal and State finances, 

if the country were to remain as a federation. 

As for the fiscal incentives, the balance of payments 

difficulties allowed or demanded a reduction in incentives 

related to imports. Decree-Law no. 1,428 denied the granting of 

any exemption of import taxes without the prior approval of 

the President of the Republic, stillenabling however, the 

competent organs to continue offering tax reductions. 27 ln 1979, 

due both to internai as well as externai pressures, export subsidies 

related to taxes on industrialized products and the circulation 

of goods were eliminated. 

Resources allocated to the States and Municipalities were 

increased, in 1976, by Constitutional Amcndment no. 5, which 

raised the percentage share of tax revenues from incarne taxes 

and thc industrialized products tax destined for the Participation 
Funds. Decree-Law no. 1,434 attempted to strengthen to some 

extent the financial situation of the poorer States, at the expense 

of those with greater resources, by setting up the Special Reserve 

of the Participation Fund, destined exclusively for the North 

27 Decrec-Law no. 1,428, Dccember 2, 1975. 



and North-East regions. 28 Another boost to state and municipal 
finances resulted from the partia} absorption in 1977, and total 

from 1978 onwards, by the Treasury of the loss of revenue due 
to export subsidies through the circulation of goods tax. ln 1980, 
Constitutional Amendment no. 17 once again raised the percentage 

share of revenues from incarne taxes and the industrialized 
products tax destined for the Participation Funds and allotted to 
the Municipallities 50% of the revenues from the State tax 
estate transfers. 211 

Rencently, there can be noted a trend towards descentralization 
in the decisions affecting the employment of resources. Decree 
no. 83.556 eliminated most of the larmarking which resources 
from the Participation Funds were subject to. Decree-Laws 
ns. 1.805 and l.833 abolished the requirement to present investment 

plans in arder to receive the grants and the larmarking of such 
funds to expenditure categories, turned the payment of share 
quotas into an automatic process and transferred the task of 

inspecting the employment of resources to the State Accounts 

Boards. 30 

One can also see, starting in 1975, an effort on the part of 

the Government to obtain revenues from undertaxed sources. 

The tax on intermunicipal and interstate road transport services 

for passangers and freight was restructured by Decree-Law no. 1.438 

and the tax on financial operations was also subject to profound 
changes. 31 However, the intention to tax wealth by introducing 

a death tax carne in for much opposition and was shelved; and 

28 Constitutional Amendment no. 5, June 28, 1975 and Decree•Law no. 1,484, 
Dccember 11, 1975. 

29 Constitutional Amendmcnt no. 17, Decc:mber 2, 1980, laid down that of 
the tax yield mentioned in the text, thc Trcamry would distribute 11% to 

each of the Participation Funds and 2% to the Spccial Fund, from 1984 on. 
ln 1981, each Parlicipation Fund would be cntiled to a 10% share and 
in 1982 and 198!1, 10.5%, 

ao Deaee no. 8!.55 6, June 6, 1979, Decrcc-Law no. 1.805, October l, 1980 
and Decree-Law no. 1.8!!1, December 2!1, 1980. 

81 Decree-Law no. l.4!18, Decembcr 26, 1975 and Decree•Law no. 1.78!, 
April 18, 1980. 
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a compulsory Joan which had approximately the sarne characteristics 

as a tax on capital gains was turned in effect into a Joan. 

Despite spending cuts and renewed efforts at raising taxes 

recently undertaken by the government, it is almost impossible 

to balance the public sector budget with the agecl tax system 

that we have at present. The resources that are generated are 

insuficient for the Treasury's needs, which also makes any 

increase in grants to the States and Municipalities inviable. The 

States themselves only have the circulation of goods tax to rely 

on, which is an cxtremely regressive tax, and it is difficult to 

increase tht: already high rates in force. The serious problems 

of the municipalities have been aggravated by the recent growth 

in the inflation, as their tax revenues are not readjustcd 

automatically. The administrative re-evaluation of their tax 

base is carried out taking into consideration indexation factors 
which have consistently underestimated the rise in prices, with 

a growing underestimation when the inflation spurts ahead. 
Once again, the deficit is likely to be the immediate cause of a 

tax reform. 

It is not enough, however, for the reform to be carried out 
with the sole objective of increasing revenues. It is necessary 

that it has a new spirit, that is to say, that the new system is 
built with clearly defined objectives and which reflect society's 
wishes. These seem well interpreted in the recent words of the 
President of the Republic: "I have maintained, in this respect, 

that there will be no economic development worthy of our country, 

if it is no based on justice; and that Brazil will not be really 
prosperous while, side by side, we find wealth and poverty, 

waste and scarcity, abundance and hunger". 32 This dichotomy is 
the fundamental problem to which government policy must 

direct itself. A new tax system should become one of the 
instruments to be emplyed in such a policy. It is essential, but 
not enough, that it be more redistributive than the present one; 
it is also necessary that it allows production to grow at rates 
which will ensure the creation of new jobs in sufficient numbers 

12 Extract from a speech m.ade on Noveml>C!r 6, 1980 during lhe lhe II Cangress 

of Brazilian Ch.ambers of Cammerce. 
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to the growing labour force. The basic problem of the Reform 
in the 1980s will be to obtain a tax system that serves both ends 
without upsetting its capacity to generate revenues. 

It remains to be seen whether society, particularly the 
powerful segment that benefited from the Reforro of the 1960s, 
is willing to accept such a tax system. The episodes involving 
the inheritance tax and the compulsory Joan tend to show that 
it is not, but there are signs, however faint, of changes in attitudes. 
Brasil seems to be passing through a transitional phase. lf the 
tax reform is undertaken while ideas as to "the economic 
development worthy of our country" are still imature and without 
having first overcome the resistance to the changes that will 
be required for it to be put into effect, then it will be of little 
use. Perhaps the moment is still not ripe to carry out a formal 
comprehensive tax reform, but, it is certainly the time to begin 
preparing for "it. Certain changes, almost inevitable, such as 
the drastic reduction in the array of fiscal incentives, a partia} 
restructuring of incarne tax that, among other things, includes 
those incarne components that are either undertaxed or not taxed 
.at ali, and others, can be introduced right now so as to tackle 
the public sector deficit while the comprehensive reform program 
is still maturing. 

Bibliography 

-FGV. Conjuntura Econômica, Rio de Janeiro, 30 (3), March 1966.

---. Conjuntura Econômica, Rio de Janeiro, 31 (II),
November 1977. 

FGV, CoMISSÃO DE REFORMA DO MINISTÉRIO DA FAZENDA. Reforma 
tributária nacional. Rio de Janeiro, FGV, 1966. 

---. A reforma do Ministério da Fazenda e sua metodologia 
- Relatório final. Rio de Janeiro, FGV, 1967.

HmRICHS, H. H. Teoria geral da mudança na estrutura tributária 
durante o desenvolvimento econômico. Rio de Janeiro, 
Ministério da Fazenda/SRF, 1972. 

350 



MuscRAvE, R. A. Fiscal system. New Haven, Yale Unrversity Press, 
1969. 

SILVA, G. A. da. Aspectos da reforma tributária. Monograph n.0 4. 
Rio de Janeiro, Escola Interamericana de Administração 
Pública, l 967. 

S1M0Ns, H. C. Pcrsorzal irzcome taxatiorz. Chicago, University of 
Chicago Press, I 938. 

VARSANO, R. Incentivos fiscais: supressão ou reformulação? Rumos 

do Desenvolvimento, year 3, n.0 16, March/April 1979. 

!51





The tax system of 1967: suitahle for Brazil 
in the 80's - some notes three years later 

Ricardo Varsano •

These notes were writlen, ai the suggeslion o/ the DES publishers, as a 
mpplement to lhe English edilion o/ the arlicle menlioned in the lillle. 
Their purpose is to provide informalion about the discussions and changes 
to the tax sysum which have been tahing place since the starl o/ lhe 
decade. Tax reform is not mere/y a Uchnical maller a11d, in lhe current 
Brazi/ian situalion, it is perhaps more polilica/ 1/ian Uclmical. These notes, 
there/ore, do nol i11tend to be a 1eclm1cal repari, but an accou,it based to 
a great e:denl on impressions, inlerpretalions and personal opinions o/ 
someone who consider it absolulely indispe,1sable for lhe country to embarh 
on a wide-ranging tax reform. 

Tax reform has been widely debated in these first few years 
of the I 980's. The State Legisla tive Assemblies and the National 

Congress have sponsored meetings attended by politicians, 

technical experts and executives from the three leveis of 
government, businessmen and academic specialists. A Tax Reform 
Commission was created in 1982, in the Ministry of Finance, to 

study the question. Although the general lines of its work are 
known, they have not so far been published. It is known, 
however, that some changes introduced recently to incarne tax 
are the fruit of the Commission's recommendations. 

One can deduce from the discussion of the tax system that 
there is a general consensus as to the need for changes and as 
to some of the changes required. There are divergencies about 
certain aspects and, particularly, in terms of how far the changes 

Editor's note: Translation reviscd by the author. 

• IPEA's Research Institute :md lhe Post-Graduate School of Economics of 
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should go. There are those that are in favour of a comprehensive 
reforro of the present system and those who believe that small 
adjustments are all that is required to achieve the desired 
characteristics. Obviously, the difference of opinions is not due te 
technical aspects but to differences in thinking about what is 
derised. 

1 - The debates 

The majority of recent debates have been held, under the auspices 
of state governments, with the objective of building up pressure 
in favour of increasing the share of this levei of government in 
total tax revenues. As a result, the questions given the most 
promitent attention have concerned the division of tax revenues, 
the fiscal autonomy of states and municipalities and the 
characteristics of the principal state tax, the tax on the 
circulation of goods (ICM) . However, themes such as the levei 
of tax burdens and fiscal justice and the allocative effects of the 
tax system have also been thoroughly debated. 

On the question of the levei of tax burdens, there are 
those who consider it to be high already and, consequently, 
suggest that a tax reforro should not aim to raise it even further; 
while others recommend an increase so as to help reduce the 
public deficit and/or replace other sources of financing government 
spending, considered to be inferior alternatives. The latter see 
the problem of the present system not in terras of the levei 
but in the distribution of the tax burden; tha t raising the levei 
in the past was obtained by taxing those whose Iiability was 
already high even more severely, and thar undertaxed segments 
of society remained untouched, They argue that a reforro that 
is designed to reach such segments will provide an increase in 
the overall burden and, at the sarne time, contribute towards 

the goal of fiscal justice. 

The discussion concernning the desirable levei of taxation 
is, by its very nature, subjective and inconclusive. There is no 

standard with which one can compare the present tax Ioad. 
International comparisons, frequently mentioned in the debates, 
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help little, as differences in the social and political organi2ation 

between countries result in public sectors of different sizes and 

with different functions and, consequently, with different 

requirements for resources. 

There is, however, agreement that the tax load is badly 

distributed. Earned incarne is taxed more highly than unearned 

incarne (returns on capital) ; the industrial and commercial 

sectors are taxed more highly than the service sector (excluding 

retailing); taxation of farm incarnes is much lighter than urban 

incarnes; most capital gains are not taxed while dividends are 

subject to double taxation; and there is no taxation of wealth 

(except for real estate taxes) . 

To adjust the tax system so as to correct such discrepancies 

requires finding a solution to difficult technical problems. More 

than anything, however, it requires political will, as it would 

impose lasses on powerful segments of society. Everyone demands 

fiscal justice, but there is no consensus of ideas as to what 

should be dane. Besides social justice being a subjective concept 

- and, therefore, the decision as to what should be dane is of

a political and not technical nature - some people fear that the 

correction of inequities will have a high cost owing to the 

allocative effects of the changes, particularly of its effects on the

rate of savings.

It is also agreed that, in terms of the allocative effects, 

the system created by the reforro of the 1960's was a big advance 

on what had gane before. There is roam for improvements, 
whether by adjustments to existing taxes of by introducing 

techniques which are difficult to employ, such as, for example, 
the integration of individual incarne tax and corporate taxes; but 

this aspect has been relegated to a secondary plane in the 

discussions. However, examples of backsliding, which have occurred 
in the recent past, can be pointed to: import duties have almost 

ceased to be a policy instrument and become a mere source 

of revenue; a similar fate has befallen the tax on financial 

operations (IOF); and FINSOCIAL, a tax created in 1982, is 
a new edition of the turnover tax that the reform had eliminated. 

Furthermore besides, the proliferation of fiscal incentives. 
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supposedly temporary but which have become perennial through 

successive deferments of their expiration dates, besides creating 

perverse effects, reduces revenues, provoking masures like those 

recently mentioned. 

As for the central questions of the debates - the division 
of the tax cake and the fiscal autonomy of the states and 

municipalities - there is almost a general concensus that an 

excessive concentration of resources is to be found at the federal 
government levei. This has resulted a) from the very conception 

of the tax system established in 1967; b) from the later 
modifications that the system has undergone; c) from the 
different incarne elasticities of federal, state and municipal taxes; 
and d) from the opportunity that the federal government has of 

creating new taxes while the other levels are not even allowed 

to raise the tax rates in force. 

The insufficient growth in revenues, allied to an expansion 
- considered by many to be too much - of state expenditure,

led to a growing resource gap, which had to be financed by public
borrowing. 1 While the economy was growing at high rates during

the 1970's, the problem was more apparent in the ledd developed

state which, as a result, pressed for an increase in their share
of resources. The recession at the start of the I 980's showed,

in a very general way, the criticai situation of state public finances.
Although less emphasized in the debates, it is also apparent 

today that the situation of the Federal Treasury is just as criticai 

as that of the states and municipalities. The basic difference 
is that the Treasury can resort to other source of financing, 
focreasing the money supply, and can borrow more freely and 

without institutional restraint. There are, however, economic 
(and/or political) limits to using such instruments. Having reached 
its limits, the Treasury is, in practice, reduced to financing its 
expenditure via taxation. 

With the states and municipalities, on one side, permanently 
on the verge of insolvency and pressing for more resources and 

1 It should be noted that bcsidcs the economic limits 10 thc growth of th, 

state debt, the is!Uing of public bonds or the contraction of ncw loans is 

subject to the approval of he Federal Senate. 
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the Treasury, on the other, unable to simply hand over its 
resources to those authorities and also searching itself for more 
resources, a taxation spiral has been created which, in the 
absence of drastic changes to the system, the already overloaded 
taxpaper has to bear the full brunt of in most cases. This was 
the keynote of the tax changes carried out in the last few years. 

2 - The taxation spiral 

The Brazilian States have no powers to carry out changes to 
increase their tax revenues. The National Congress, through 
enacting legislation, the Federal Government, through decree-laws 

and administrative acts related to the taxes under its contrai, 
and the economic conditions prevailing in the country, which 
determine the size of the tax base, define the volume of resources 
available to them. On the other hand, the states have a 
reasonable degree of freedom, from the institutional point of 
view, to determine their leveis of expenditure. 

For the State Government, containing expenditure has a high 
political cost while that of increasing revenues is dose to zero, 
as it depends on decisions to be taken outside its own ambit. In 
this way, the tax system in force, in denying the states the 
right - and, consequently, freeing them from responsibility - to 
fix their revenues, has a built-in discouragement to any efforts 
at containing expenditure and a built in stimulus to applying 
pressure on the Federal Government to obtain more revenue. 
Such pressures tend to be highly successful in view of the fact 
that they win the support of public opinion and, consequently, o( 
politicians (in this story, the State plays the role of the "oppressed" 
and the Federal Government the "oppressor") and there is a 
(real) threat of insolvency. 

Thus, the pressures have resulted in increases in the rates of 
lCM, probably the most regressive tax in the system, or in 
increases in the shares of the states in federal taxes. ln the goes 
hand in hand latter case, this has been followed by a reaction 
on the part of the Federal Government to rearrange its own 
budget which with its search for solutions for its no less acute 
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financial problems. ln the short run, given the current institutional 
framework, it is much easier, politically and technically, to solve 
the problem by expanding revenues than by holding down 
expenditure; and by taxing the already highly taxed sectors than 
by seeking alternative little exploited sources. 2 Finally , comes the 
reaction of the taxpayer, with a growth in tax-evasion and in 
activities in the parallel economy. ln practice the measures are 
less effective than is generally supposed, but fall on those who 
cannot avoid them, usuaHy the taypayers already bearing the 
heaviest load. 

At Lhe end of the process, the revenues of the three spher_es 
of government are increased without there being necessarily any 
changes in the shares of each in the total. As a consequence, 
the tax burden has increased, more on the overtaxed. Nothing has 
changed as to the degree of autonomy of the States and 
Municipalities or as far as the built-in stimuli in the system are 
concerned. Nothing has been dane about the causes underlying 
the gap in resources of the three leveis of government. Everything 
is ready to begin a new pitch of the taxation spiral. 

As a result of the pressures coming mainly from the States of 
the North and Northeast in 1979, lCM rates on intrastate 
transactions were raised, in 1980, from 15% to 16%, in the States 
of the North and Centre-West, and from 14% to 15% (in 1980), 
15.5% (in 1981) and 16% (from 1982 onwards) in those of 
the South and Southeast. The interstate rate remained at 11 %, 

excet for operations which originated in the South and Southeast 
regions and were destined for the other regions which rate 
became 10%, 9.5% and 9.0% in 1980, 1981 and 1982, respectively. 
Such measures has a dual objective of increasing the overall 

2 As a secondary measure, the Treasury has fallcn back on rcplacing taxes 

which the states and municipalitcs have a sharc in with taxes for their 

OWlJ exclusive use. A recent cxample is the replacement of sun1axes of the 

single tax on fucls and Iubricants, thc revenucs of which staned to be 

divided up with the states and municipalities (as laid down by Constitutional 

Amendment n.º 23, December 1, 1983) with a tax on exchange operations 

related to oil imports. 
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revenues of the States as well as the share of the less developed 
States in the total. 

Still from the 1979 crop, but potsponed until the end of the 
following year, was Constitutional Amendment no. 17, December 2, 
1980. It increased the shares of incarne tax (IR) and tax on 
industrialized prod ucts (IPI) distributed 10 the S1ates and 
municipalities through the Participation Funds (from 9% to 10% 

in 1981, 10. 5% in 1982 and 1983 and II% from 1984 onwards). 
with the 2$ figure for the Special Fund remainning the sarne. 
It also laid down that the revenue from the stale tax tax on the 
transfers of real estate property (ITBI) be shared with the 
municipalities, which would be entitled to 50% of its total. 
Shortly afterwards, the rates of this tax were doubled. 

Constitutional Amendment no. 17 kept the stas' demand for 
more revenue subdued for only a short time. The recession soon 
eroded the ICM base and the real fali in yield Ied to to reneved 
demands which culminated in Constitutional Amendment no. 2� m 
December l, 1983. The Amendment once gain raised the states' 
and municipalities" share in federal taxes without, however, 
increasing the autonomy in fixing the levei of their revenues. 
The main alterations introduced by the Amendment were to 
raise the percentage share of IR and IPI revenues destined to the 
Participation Funds, to increase the states' and municipalities 
slice of the single tax on fuels and lubricants (IUCL) and the 
inclusion of IPI in the ICM base chargeable on cigarreis. 3 Also 
in December l 983, the ICM rate for intrastate transactions was 
increased to 17%. 

• Constitutional Amendment no. 2l! find thc pcrccntage sharrs of IR aod 
IPI rcvenues destined to the Statcs Participation Fuod at 14%, to the 
Municipalities Participation Fund at 16% and the Special Fund at 2%, Such 
figures will come into force in 1985, For the 1984 fiscal year, they were fixed 
at 12 .5%, ll! ,5% and 2%. As for IUCL, 60% of rcvenucs will be Alloc:ll� 
to the States, Federal District and Territories (2/5) and to the Municipalitin 
(1/l!), starting in 1988. The percentages will be 44%, 48%, 52% and 56% 

for 1984 to 1987, respcctively. As for ICM on cig:irretes, 1/l! of the IPI 

value will be included in the tax base in 1984, 2/l! in 1985 and the full 

value in 1986. The Amendment also modifies thc dcfinition of betterment 

tai;;eJ and some aspects related to JCM. 
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As for the Federal Government, besides raising the rate of 

the tax on financial operations (IOF) and extending it to cover 

exchange operations related to imports (from 1980), increasing 

social security contributions (from 1982) and creating FINSOCIAL 

(in 1982) , it made intense use of personal and corporate taxes 

to increase its revenue. 

ln 1979, the corporate tax rate was raised from 30% to 35%, 

with an additional 5% surtax on profits over CrS 30 million. 

ln 1981, the surtax was increased to 10% in the case of finance 

companies. ln 1982, the tax rate was reduced to 30% and the surtax 
increased to 15% in the case of finance companies and 10% 

for others. The surtax became chargeable on profits above 60,000 
National Treasury Readjustable Obligations (ORTN). ln 1983, 

the rate was once again increased to 35% and the surtax became 
chargeable at the reduced levei of 40,000 OR THs. 4 

On the other hand, small enterprises were granted tax 

exemption. Decree-Law no. 1780/85 provided for the exemption 

of campanies with a gross turnover of less than 3,000 ORTNs. This 

ceiling was raised to 4,000 ORTNs and later to 10,000 ORTNs 

by Decree-Law no. 1.973/82 and 2.065/83, respectively. 6 

As for personal income tax, the only alteration to the rates 

was made through Decree-Law no. 2.065/83, which introduced 

a 60% rate for the highest tax bracket. However, the tax burden 
was made heavier by indexing the progressive tax scales at a 
lower rate than that of inflation. The following table compares 
the variations, showing marked divergencies in the fiscal years 

1980 and 1984. 

Another importam modification affecting both personal and 
corporate tax alike, was the introduction of indexation on tax 
owing and tax devolutions in 1983. Until then, the balance of 

tax owing could be paid in monthly payments, up to the final 

month of the fiscal year; and tax devolutions were paid to the 

taxpayer in the second half of the year. ln a highly inflationary 

4 D.L. 1704 (2!/10/79), D.L. 1885 (29/9/81), D.L. 1967 (24/11/82) and 

D.L. 2065 (26/10/8!). 

B D.L. 1.780 (14/4/80), D.L. 1.97! (!0/11/82) and D.L. 2 065 (26/10/8!). 



Yeor 

1980 1981 1982 1983 1984 

Jndexo.tion of Fiscal Ta.x Scales in 
the Fiscal Y ear % 45 55 90 95 100 

Annual Avcrage Variation of 
General Price Index in the Base 
Year % 53.9 100.2 109.9 95.4 154.5 

situation, this represented a significant reduction in the real tax 
liability of those with tax to pay and an increase for taxpayers 

entitled to devolutions. From 198!1 onwards, a date was fixed on 

which the tax is due. If the tax is fully paid by that date, it is 

not subject to any increase. If the tax is paid in monthly 
installments, it is index-linked (though pre-fixed and undervalued 

in the case of personal incarne tax). ln the sarne was, tax 

devolutions are indexed, using the sarne date as the basis of the 

calculation. Such a measure, at the sarne time as it raised real 

tax revenues, improved the system in terms of equity. 0 

Severa) changes were made so as to increase tax withholding 

(and prepayment of taxes) . Starting in I 979, a system of 

prepayment of taxes was introduced on earnings in the liberal 
professions, on rents, and on royalties. The initial rate of 10% 

was raised to 15% in 1982 and 20% in 198!1. Various types of 

unearned income not previously subject to withholding (and 

wlúch, very often escaped progressive taxation as well) became 

subject to it; and others, already taxed, had their withholding rates 

increased. The limits of the tax scales for calculating incarne tax 
withholding for wage earners and the self-employed providing 
services for companies started to be adjusted at intervals of less 
than one year and, at present, are corrected bi-annually. A rule 
was established for indexing tax withheld to be offset against 
tax owing in the fiscal year. Finally, various alterations were 
introduced which, in the main, benefited the tax authorities in 

a D.L. 1.967 (25/11/82): D.L. 1.968 (2!/11/82) e D.L. 2.065 (26/10/85). 
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the transition period, but which in effect constitute an improvement 

of the tax procedures. 

A mention should also be made of the controverted compulsory 

loans instituted in 1980 and 1983, some modifications in schedular 

deductions and allowances and the significant reduction of the 

much criticised fiscal incentives on personal income tax. 

Finally, it should be mentioned that many of the measures 

that were designed to improve income tax were based on 

recommendations, even though informal, of studies carried out 

by the previously mentioned Reform Commission, whose proposals 

are reported in the following section. 

3 - Reforro in sight 

A Tax Reform Commission, presided over by the General 

Secretary of the Ministry of Finance, was set up in 1982 with 

the objective of fonnulating a proposal for modifying the tax 

system. Although it was originally expected that the findings of the 

Commission would be made known in the middle of 1983, no 

Bill was sent to Congress and no report has been made public 

up to now. What is known, however, in their general lines, are 

the premises that guided the studies and the proposal developed 

by the Commission. 

The Commission's proposal should have considered the 

following �ork hypotheses: a) the states and municipalities 

should have an increase in tbeir revenues; b) the less developed 

states should have an increased share in the total of available 

resources without there being any loss of revenue for any other 

state; e) the treasury should not suffer a reduction in its available 

revenues; and d) the taxpayers already carrying a bigh tax load 

should not be subject to any additional burden. 

Concomitant with the decentralization of resources, there was 

to be a decentralization of activities. Thus, part of the Commission's 

efforts was devoted to trying to define the tasks and function 

pertaining to each levei of government. From this, a criterion 



could be conceived for dividing up tax revenues between the 

different spheres of government, inverting the previous practice 

of defining functions according to the availability of resources. 

However, though some functions clearly belong to a particular levei 

of government, either for technical or economic reasons or 

merely by tradition, others, even when there are sound arguments 

in favour o( their allocation to states or municipalities, cannot be 

carried out satisfactorily by all the units, at one of these 

leveis, in view of the typical deficiencies of the less developed 

regions. Thus, a general solution for the problem of dividing 

functions, if one exists, is complex. 

As for the taxes, the Commission carried out studies to verify 

the suitability and viability of the following basic proposal. 

I - Replacing IPI by: 

a) federal taxes on specific products (cigarettes, beverages,

cars and certain others) ; and 

b) an increase in ICM burden;

2 - Combining the tax on services (lSS) with ICM and, 

perhaps, increasing the municipalities' percentage share of revenues 

from the resulting state tax; 

3 - Adopting the destination principie when applying ICM 

on interstate transactions; 

4 - Adopting differentiated rates, for ICM, by produt 

groups, according to a criteria of essentiality; 

5 - Increasing the tax burden and progressivity of personal 

income tax and corporate tax by extcnding the tax base and 

other changes, but without raising the nominal rates. 

This basic proposal fulfills the working hypotheses and at 

least partially answers the criticism of the present tax system. 

The state and municipal finances would receive an injection of 

funds by raising the ICM tax burden. The less developed states 

would benefit from the adoption of the destination principie 



(and by the already mentioned increase in the bunder of ICM). 1 

As for the Treasury, the loss of part of the IPI revenues would 

be cornpensated for by the increased revenue from incarne tax. 
Alterations to this tax, the introduction of differentiated rates for 

ICM and heavier taxation of services would increase the tax 

liability of higher incarne groups and probably lighten the tax 
burden on the lower incarne classes. The now undertaxed segments 

of society would contribute more effectively to the financing of 
public expenditures. 

There are those who consider this proposal to be a good 
reforrn and those who see it as a good start for the reforro, though 
still insufficient. ln particular, the question of increasing the 
degree of fiscal autonorny of the states and rnunicipalities is not 
considered, though the proposal is cornpatible with the adoption 

of measures to this end. I believe that few would disagree that it 
is a step in the right direction. It is necessary, however, to 
deepen the discussion both on the technical and political plane, 

submitting it to society's full appreciation and complementing 

it with other proposals that arise from the debate. 

There is no hope, in this final stage of the present government, 

of the Executive Power having the initiative to put forward 

a tax reform. Apparently, the Reforro Commission has lost its 

wind and its continued existence is rnerely formal. On the other 

hand, there are indications that the country is rnoving rapidly 

towards a new Constitution; and, inevitably, there will be a tax 

reforrn contained in such a change. It secrns to me that, if the 

reforro is desired and urgem and the spirit of the new tax 

systern should reflect society's thinking, the Executive Power is 
not the rnost appropriate birth-place. It is up to the National 

Congress not only to prornote debates on Lhe subject, but to take 

T It is certain that this proposal would bring a significant increase in 
,rcvenues for the states in the North, Northeast and Ccntre-West with the 
cxc.eption of Amazonas, a special case owing to the favoured lax treatmcnt 
granted to the Manaus duty-free :zonc. Thc othcr statcs would also obtain 

revenue gains, except pcrhaps São Paulo, a net exporting Statc ín intentate 
1rade, for which it would be ncccssary to balance the gains and losses from 

the proposal alterations to know tbe net resull. 
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over the effective control of the process right away, to bring 

together all the existing ideas, to sponsor the necessary studies, 

to consult society and provide in due time a comprehensive and 

mature proposal for a new tax system. 
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