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Chapter 1 

  
INTRODUCTION 

  
The nature 	and 	impact of commercial 	and industrial policy 

   in Brazil 	are questions which have received 	considerable polemical 

attention. 	Questions 	regarding such questions 	are hotly debated 

 in public 	fora among business 	and government 	alike. 	As 	in other 

countries, 	economic policies 	in Brazil 	affect 	the relative 	prices 

 and profitabilities 	of 	certain sectors 	of 	the economy vis-.-vis 

other sectors. 	In an economy heavily based upon market mechanisms, 

     profits 	serve 	as 	economic 	signals 	to 	attract 	investmEnt: 	and 

other economic resources. 	Market 	distortions 	imposed by 	govern-      ment 	policies 	thus 	affect 	relative 	prices, 	profitabilities, 	and 

 resource allocation. 	In 	a geieral 	sense 	those policies which 

  alter relative prices 	among sectors 	can be 	regarded as 	commercial 

 and industrial 	policies. 

The actual 	formulation and implementation of such economic 

 policies are 	carried out in pursuit of diverse economic objectives 

   
- 	 by various 	government 	institutions 	and plicy-making authorities, 

 acting at 	times 	in a seemingly independent 	fashions. 	the econogiic 

policy areas 	of 	concern 	can be 	classified 	into five major cate- 

    	gories. 	Pint, 	and most 	sweeping, 	is 	exchange 	rate 	policy which 

affects 	the pti&es 	of 	all 	tradable products 	vis--vis 	nontradable. 

  Brazilian goods 	dud 	in go doing 	determines 	the 	competitiveness 	of 

tradabie, 	second, 	restrictions 	on 	imports, 	including 	tariffs    surcharges 	and nontariff barriers, 	directly 	or 	indirectly 	af- 
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feet prices in the domestic economy. The same can be said for 

 regulations for exports, either in the case of export restrictions 

   
or subsidies. Fourth, subsCdies for domestic production also af- 

fect price and output levels; such subsidies consist of a large 

  variety of fiscal and credit incentives. Fina .liy, domestic price 

    controls also have an important effect on relative prices-and 

   accordingly contitute an important instrument of industrial poli- 
N 

 That tLese very diverse and varied economic policy ins- 

truments often work at cross purposes is illustrated by a simple 

 example. Consider the caseof the Brazilian steel industry. This 

industry, as are all others producing tradable products, is 

 discriminated against by an exchange rate policy which maintains 

   
 an overvalued exchange rate. Offsetting this discrimination, how- 

ever, is a complex and involved system of import restrictions for 

 
   steel products, including tariffs, quotas, and direct controls 

exercised by CONSIDER. In addition, the industry receives fiscal 

    incentives in the form of IPI tax etedits and financial subsidies 

through it, ability to obtain loans at less than market interest 

     rates. The industry also benefits from government policies main-a 

taming the domestic prices for iron one - an important input - 

 at levels substantially beneath international prices. On the 

other hand, the industry has to acquire other inputs, notably 

 capital equipment, at prices consideraly above intern.ational 

prices. Mofeovet, since steel itself is an important industrial 

 input, the government has sought to both combat inflation and 

stimuite the development of steel using industries by control-

    ling the dometic price of steel through th ,e CIP (Conselho In- 

terministerial de Preços). To assure that the domestic market 

 is supplied at the stipulated domestic prices export c;ntrols 

iihi: dbVothihental permission is required to export. Yet, in 

      



the 	case 	of 	authorized exports 	there 	are 	export 	subsidies 	in 

the 	form of 	credit 	incentives 	and 	a direct 	fiscal 	subsidy. 

 What the net 	effect 	of 	all 	these 	conflicting policies 

is not 	clear 	at 	a 	cursory glance 	or with 	only 	a qualitative, 

 i.e., nonquantitative,assessmetit. 	Is 	the 	Brazilian 	steel 	industry 

beiiefitted 	or discriminated 	against by 	the 	existing 	constellation 

  of economic policies? And td\what extent? How does 	it 	fare 

relative 	to 	other industries? A further dimension of 	the 	relative 

  incentives 	or disincntives 	received by 	the 	steel, 	or 	any 	other, 

industry 	concerns 	the balance between incentives 	for it 	to pro- 

  Is 	there duce for 	the domestic market or for 	the export market. 

a pro-or 	anti-export bias 	in 	the economic policies 	affecting  . -e 

different 	sectors? Only 	a systematic, 	comprehensive and quanti- 

 . tàtive 	analysis 	can provide 	answers 	to 	such 	questions. 

The premise 	for 	this 	study 	is 	that 	it would be 	useful 	to 

 know what 	the net 	effects 	of economic policies 	are on different 

sectors of 	the economy. 	Accordingly, 	the major 	questions posed 

 are (1) 	what 	are 	the net 	effects 	of 	economic policies 	for dif- 

ferent 	sedtOts 	and 	(2) 	to what 	extent 	are different sectors 

 protected or 	disptoteted 	in relation 	to 	other 	sectors. 	Our 

 
study presents 	an analytical 	framework 	for examining such 

  questions 	and presents 	the 	results 	of 	a modest 	attempt 	to 	do 	so. 
p 

analyze 	the questions, posed 	for 	this 	study regarding 

 
To 

the net 	efEects 	of 	commercial 	and 	indu'strial 	policies 	it 	is 	n 	. 

cessary 	(1) 	to quantify 	the 	effects 	of 	the various 	economic   policies 	itt question 	separately 	and 	(2) 	to 	incorporate 	the 

 . separatd 	effects.in 	an examination of 	the net 	effects. 	A major 

analytleat 	shortcut 	can be 	obtained 	if 	it 	is 	possible 	to 	directly 

   observe 	joint effects. 	We 	have. been able 	to 	do 	this 	through 	the 

  
             



  . 

   irect observation 	of 	international 	and domestic prices. 	Differ- 

ences 	in such prices 	for any given produtt are 	imposed by economic 

 policies.. consequently, 	a measure •f 	these 	differences 	provides 

an 	approximate measure of 	the 	impact of 	economic policies. 

 Instead of 	trying 	to 	tjuantify 	the effects 	of 	di"fferent 	economic 

policies, 	we have 	observed 	their price 	effects 	directly. 

 
. 

The analytical 	framet.i;rk employed •in 	this 	study 	is 	partial 

equilibrium in nature, 	despite 	the need examine policy effects 

 in.a.lrgçr, or 	genera. equilibriun,envirOnment. 	Domestic demand 

and 	supply 	functions 	are posited for each product in question 

  along with 	a single 	in,cexnatthflal_ price 	for 	that product expressed 

.in foreign exchange. 	Making 	the small 	country 	assumption in rela-     tion 	to world markets, 	and 	adjusting 	for 	transport 	charges, 	the 

-given international 	price 	for 	the product 	can be 	regarded 	as    either 	a 	foreign supply 	or 	demand 	schedule, 	possessing 	infinite 

 elasticity. Various 	economic policy 	instruments 	pursued by 	the 

gbvernment have 	effects 	on domestic, price 	levels, 	domeflic, 	output, 

and 	trade 	f-tows. 	- 

To 	incorporate 	the 	effects 	that policies 	have 	induced 	- 

indirectly on final products 	through 'their effects 	on inputs 

we have employed 	incentive 	(disincentive) 	measures 	dealing with 	  

value 	added. 	To what extent do policies 	p:rmit 	the value 	added - 

for 	an industry 	to differ from 	that 	implied by international 

our 	analysis 	the 	estimaton 	of 	effective 	of pto 

tection 	Lou 	d6radstic dirket 	sales 	and 	effective 	rates 	of 	export 

1 4 promo t . bh 

There have been several previous studies of effective 

protection for Brazil, consisting of efforts by Bergsman and 
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   Malan (1971)., Bergsman (1970), Tyle.r (197.6) and Neuhaus and 

  

  

Lobato (1977). With thO exception of Neuhaus and Lobato, all 

the previous work has been based upon nominal tariffs, with the 

implicit assumption being that domestic prices differ from in- 

ternational prices by the extent of the nominal tariff or tariff 

equivalent. In the case of tariff redundancy, protection is over-

estimated. On the other hand ; \other policy instruments in these 

studies are ignored. In the past, tariff redundancy may at one 

point not have ben excessive. At the present time, however, tariff 

redundancy is widespread, as are other policy instruments used to 

promote or penalize different economic activities. Consequently, 

any current attempts to estimate the effects ofcurrent economj.c 

policies can not be based upon nominal tariffs. 

The effective protection study by Neuhaus and Lobato, 

while still based upon tariff information, avoided the problem 

of tariff redundancy by using realized tariffs instead of nominal 

legal taitiffg as the measure for nominal protection. Thus realized 

tariffs, cOthpUtd as actual tariff collections divided by imports, 

ara taken to represent the degree to which domestic prices are * 
allowed to differ from intetnational prices. The problem is that 

these realized tariffs merely reflect the extent to which the 

prevailing legal tariffs have been waived or reduced under various 
I, 

industrial ineentive schemes. Such tariff reductions are not ap-

plied universAlly but rather on a case by case manner. The 

realiE@d Läf1h tdhmseltreg have no bearing on actual protection 

affoiddA âtid thould not be depicted as such. 

but study is different from the previous 3  tariff based, 

studies in that it (1) employs a superior measure of nominal 

protection, (2) is of course more current, reflecting the ondi-

dons during 1980-81, and (3) provides a greater level of disag- 

Whi1 it is the most ambitious effort yet attempted 

  



         
-6- 

    to analyze the system of incentives in Brazil, it is far from de- 

   
finitive. In fact, caution. nust be exercised in interpreting our 

results. Our intention has been to demonstrate how the problem of 

   alyzing the overall system of 	incentives 	can be addressed and   to 	provide 	some estimates 	of 	a general 	order of magnitude. 

2 will 	present a discussion 	of 	the methodology  Chapter 

employed 	in 	the 	implicit 	tarif 	and implicit nominal protection 

 estimates. Also in 	this 	chapter 	the data sources 	and gathering 

procedures 	are 	discussed 	along with 	the 	estimates 	themselves 

 for 72 	tradable 	goods 	sectors. 	Chapter 	3 	also 	focuses 	on 	the 

domestic market, 	presenting 	the estimates 	for effective 	pro- 

 tection for 	domestic 	sales 	and 	analyzing 	the 	structure 	of 	suche 

protection. 	In 	Chapter 	4 	estimates 	of 	nominal 	and 	effective 	ex- 

 port promotion 	are presented 	and 	discussed, 	along with 	a sub- 

.sequent analysis 	of pro-and 	anti-export biases 	in economic 

  of 	the 	study policies. 	Chapter 	5 	presents 	the major 	conclusions 

and 	offers 	some, 	first 	step, 	policy 	iecommendations 	with 	a view    
towards achieving a more 	rationale 	and 	consistent 	incentive 

 system. 
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 Chapter 2. 

IMPLICIT TARIFFS AND IMPLICIT NOMINAL PROTECTION 

I. 	INTRODUCTION 

  
The complexity of 	the 	incentive system in Brazil 	rules 	out 

 any straightforward method 	of 	analyzing 	its 	effects 	through 	an 

examination of 	the 	tariff 	policies or any other 	single policy 

 instrument. The 	effects 	of 	the entire constellation of economif 

policies 	on relative prices must be 	taken 	into 	consideration. 

   

For 	that reason a point 	of departure 	in any 	analysis 	of 	the 

.incentive 	system requires 	direct 	comparisons 	between actual 

  domestic and 	international 	prices. 	Only 	in that way can one 

begin 	to 	assess 	effects 	of 	incentive 	or 	disincentive 	instruments. 

  These policy 	instruments 	have 	the 	effect of 	allowing doulestic 

  and 	international.prices 	to 	differ. 	The 	extent 	to which 	they do 	e 

in fact 	ditfett rfietts 	the 	incentives 	or 	disincentives 	provided 

 to an in•dustty or sector.Accordingly, for tradable goods the law 

of on.e price is taken as given and serves 0 as an analytical point 

 of departure. Differences from international prices, barring 

transportaiort costs, are seen as reflecting policy distortions. 

  
Fof atial-ysing protection afforded in the domestic market, 

 the direct price comparisons permit the calculation of an implicit 

   1 As will be discussed belot.r, market imperfections may also be 
reflectedin the observed divergences. 
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tariff on an individual product basis. The implicit tariff is 

defined as follows: 

P. 

	

(6.1 ) 	 t 	. 

	

/ 	 IMP] 	P. 	 / 
/ 

where 

	

(6.2) 	
P MJ = 	

+ C %.) r 

and where 

Dj 
= 	the domestic FOB factory(producer) price, excluding 

the IPI and 1CM taxes 	for 	product j 

PMj =  the CIF import price of product j expressed in 	- 

domestic currency for product j 

= the Ttworld" price for tradable prbduct j expressed 
Wj 

FOB at reference point of origin in foreign currexicy 

CFJ = cost of freight and insurance from reference point 

of origin to Brazilianport of entry, expressed in 

foreign currency - 

r 

	

	prevailing official exchange rate, defined as cruzeiros 

per foreign currency unit. 

The implicit tariff reflects the proportional amount by 

which the domestic producer price exceeds the international 

price through the exercise of domestic economic policies. In 

such inflaties production for the domestic market is provided 

positivU protection through the incentive system. In the case 
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where 	t INP<O 
	

dis?egarcLing for the moment transportation 

costs, the sector is being discriminated against by export taxes, 

controls or other disincentives. It should be noted that in 

either case, 	i.e., t INP >O or  tIMp<O , adjustments should 

be made to account for any direct production subsidies. The 

atter have the effect of re,c1cing P
D' 

and consequently such 

production subsfdies, either of a fiscal or credit nature, must 

be netted out. 

In making 	the direct price comparisons we have examined 

 individual prod:ucts 	on as a 	detailed basis 	as 	possible. 	There 	are 

many standardized 	tradable products 	for which 	there 	exist 

 established international markets. 	For 	such products making 	the 

price 	comparisons, 	albeit 	onerous; 	is 	relatively 	straightforward. 

 The gr e a test: problems 	arise when the products 	are 	not 	standardized, 

such 	as 	is most 	readily 	apparent with finished consumer 	goods 

 and capital 	goods.In 	these 	industries 	product differentiation and 

dIfferences 	are of 	considerable 	importance.Even 	in 

   
  uality 

bemade these 	cases 1 	however, 	price 	comparisons 	can frequently 

  by 	selecting 	the more 	simplified 	and 	standardized 	products 

within a given 	industry. 	Moreover, 	in 	the 	case of 	industries 

multinational 	firm production 	is 	important,. products  where 

can be chben which are 	the same whether produced in Brazil 	or 

 abroads 

Sinde the price comparisons are made on a product by 

product basis, aggregation over products is necessary in order 

           

  
  
  
  



to generalize from the .results and to render them more readily 

  

	

 
Our procedure has been to select products subject to the 

comprehensible. Such aggregation presents formidable problems. 

 criteria of comparatibility, data availability ând sectoral 

representativeness. Efforts have been made to obtain some 

 rohct coverage for every trable goods sector for alarge 

numberof sectors. A simple average of the implicit tariffs for 

 the products in each sector was then calculated. It is these 

means that are used as the basis for computing nominal protection for 

 domestic market production in the subsequent analysis. 

4. 

Our rather simplistic aggregation procedure presents 

several difficulties. First, the sector classification is in 

many instances arbitrary and disparate, including widely 

heterogeneous products. Second, even though efforts have been 

made to ensure that the products selected presented some 

degr-ee of representativeness for the sector in question, it is 

not clear that a selectivity bias does not exist for some 
0 

sectors. Similarly, the more standardized products .in a- 

given sectOf theüselves may not be representative of the sector 

as a whole. Some of these problems could admittedly be attenuated 
0 

with larger product samples. Finally, and very importantly, there 

is a questioft of the meaning of the tariff averages for the 	17 

sectors if there is observed substantial variance around the 

sectoral product means. As will be discussed below, this is a 

significant problem with some sectors, especially those 

aggregated in such a way to include a disparate range of 
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heterogeneous products. Despite these difficulties our 

 aggregation procedure has been employed simply because there 

existed no viable superior alternative. In many cases, it is 

 felt that the problenis imposed in the aggregation are minor, 

if at all relevant. In a few others, however, serious difficulties 

 do exist and appropriate quals ,fications must be made in 

interpreting the results. 

  
 

The aggregation of the individual product implicit tariff 

calculations is made according to the IBGE industrial 

 classification. Specifically, the classification system employed 

is that Of the IBGE input-output accounts. The most 

 : 	disaggregated level,i.e. , the 5 digit level, in the input-output 

accounts contains 160 product groups, of which 132 encompass 

 nominally tradable goods. Of these,some 111 are manufactured 

product groups. The more aggregated 4 digit level consists of 

 87 sectors, including 72 tradable goods sectors. Again the 

great majority - 67 sectors - are manufacturing sectors. For 

 purposes of presenting the data in a more readily cOmpehensble 

form, we have frequen€ly employed the familiar IBGE 2 digit 

 level of aggregation, encompassing 	21 manufacturing 

industries. 

 The use of the IBGE input- output format in classification 

and agjregatLon presents the advantages of (1) enabling 

 comparisons and analysis with other Brazilian data series 

organized in a comparable format and (2) permitting the 

  

             



   

   
    

calculation of effectie rates of protection using the 

Brazilian input-output tables. On the other hand, the uniqueness 

of the classification system for Brazil renders more difficult 

C, 	 / 
the comparison of the Brazilian incentive system with those of 

other countries. Moreover, some of the sectors, reflecting the 

'production structure of the B\azilian economy, appearrather 

arbitrary and even somewhat artificial. For example, in the 5 

digit classification there are a total of 3 different sectors 

   
producing coffee and coffee products at different stages of 

production. 2 

   .. 	 .  

   

II. DATA SOURCES 

 Three distinct data gathering strategies were simultaneously 

ptirsued, 	involving different data sources in order to 

undertake the direct price comparisons. In general the objective 

was to obtain the most up-to-date price information available.. 

 The period of data collection roughly ran. from June 1980 to 

April 1981, the next fewpages will describe the data collection 

 ..: 
They ate undried coffee beans,dried coffee beans andtroastedp 
ground and instant coffee. The distinction between the first 
two prodUct groups seems especially arbitrary since drying 
usually takes place on the farm. 
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efforts from the threeprincipal data sources. 3 

A. CPA Information H 	
  

In order to bring about - a change in tariff rates or other 

commercial practices, a firm\n petition the Council for 

Tariff Policy (Conselho de Politica Aduaneira, or CPA) . In support 

of its application the soliciting firm mustprovide extensive 

documentation, including information on domestic and international 

prices for the products in question. Basically, three types of 

CPA processes are of interest - those requesting tariff rate 

increases, tariff rate reductions or referende prices. The 

majority of the processes request additional protection. Based 

upon an examination of the requests and some independent 

verification of  price information,the CPA can then grant tariff 

fourth data gathering strategy was originally planned.It consisted 
of extracting NEM 8 digit domestic price information from the IPI 
tapes and comparing it with CIF import price information,as collcte 
by CACEXi this effort, to have been undertaken in cooperation with 
FUNCEX, was necessarily abandoned owing to problems of data access 
and excessive data processing costs. In additipn, such analysis woul 
have preented problems of having to rely on unit values,i.e., value 
per unit of Weight, instead of actual prices. Even at the highly 
disaggregated 8 digit leve there still a,..xists substantial product 
heterogeneity for some product lines. In any case, previous research 
including most importantly, that of Kravis and Lipsey(1971), has 
indicated some of the pitfalls of using unit values. It should4so 
be pointed Out that employing Brazilian import data to generate the 
import unit values would restrict the price comparisons to product 
groupings for which there are actually imports. As will be 
subsequently demonstrated, imports in many sectors are nearly 
nonexis tent. 
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 schedule changes. 

 The information generated in the CPA evaluation process 

  
   rmits some direct price comparisons. The CPA was kind enough to 

grant access to its files and reports("pareceres") 4 ; in addition. 

   valuable current information was provided by the SEPLAN 

representative on the CPA. On'\the  basis of such data covering the 

period 1978-81 7ome 350 direct price comparisons were made. 5 

 . While it 	can be argued 	that, 	to 	the 	extent 	that there are 

more 	tariff increase requests 	than those 	for 	tariff reductions, 

 there is 	a bias 	resulting 	in an overstatement 	of 	the implicit 

tariffs. 	A firm must be able 	to demonstrate that 	it "needs" 	a 

 higher tariff, and 	this 	implies 	a possible 	tendency on the part 

  

of firms 	to exaggerate 	the 	domestic-international 	price differences. 

  This 	line of reasoning, 	however, 	has 	its 	limits. 	If the need 	for 

 protection is 	shown to be 	excessive, 	the CPA is 	liable to 	reject 

  the request on grounds 	of 	economic 	efficiency. 

 . The .350 usable direct price comparisons from the CPA 

 processes unfortunately are not evenly,or randomly, distributed 

over sectors. Some sectors are heavily p,rotected with 

 redundant tariffs and widespread quantitative restrictions on 

imports. Such protection and the virtual prohibition of imports 

 results in little in the way of requests to change the system. 

 4 To our knowldge, no other study; outside the CPA, has been 
conduãLed t!.dking use of such materials. . 	.. 

Some ittformation was also included for the year 1977: - 
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Firms receiving such protection are indeed happy to leave things 

the way they are, and potential importers correctly perceive 

any request for import liberalization for these products to be 

futile. Consequently, there are no CPA processes, and resultant 

price comparisons, in such industries as textiles, apparel, 

shoes, furniture, and beverg\s. While our CPA derived price 

comparisons do in fact cover a total of 41 five digit level sectors, 

there is considerable concentration in such sectors as Other 

Chmicai Producrs(62 product price comparisons) Miscellaneous Manufacturing 

07 pricecomuarisons) and Petrochemicals(31 price comparisons). 6 

B• PIPE Interviewing Survey 

One approach to obtaining price information on an 

internationally comparable basis for individual products is to 

ask those who presumably are most knowledgeable about such 

matters - the managers of the producing firms themselves. This 	, 

approach was tried in the form of a large scale interviewing 

survey conducted in the state of So Paulo by the FIPE, in 

collaboration with the World Bank. Althoufl the focus of the 

survey was the analysis of locational factors for the firms, 

general quantitative information about the firms'. operations was 

Of the 62 price comparisons in the Other ChemicalProducts sectot 
(IBGE classification n9 20013) 44 resulted from processes seeking 
to incredãe protection, i.e.,tariff increases or reference prices, 
while the teining 17 were derived fromrequests to decrease 
tariffl ; 
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included. Moreover, questions were incorporated into the 

questionaire dealing with domestic and international prices for 

both the firm's outputs and inputs 7 . Along with other raquests 

for quantitative information, these questions were included into 

a "leave behind" annex to the questionaire administrated during 

the on-the-spot interview at the firm. The field interviews 

were conducted during the period August-December 190. As a 

result, the price information obtained from the survey covers 

that approximate period. 

The results obtained from this large scale effort, at 
C 

least as far as our research interests were concerned, were 

disappointing. To be expected, the response rate in returning 

the leave behind annexes was low, despite concerted efforts on 

the part of the FIPE personnel administering the survey. A total 

of 588 industrial firms were interviewed throughout the state 

of Sao Paulo, iepresenting a wide range of industrial activities. 

Of these some 104 constituted new plant operations for which 

little in the way of quantitative information on the firms' 

operations, including price information, was available at the 

time of the ittterview. Of the remainder only 143 returned the 

questionaire annexes - a response rate of only 30 percent. 
a? 

The questions were framed in such a way that the firm could 
list "international" prices as either CIF import prices in 
Brazil or FOB export prices at some other point of origin. 
Adjustments were subsequently made. The firm was also 
provided the option of presenting a percentage difference 
between i.tTtrrational and domestic prices. 

  
  
  
  
  
  
  
  
  
  
  
  
  



   

 Examining the 143 returned annexes, it was observed that 

 . 36 firms presented neither any of the requested domestic or 
international prices. Since these firms obviously possessed 

 knowledge of their own domestic prices, the failure to provide 

at least this information must be construed as (1) a lackof 

   interest in bothering to complete the form or (2) a feeling on 
N 	

- 

the part of the responding fifm that the price information was 

 confidential or sensitive. Another 77 firms were willing to 

provide domestic price information,in greatly waying degrees of 

 accuracy and completeness,but did not provide any international 

price data for either any of their products or inputs. It was 

 only the remaining 30 firms - out of an initial 588 - that 

   
provide some of both domestic and international prices. Even 

these questionaires were frequently not complete. 

  	 Given the fact that some 77 of the responding firms were 

 unable to provide any comparable international price information 

   for either their products or inputs, a question of interpretation 

 arises. In examining the questionaires, frequently there were 

encountered pencilled in remarks such as "imports not 

 permitted" 4  "question irrelevant", "product not imported",etc. 

One can not escape the fact that in many P 
instances the firms 

 simply did hot know what the prevailing international rices 	•  

were. TIIêfE are elements of both rational market behavior and 

    market kholedge imperfections in such ignorance. The lack of 

knowledge about international prices in some instances can be 
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interpreted as an indication of high levels of protection afforded 

   in the domestic market. Import competition is simply not a factor, 
so there is no need for the firm to be apprised of what the 

 comparable imported good would cost, either 	or without 

tariffs. What matters to such firms are domestic market conditions. 

By 	the same measure, 	ex\ort 	activity 	is 	not of 	interest 	if 

 the dthnestic market 	, 	presumably heavily protected, 	presents 

greater 	profit 	opportunities 	than 	international 	markets. 	A 

 problem arises 	through 	not 	keeping 	abreast 	of 	international 

prices 	in 	that, 	when 	export 	does 	become profitable, 	the-firm 

 may be 	ignorant 	of 	such 	prospects; 	The development 	of 

  redundancy 	in import restrictions may mean 	that 	exports 	do 

Yet 	the firm 	look to 	the become 	profitable 	at 	some point. 	 may 

formal 	protection 	and 	import 	situation for 	its 	products 	rather   than 	at 	international 	prices. 	If 	so, 	export 	opportunities may be 

 lost as 	a result of such market knowledge 	imperfections. 	Our 

judgment 	is 	that there 	are elements 	of this 	type of market 

 imperfections existent. 	It 	can also be noted 	that, 	comparing 

the 	interviewed 	firms furnishing and not 	f urnishing 

 international price 	information,those 	firms 	providing the 

requested 	ihternational price data exhibited, a 	tendency 	to be 

 larger, 'export 	involved, 	and multinational 	in operation. 

 In addition to the low - -response rate for the price 

questions from the PIPE survey, there was a problem involving 

 the quality of the infomation collected from the 30 responding 
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    firms. The manner in which the questionaires were completed by 

the firms varied grearly, as one would expect. Some firms 

 obviously took the task quite seriously, while others appeared 

quite lackadaisical and careless in completing the form. Some 

   / 
of the furnished price information was obviouly incorrect. 

Int •ernal checks of consistency were incorporated into the PIPE 

 -questionaire, and external ccks for prices were possible 

through information generated from other sources. In the cases 

  
correction, or the erroneous information was simply jettisioned. 

After the data cleaning process was completed 8 ,we were left 

with 112 usable price comparisons from a fairly wide range of 

some 29 fiv.diit.1evel manufacturing sectors?Unlike the price 

comparisons made from the CPA information, the FIPE survey 

based price comparisons were not so heavily concentrated. The 

greatest of the latter's price comparisons were in Other Food 

Proaucts(13), Pumps 	and Motors(lO), and Polyethelene,pvc and 

Other Resins(lO). 

  
Some efforts were made to utilize the domestic price information 
available from the 77 completed questionaire annexes supplying 
such data. 'let, the definition of the products, even at the 
highly disaggregated NBM 8 digit level, ,presented proble±ns in 
identifyLn g  exactly equivalent internationally produced 
counterparts. For this reason, along with problems ofr data 
quality 1  these efforts were abandoned. 	 . 

9 
Since the PIPE survey information also generated individual 
firm cot data, some individual product estimates of effective 
protectiOn were possible atthe firm level. In general these 
estimates Were consistent with those made using the more 
aggregated input' Output accounts. 

   
  
  
   
  

  
   
  
  
  

of apparently incorrect andunreconcilable price information a 

follow-up call to the firm was made to obtain clarification and 
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 C. Miscellaneous Direct Price Comparisons• 

 A third major sourcefor our direct price comparison 

information is miscellaneous in nature. Domestic and 

 international price information was gathered from nearly --
 wherever it was available in the hopes that product 

comparability could be ascet\ined. The various sources 

 included published materials, newspaper accounts and price 

lists. In addition numerous interviews withfirms were undertaken 

    to complement the data otherwise gathered in our-research. A 

total of 	214 	 direct product price comparisons were 

 made in this fashion, raising the total number from all sources 

of information to 676.In some respects,the miscellaneous source 

 category is the most important of the three data collection 

strategies. It was used to both fill gaps and complement the 

 price comparisons generated from the -CPA information and 

  
the FIPE survey. Accordingly, the sectoral coverage is the 

  	greatest from these price comparisons. Furthermore, since the 

   data were gathered and compared by ourselves, we are a bit more 

confident of their quality that for the price-- comparisons 

 made from prtee data generated by others. For example, it was 

   possible in these Ctimates to control fot representativeness 

 of the products domposing a sector. - 

     TUffii lfig 	£List 	to-the sources 	for domestic price 	information, 

a 	single IIIdjbf 	sure was 	the Interministerial Price Council 

 Xnterminjsterial de 	Preços, 	or 	CI?). In 1980 CIP price 

- 	 controls 	were 	comprehensive, extending 	to most of 	the 	industrial 
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   sector with the major 	exception of 	the 	capital 	goods 	poducing 

industries. While 	the 	original 	intention of 	CIP was 	to 	prevent 

 monopolistic market 	power 	abuses, 	by 	1980 	some 2000 products 

were 	subject to 	CIP 	control, 	although many of 	the covered 

    industries, such 	as 	textiles 	and apparel, 	were
/1 
 clearly not 

characterized by oligopolistic market 	structures. 	The 	CIP was 

 kind enough to 	make many of'tts 	price 	lists 	and 	infonation 

available The problem then become one of finding 	the 

  international prices 	of 	comparable products. 

Two major difficulties are apparent with the use of the 

 CIP price information. First, there is the problem of 

     representativeness of the 1980 period itself. All of the CIP 

  prices we employed were from either late 1980 or early 1981. 

   During 1980 CIP was used as a anti-inflation devise. The CIP 

 became more stringent 	in awarding price increases to firms, 

  and 	the processing of requests was 	dragged out for 	longer 

    periods 	rendering 	the granted 	increases 	less 	effective in real 

£erms. 	The result was 	that profits 	for 	the 	controlled 	firms 

 were squeezed 	and 	relative 	were distorted.Theprice prices 

controls have in Lact constituted an unwitting disincentive to 

 the industrLal 	settor.Controlled prices were consciously held 

down, 	and, 	since we have employed this 	price infomation, 	there   is 	a bias 	in Understating the 	implicit 	tariffs. It 	was 	not    

 possible ta 	elitninate 	this 	bias, 	doing 	so would 	require some 

   sort 	of 	@tiniate 	as 	to what 	the 	domestic. price 	of 	a certain 

  product tUouid be 	in 	the 	absence of 	price 	controls 10 , 

   
10 	

Conceivably one might 	approach, such 	estimates 	by 	comparing 	firm 

  (iectora1) 	profit 	rates 	prior 	to 	and 	after 	the 	imposition of 
price 	controls. 
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A second difficulty inherent with the use of the CIP price 

   materials concerns the timing of the increases. Since price 

adjustments are normally made only 	every 	six mo,nths, 	the 	real 

  price 	of. the product 	in question falls 	overthe 	price 	period.As 

there is 	a problem as 	to which dates 	to 	select 	for 	a 	given  such, 

- 	product. 	Instead of 	using a 	-point, 	we 	have -elected 	to 	use 

 the data of the price increase for making the price comparisons. 

   The resultant upward bias in our computed implicit tariffs,is thus 

 offsetting in character to the downward 	bias concommitant 

with the existence of stringent price controls. 

  
- 	In addition to the CII' price information, other materials 	- 

 were also employed to obtain domestic price data. Newspapers 

  publish information onvarious key agricultural products on a 

 daily basis, and there exist numerous specialized publications, 

  
both by government agencies and private concerns, that furnish - 

11 
detailed price data 	Efforts were made at the time of data 

   collection to obtain the most recent price information ava il abl e .t 

Thus the data points generally fall within the period 0ctobe 

    1980-March 1981. In general the location selected was the 

Center-South, particularly So Paulo. 	   
    

- 	11 A few of the dot -aestic price sources consulted were: Informaçoes' 
do MercadOAgticb1a, Pveços Recebidos pelos Agricultores, Preços 

  	  Pagos pe1 	AgricUltotes, lnformaçoes Econ&micas do Estado de 
So PaulO Boletimde Custos and A Construçao. 
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The international price information originated from a wide 

  

	

 
variety of sources 12 . Various intrnational institutions 

collect and publish price information for internationally traded 

 goods. These 	materia].'s.were 	used extensively. 	The World Bank in 

particular was highly cooperative in making available much 

 information available in 	its 	\iles. Some U.S. 	and Eur6pean 

domestic 	prices, 	with appropriate adjustments, 	were 	employed for 

 products where 	those countries 	were exporters. 	Use was made of 

both government 	and private sector publications, 	the 	latter 

 frequently being of 	a specialized industry nature. 	Whenever 

possible price lists were employed. 

On the basis of the price information available, products 

were selected. As indicated above, efforts were made to indlude 

products considered to be representative of the different 

sectors. For example, in the cement industry common portland 

cement is by far the single most important product. Accordingly, 

this product was included in the analysis. 
  

The form in which international price data are available 

varies greatly. Frequently, they are quoted in export FOB values. 
    

list of the sources used for international prfces includes Qprld 
Bank, Cotthodity and Price Trends, UN, Monthly Statistical Bulletin; 
FAO, Monthly Bulletin of Statistics;U.5.Department of Labor, Produce 
Prices ad Price Indexes; The Journal of Commerce; 1981 Building 
Construttion Cost Data; The Commercial Bulletin; CRU Metal Monitor; 

The Almanac of the Canning, Freezing and 
Preserving Industries; Leather and Shoes; Cotton Outlook; 
Engineering News Record, Asbestos, Preise and Preisindizes für die 
Bin iifidAusfuhr; and Chemical Marketing Reporter. 
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   In such cases freight and insurance costs have to be added to 

  
 

arrive at a hypothetical import CIF prices fora Brazilian port 

of entry. This adjustment has been made by adding the average 

freight and insurance<costs to the FOB price values 13 . 

Typically, these shipping costs average an 	additional 10-15 

percent of the FOB export .prise. 	 I 	 - 

The price comparison timing problem, mentioned above in 

reference to CIP price adjustments for industrial products, is 

accentuated with agricultural products. In addition to annual 

   fluctuations due to generalsupply and climatic conditions, 	- 

agricultural prices are subject to substantial seasonal 

    fluctuations. As indicated, our agricultural product price 

comparisons generally covered the period.October 1980-April 1981. 

 This period has included the end of harvest point, for some 

products and an inter-harvest point for others. The seasonal 

 fluctuations problem for domestic prices is complicated still 

further by the fact that international prices for agricultural 

 products are volatile as well. For •price comparison purposes 

these difficulties are reduced if a large number of randomly 

    selected products is included 14 . Our sample of agricultural 

products, while including most of the major products, is 

Brazilian import statistics are recorded and published in 

       h FOB and CIF values. Average freight and insurance costs 
by product category can be computed as the proportional 
differences. 

14 This difficulty could also be attenuated by calculating 
average implicit tariffs for each productexamined over time, 
e.g.ntonehiy periods. This,however, did not prove feasible. 

OnlyOne 

point in time for each product was observed. 
However,jt can be noted that our agricultural price comparisons 
resultd are roughly consistent with those in an extended time 
period artelysis reported for key agricultural products in 
a f@Eêfit 9tUdy by Homem de Melo (1980). 
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    relatively large. Giverl the relatively low variances around the 

  means for, the implicit tariffs, we feel that our estimates are 

reasonably robust. 

   . 	/ 
Another problem inherent with agricultural sector product 

 price comparisons 	stems frd\ the distinction betwen domestic 

producer and wholesale prices. The prices should be expressed as 

 producer prices. Yet, such data were not always available, 

   
üecessitating some adjustments with wholesale price quotations. 

In general we have been very conservative in these 

adjustments; if there exists a bias it has been to overstate 
4. 

the domestic producer prices, thus overstating the implicit 

tariffs for the agricultural sector. It should be noted that 

agricultural commercialization and distribution costs in Brazil 

  are very high relatiire to those of other countries. Expressed in 

another way, the inefficiency of the agricultural commercialization 

 system serves to discriminate against agricultural producers in 

Brazil. 

  
The price comparisons for some products and sectors only 

 proved possible through conducting interviews with producing 

firms. Some 17 firms were interviewed, representing a wide 

 variety of sectors, in addition to those firms included in the FJP 

 
. survey. In general these firms proved very cooperative, and the 

quality of the price information: obtained from them was 

donsidered high, 
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 A final qualification is in order. The question must be 

asked as to how representative the 1980-81 period is for making 

 direct price comparisons and undertaking an overall examination 

  
of the incentive system. In general the period of analysis was 

one of an acceleration of the\rate of inflation. Such 'inflationary 

  
  cceleration is normally thought to be accompanied by a 

dispersion in relative prices 15 . The activities of the CIP 

    ring 1980 seem to attest to this distortion of relative prices. 

Furthermore, the 1980-81 period has witnessed an enornous 

 pr?liferation of subsidized credit, most notably, for 

agriculture, and, as will be discussed below, it is difficult, 

owing to data, limitations, to empirically incorporate the 

effects of such production subsidies into a nominal protection 

measure. Thus, one can say that indeed the 1980-81 period is not 

a happy period for measuring incentives. But then again, one might 

well ask just what period is truly representative, and of what. 

The system exists, and it is the present system, prevailing at 

the time of this writing 	which we are trying to assess 	Only 

in that fashion can one obtain a better understanding of possible 

allocation effects that the incentive system may have. 

        
     

     15 jF or some empirical evidence regarding the Brazilian 
'experience see Moura da Silva (1981). Moura da Silva also 
argues that an inflationary 	spurt also has an initial 
effect of increasing agricultural prices relative to prices    for •ind'ugtrial sector products. 
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III. PRICE OBSERVATIONS AND IMPLICIT TARIFF ESTIMATES 

Combining the various information sources for the direct 

price comparisons, the results of the implicit tariff estimates 

undertaken at the 5 digit level, are reported in Appendix Table A 

6.'1. Aggregation into the IBGE \.digit level has been done by 

taking • simple average of those products in each sector. 

The means along with their standard deviation's are reported in 

each case. For comparison purposes the December 1980 nominal 

tariff rates, as computed from the tariff schedule, i.e.., the 
4. 

TAB, are 	listed in Column 1 of Appendix Table A6.1. 

A more aggregated two digit listing for the industrial sector, 

along with the relevant averages, is presented in Table 6.1. 

Looking first at the value added weighted implicit tariff 

 averages presented in Table 6.1, it is observed that the overall 

averages for Primary Agriculture(i.e., Forestry, Agriculture and 

 Livestock) and •Manufaturing are surprisingly .low - -23.0 and 11.9 	
* 

percent respectively. Within manufacturing a cascading protective 

 structure, readily apparent with the nominal legal tariffs, is no 

longer evident with the implicit tariff avages While the implicit 

 tariff avetage for consumer goods is higher than that fo capitals 

goods or interniediate products, the protection implied through the 

    price systeM for capital goods exceeds that for intermediate 

products. Ifi addition, at thetwo digit level substantial inter-

 industry dlitttehees are abundant 	in the industry averages. 

  

     

  
  
  
  
  

  



   

Table 6 . 1 	 22 

NOMINAL PROTECTION MEASURES 

FOR INDUSTRY AT THE 2 DIGIT LEVEL, 1980- 81 

  
  Nominal Legal 

Tariff 
Average 
Implicit 

Average 

  Industry Implicit 
December 1980 Tariff Nominal 

Protection 

inlng 27.0 -15.9 - 	3.6 
  on-Metallic Minerals 107.5 -22.5 -17.7 
  etallury 54.3 3.0. 10.8 

.achinery 56.3 24.0 58!7  lectrical Equipment 99.1 45.2 81.7 

ransportation Equipment 101.9 16.7 - 	3.7 
 umber & Wood 125.3 - 	8.9 - 	4,3 

ur-niture 148.2 20.0 26.1 

aper 120.2 -19.9 -16.1 

ubber 107;3 -23.3 -15.4 

eatber 156.6 10.0 15.6 

hemicals 	. 50.3 40.7 55.1 
  harinaceutical 	Products 27.9 79.0 97.4 

erfumary 

lastics 

160.5 28.5 35.1 

203.8 14.3 28.9 

extiles . 	167.3 20.6 25.2 

  pparel 181.2 24.2 30.5 

ood Products 107,8 -21.3 - 	3.4 
everages 	 . 179.0 - 	9.9 - 
obacco 184.6 - 3.6 1.3 

rinting & Publishing 85.5 18.1 24.1 

 iscellaneous 87.0 73.9 91.8 

AVERAGES 

• 	
2   Primary Agriculture 53.8 -23.0 - 

Manufacturing 1 	99.4 11.9 29.4 

  . Capital 	Goods 	.1 . 6 83.3 45.5 
Intermediate Products 76.5 5.6 25.2 
Consumer Goods 135.2 13.9 14.6 

Value.added otes: 	 weights 	of 1979 	are used 	for aggregating from the four 
• 	digit 	to 	two 	digit 	level and for computing the more aggregated 

means, 

Includes 	Forestry and Fishing, 	Agriculture, and Livestock and • 	. 	Poultry, 

our cc 
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Those industries with the lowest implicit tariffs are Rubber 

(-23.3 percent), Non-Metallic Mineral Products(-22.5 percent), 

Food Products(-21.3 percent), and Paper(-19.9 percent). Seen as 

receiving the most domestic market protection through the price 

system are Pharmeceutical Products(79.0 percent) ,Mis,cellaneous 

Manufacturing Products(73.9 e\cent), Electrical Equipment(45.2 

percene), and Chemicals(40.7 percent). 

It is clear that such averages as those presented in Table 

6.1 disguise a number of relevant considerations, including that 

of considerable product heterogeneity. Greater detail is provided 

through an examination of the more disaggregated Appendix Table 

A6.1. Within the agricultural sector(Sector 0201) the 

discrimination that agricultural activities receive through 

prices and the commercial policy system is readily apparent and 

widespread. Nearly all products display domestic producer prices 

below, international (i.e., import CIF) price levels. The 

important exception is wheat, for which domestic protection is 

generously supplied through a price support system; the implicit 

tariff for wheat, calculated for February 1981, was 118 

percentJ 6  Excluding the exceptional caseof wheat from the 

.17 

16 While producer prices are set at high levels to stimulate 
domestie pitoduc-tion, the government simultaneously maintains low, 
heaVilt flibgidied prices for domestic wheat consumers through the 
administration of a government wheat monopoly.The rationale of 
this pbliey of subidying domestic wheat consumption is ostensibly 
to cOmbat inflation and benefit low income groups. The consumer 
pric@§ are set beneath the world price level, serving to swell 
constunptictt and imports. The difference between the purchase and 
sales price of wheat is made up through fiscal means. This wheat 
subsidy in recent years has substantially contributed to money 
supply emissions by the government. 
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average implicit tariff.for Agriculture reduces the vpriance around 

the mean considerablyJ 7 

The heterogeneit, of the products included even at the 

disaggregated 5 digit level serves to frequently present high 

standard deviations for the iri 	tariff means reported. While 
N 

much in this regard is evident from Appendix Table A6.1, some 

specific remarks concerning some of the sector&l means and variances 

are in order. With respect to the metallurgy industry, it can be 

noted that for Flat Iron and Steel Sheet (Sector 11021) and 

Rolled Iron and Steel Sheets(Sector 11022) the implicit tariff 

	

    means are -9.9 and -22.2 percent, respectively, with substantial 

	

    staidard deviations. Yet, for both sectors the principle products 

	

   have implicit tariffs near the means, and it is less significant, 

 outlyirig,products that.inflate the standard deviations. 

In the Petroleum Refining Sector(Sector 2003), the products 

are also quite diverse. Listed under Gasoline and Diesel Oils are 
V 

two basic products subject to very different government pricing 

policies. In February 1981 the implicit tariff for gasoline was 

calculated at 175 percent, with domestic prices nidifitained at high 

levels by the government to inhibit consumption. For diesel fuel 

the comparable itpticit tariff was estimated at 11 percent. In 

both these cases, along with those of other petroleum derivatives, 

the prices are set by government fiat 	and, given the'nature of 

17 WithoUfi tiheat the sector mean falls to -19.4 percent and the 
  	standafd deviation drops to 28.9 percent. 
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    petroleum production anq distribuion in Brazil, have little to do 

 with production incentives. With the exception of gasoline and 

nafta, which is priced low to provide incentives to the petrochemical 

 industry, the government policy with respect topetroleum derivations 

is to price them in accordance with interhational price movements. 

      
As is evident from Appendix Table A6.1,.the standard 

 -  deviations around the 4.mplicit tariff means are particularly large 

for the capital goods industries. Undoubtedly product mix 

   considerations and the enormous product heterogeneity inherent 

in these industries goes a long way in explaining the large variances 

 . around the means. Yet, there is another, compelling explanation. 

 
In addition to tariffs and other explicit import restrictions, the 

government has undertaken still other measures to promote the 

 cpaital goods industries. Various credit and fiscal incentive 

measures areprovided, sometimes of substantial quantitative 

importance. 	

In general these measures 	are discretionarily awarded 

by diverse government agencies 	on a product by product and firm 

by firm basis) 8  Thus it 	is 	quite reasonable 	to 	expect 	thereto be 

considerable domestic price variance 	in these 	industries, 	even 

at 	times 	for 	the 	same products. . 

 The distinction between nominally tradable and nontradabl 

goods is fundamentally transportation dosts. While some goods 

 such as raw sugar cane and fresh bread are clearly nontradables, 

the distinction for many products is by no means dichotomous. Some 

18 For a description of these measures and an attempt to quantify 
their impact, see Tyler (1980) . 
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such products are inducted in our sample. Natural protection for 

the domestic market is provided through transportation costs. Since 

in our estimates the international prices are taken to be CIF 

/ 

import prices, the implicit tariffs can not be i.niformly be 

regaxzdedas reflective of international competitiveness. A product, 

or sector, may exhibit a low iikplicit  tariff but some of this may 

merely reflect high transportation costs. The non-metallic mineral 

product manufacturing and beverage industries are especially 

characterized by such high transportation cost circumstances. 

Comparing the nominal legal tariffs with the implicit tari_ff 

estimates it is clear that widespread tariff redundancy exists. 

As can be seen in Appendix Table A6.1, in all but 6 of the 72 nominally 

tradable goods sectors listed at the four digit level the 

nominal legal tariff exceeded the implicit tariff. Inmost instances 

the differences were quite large. With industrialization and 

economic giowth the relative prices of many manufacturing products 

have 	fallen 	resulting in extensive "water" in the tariff 
p 

system. With such redundancy apparent 	it is to be expected that, 

barring tariff reduction incentive schemes, imports are 

effectively lithibited. When the existence of the extensive. nontariff 

barriers is introduced into the discussion, the effective restriction 

of imports becomes even more dramatic. 

the effect of the high, and redundant, tariff levels, along 

with the dsttnsive and intricate system of nontariff barriers, has 
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been to reduce imports 	in many 	industries 	to practically nothing. 

 Viewed in another way 	this 	is 	tantamount 	to baying 	that 

import 	substitution in these 	industries 	is 	complete, 	and has 

 been so 	for 	some time r ? 	Brazil's 	imports have b4en compressed 	to 

consist 	almost entirely of petroleum, some basic 	good 	grains,   industrial 	intermediate goods,?and some, 	generally mo r e 
~ , 

sophisticated, capital 	goods. 	These products 	are 	generally 	admitted   under special tariff 	arrangements. 	This 	compres3ion of 	imports 	by 

the prevailing system of 	commercial policies 	is 	evidenced 	in Table   6.2 at 	the 	two digit 	level 	and Appendix Table 	A6.2 at 	the more 

   disaggregated IBGE 4 digit level.In examining the.ratios of imports 

to total available domestic supply in 1979, only four industries 

 (Machinery, Electrical aitd Communications Equipment, Chemicals, and 

Miscellaneous Manufacturing)indicated •i±ports accounting for 10 percent or 

 more than total available domestic supply. Theimports for many 

industries, particularly those producing durable consumer goods,  are seen to be minuscule relative to domestic production. 

   On the export side, it has been noted that the transportatior 

costs incorporated into the implicit tariff estimates may give an 

 exaggerated notion of export competitiveness, disregarding other 

policies. To be sure, the dramatic increas.s in exports, especially 

of manufacturing products, since the rnid-1960's reflectdecreasing 

   . 19  The aVrage ratio of imports to available domestic supply(i.e., 
domestic production plus imports) for all manufacturing had 
declined from .36 in 1919-20, to .20 by 1939, and to .06 by 1964.   In 1964 these ratios for individual 2 digit industries exceeded 
.10 for citily the machinery,chemicals, and miscellaneous 
manufacturing industries. For a discussion bee Tyler(1976),pp. 
67-77.   

  



Table 6.2 
	 t 

   RELATIONSHIP BETWEEN TRADE AND OUTPUT 

FOR MANUFACTURINC,2 DICIT LEVEL-1970 AND 1979 

 Industry 

 i-Metallic Minerals 

:allurgy 

 binery 

ctrical \Equipment 

ins por tation Equipment 

aber f, Wood 

:niture 

  ber 

ithe r 

  
irrneceutical Products 
fumary 

  astics 
ctiles 

  
d Products 

 ;erages 

)acco 

 
inting & Publishing 

3cellaneouS 

   
Total 

Ratio of Imports 
toTotal Available 
Domestic Supply 

(M/(X+M)) 

	

1970 	 1979 

* 	 / 

	

.027 	 .024 

	

.100 	 .046 

	

.284 	 .195 

	

.14 	.141 

	

.078 	 .036 

	

.004 	 .010 

	

.001 	 .001 

	

.086 	 .049 

	

.029 	 .044 

	

.OQS 	 .026 

	

.156 	 .118 

	

060 	 .081 

	

.022 	 .012 

	

.005 	 .003 

	

.006 	 .006 

	

.008 	 .003 

	

.009 	 .051 

	

.045 	 .013 

	

.000 	 .001 

	

.023 	 .020 

	

.217 	 .211 

	

.080 	 .068 

   

Ratio of Exports 
to Output 

(E/x) 

1970 1979 

.008 .018 

.032 -- 	.183 

.036 .142 

.014 .044 

.007 .099 

.142 . .089 

.003 .008 

.009 .077 

.009. .034 

.135 .213 

.057 
4.. 

.114 

.008 .025 

.002 . 	.011 

.001 .008 

.074 .065 

.010 ..074 

.133 .. 169 

.003 .018 

.115 .221 

.003 .006 

.022 .077 

.057 	.111 

urce: Appendix Table A6.2. 	     
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 levels of policy discrimination 	against export activities and 

increased export competLtiveness. At the same time, however, it is 

 evident from Table 6.1 and Appendix Table .A6.1 that many sectors 

still do in fact suffer economic policy discrimination. Domestic 

 prices for many products are systematically kept 	beneath 

international price levels through the use of price controls, 

 export taxes, and export rest4ctions. Agricultural jroducts, for 

example; are subject to payment of the 1CM tax for exports, a 

 practice which was elimated in the late 1960's for manufactured 

   
exports. Specific de facto export taxes also prevail for a number 

individual products such as coffee and minerals. In addition, an 

   
involved system of export restrictionsand licensing exists for 

many produèts. The bureaucratic justification for such 

 discrimination against export activity is almost always the 

stated desire to satisfy the domestic market at lower than 

 international prices for reasons of equity, inflation repression, 

and industrial promotion. The result is that the exportable surplus 

 .. 	 . 	

20 
mentrlity, observed in Brazil during the 1950's 	, still exists 

for many basic products. Within the manufacturing sector by 1979, 

 despite the observed rapid export growth, there were .few 	- 

industries where exports accounted for more than 10 percent of 

 output. (Tablo 6.2) 

The con1uion from the analysis is inescapable. At least, and 

 especially, On the import side, commercial policies in Brazil ha 

   transformed litany nominally tradable goods into another type of 

analytically distinct goods. These goods can be regarded as pesudo 

 nontradabi:e. dOttimetcial policies of the type pursued in Brazil 

 20 See LeEr (1967). 	 - 
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  H 

 have link between severed 	the international and effectively 

domestic 	prices. The 	traditional 	partial equilibrium analytical     framework, 	where international 	prices, 	in conjunction with 	trade 

 policy instruments, are taken to determine domestic prices for 

tradable goods, is of little usefulness in analysing domesttc price 

   formation in Brazil 2 } These goods, or at least many of them, are no 

'N longer in effect tradable goods but rather pseudo-nontradables, 

 whose prices, like other non-tradables, are determined by domestic 

demand and supply conditions instead of international prices and 

 trade tax equivalents. 

   IV. ADJUSTMENTS FOR CREDIT AND FISCAL PRODUCTION SUBSIDIES: 

IMPLICIT NOMINAL PROTECTION ESTIMATES 

   The estimated implicit tariffs can not be considered measures 

of nominal protection for domestic market sales. To do so would 

 understate the nominal protectibn afforded in the domestic market. 

Domestic production subsidies, brought about through credit or 

fiscal mechanisms, constitute production incentives since they serve 

to increase profitability at a given domestic price. It is therefore 

 necessary to ilude such subsidies in our estimates of nominal 

 
 implicit protedtion1 

0 

 First, to handle production subsidies conceptually in our   
estimates some assumptions must be made regarding average, or unitr 

profitability4 At a given domestic FOB factory price P . total 

21 Analytidai1y, the divorcing of domestic prices and international 

 . 	prices fdt thätiy nominally tradable goods also undermines the 
usefuihd§9 Of many of the two sector open economy models, along 
Munddi lines, involving the distinction between tradable and 
nonttadable goods. With Brazilian style trade policies some goods 

 can flLpflop back and forth between the two sectors. -. 
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profits for the price-taking firm are written as 

 (6.3) 	Tr= P DJ - C(Q) + S D . 

 H Assuming 8D• - the domestic subsidy amount- to be proportional 

to output Q, we can write 

 8 Dj 	5DjP DjQJ 

 where s 	 can be regarded as the total domestic subsidy rate for
Di 

product j. Accordingly, unit profits can be expressed as 

(6.5) 	¶/Q = p. (l+sDi) - 
	C(Q) 

  
While this 	specification separates production subsidies from 

 the more customary supply-side considerations, it allows us to 

   
  iew the domestic price and subsidy rate in an analogous fashion 

with respect to profitability. To maintain unit profitability 

   
domestic prices and the subsidy rate can be substituted in accordance 

with Equation (6.5). 

    This 	reltiot1ship 	allows 	us 	to extend 	the basic 	implicit 

   tariff fratheiork by 	incorporating direct production subsidies 	into 

a more generaiLed measure of nominal impliit protection 	(p 	.). 
I -] 

It is 	exprened as 

P 	.(l+s 	.) 
(6.6) 	P1gpj 	 - 

  
This 	con&ept provides 	a measure of the impact 	that 	economic policies, 

 at a 	giVéfi Official 	exchange 	rate, have on imparting nominal 

protection 	to 	product 	5 	relative 	to the import 	CIF price: It is 

 this measure that we have employed in our analysis. 

  
                 



  
    

The actual measurement of 	the domestic market subsidy rate 

for 	different sectors 	at 	a 	disaggregated level 	is 	exacting  (SD) 

and 	requires 	a number of unfortunately rather arbitrary assumptions 

in view of 	the data 	availability 	limitations. The basic 	fiscal 	and 

credit 	subsidy schemes 	have been described above 	in Chapter 	5, 	and 

 Tables 5.1 and 5.3 provide som\ general indications of their 

aggregated magnitude. Our task here is to disaggregate both the 

 . 	fiscal and credit subs{dies to the 4 digit leve'. 

 Turning first to the fiscal incentives, it can be noted that 

   
these incentives take various forms. The major type of fiscal 

• 	incentive granted by the government is the reduction or exemption 

   of import duties for government approved projects. Since these 

• 	benefits do not formally constitute production subsidies, they have 

   been excluded from our 	
22 

adjustments. 	The fiscal credit for steel 

producers, based upon 95 percent of the IPI, was estimated from the 

 1979 fiscal credit total and output data at 2.5 percent of steel 

product outputs. For the capital goods industries two fiscal 

 credit programs were relevant for domestic market sales. As 

described in Chapter 5, a discretionary system of. fiscal credits 

    related to the I?! exists for approal capital goods under D.L. 

1335. For the products included this constitutes a direct 

 22 	 . 	. 	. 	- 	. .. 	. 	 . 	. 	.. 	.. 
Since duty free imports at an overvalued exchange rate imply a 
subsidy, it can be noted that there is in fact a subsidy element 

  

	

 .involved to the extent that the degree of the prevailing exchange 
race overvaluation exceeds, that of the tariff reduction, There 
is no straightforward way, however, that such a consideration 
can be incorporated into our estimates. 	.... - 

   . 

     
  



   
  

                   

  
   roduction subsidy. While these subsidies can conceivably range up 

to 20.7 percent, as measured on a value of product basis, in 

   practice the benefits are not awarded on a widespread basis. 

Comparing the total fiscal credits granted in 1979 under the 

 program with output data, we have estimated an aVerage subsidy 

rate of 2 percent on a value of product basis. A more widely used 

 fiscal incentive for domesticjcapital goods sales is an. accelerated 

depreciation provision in the income tax laws.. A previous study 

   has made a rough estimrite of the magnitude of this incentive, and- 

it is this estimate that we have employed. 23  In general, there 

 have been few revisions in the relevant fiscal incentive schemes 

during the period 1978-81. It therefore seems reasonaile to use 

 . 
	 c 

incentive estimates made with 1978-79 data to approximate the 

fistal incentives for the 1980-81 period. 

 In comparison with 	the 	fiscal 	incentives, 	the 	credit subsidies 

are more 	involved, 	more 	extensive., 	and 	even more 	difficult to 

 estimate on a4 	digit 	level. 	These 	subsidies 	result 	from the 

ability of 	producing 	firms, 	or 	farms, 	to obtain loans 	at interest 

 rates beneath what would constitute fre market rates. A realized 

credit 	subsidy 	rate 	can be 	estimates 	as: 
CR 

 (6 
5 CR 	CRJ- 	i-i' = 	 - 

- 

) 5CRj 	 1+i 
X. 	 X. 

3 	 1 

  
•w 

23 
See Tyler(1980). 	With 	the present 	tax rates,and under assumptions 
concerning 	general 	profitability, 	it has 	been estimated that 	this 

 incentive amounts 	to 	S péicent on a value of product basis. 
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 where 
	

total amount of credit subsidy for firm or product j 

   QC Rj 	loan amount 

x. 	= output of firm or product j   
i 	= market interest rate 

P 	= Subsidized interest rate. 

The 	last 	expression on the right hand side of equation (6.7) 

can be regarded as the credit subsidy rate. 	- 

 . 
The credit subsidies in the agriculturj and livestock sectors     of the economy are presently of considerable magnitude. For years 

it has been a.government Policy to intentionally provide the rural    sector with subsidized credits, but with the acceleration in the 

 inflation,, in part itself due to the extension of gricultural 

credits, the amount of the subsidies grew rapidly in the late 

  	
24 

1970?S. We have estimated the 1980 agricu1trj and livestock 

sector realized credit subsidy rates to be equal to 21.1 percent 

   f output. 25 

   —_L________ 

25 
For good discussio ns 

see Sayad (1978) and Resende (1980,1981)  , 
The credit subsidy rate, as opposed to the realized credit subsidy rate, , 

was estimated at 39.1 percent.ourestimate s  have been based on assumed market rate of interest for 1980 Of 115.2 percent-5 
percent above the increase in the';.generai. price index,a'realized    nominal interest rate for agricultural and livestock loans of 31.0 
percent,loan balance amounts in the banking system,and production 
and income etiates.These data,aiong with alternative credit 

   subsidy estitnatet,are presented and discussed in the on-goin
g research of 

Gervasio Castro de Resende and Milton da Mate entitled 
"Crdito Agrtcoia no Brasjl".Their subsidy estimates while 
comparabl e , are slightly higher than ours.   

  



  
    Our difficulty with using such an estimate stems from the 

 fact that it is, by its nature, an average. The actual provision 

of agricultural credit through the banking system, most notably 

 the Banco do Brasil, is extremely lopsided. Favored crops, 

including most of the major export crops, account for 

disproportionately 	large 	amounts, of credit, 	while 	other 	products,   
such as the basic 	foodstuffs of mandioc,beans,and potatoes, 

 receive little. 	Moreover, 	as to be expected with 	such 	a 	subsidized 

credit bonanza and 	its 	implied credit rationi'hg, 	the 	recipients 

 of such governmental 	largess tend to be 	large 	firms. 	Ferreira 

(1981) has 	estimated 	that 	in 1975 in the Northeast only 4 percent 

of 	the credit went 	to farms of 50 hectares 	or 	less. 

The average industrial sector realized credit subsidy rate 

 was estimated in an analogous manner to that for' agriculture'and 

- livestock. Central Bank accounting and reports list loan balances, 

 according to major sectors of the economy, for the consolidated 

banking system. From such information loan activity is approximated 

 for the industrial sector as ,a whole.The average credit subsidy 

rate, givefi presumed free market interest rates, monetary correction 

 factors, and observed nominal interest rates,was estimated as 25.7 

percent. Adjueting for loan activity as a ?proportion  of output, the 

 average realized credit subsidy rate for industry was calculated 

to be equal to 10.3 percent. No inclusion was made for investment 

 credits through the investment banking, as opposed to commercial 

banking, aygtem4 As such, our estimates may be conservative, 

 although it Cat be argued that it is current production credits 

rather than investment credits which are at issue. 
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 The individual 4 	digit 	level 	industry realized rates were 

 estimated in a 	qualitative, 	but necessary, fashion. 26  Five 

categories 	of 	credit preference through 	the commercial banking 

system were 	assumed 	fri relation to 	the 	average:' They are very 

low,low, average, high,and very high. Expressed as multiples of 

   the average realized credit sbsidy rate, the multiples were 

assigned values of 0.5,0.75,1.0,1.25, and 1.5, respectively. Thus 

 the realized crdit subsidy rates were taken to range from a very 

low of 5.1 percent to a very high of 15.4 percent. In consultation 

 with bankers and businessmen, the individual sectors were then 

each assigned a preference category and consequently a realized 

 € credit subsidy rate. 

Another type of important credit incentive has to do with 

 suppliers' credits for domestically produced capital goods. 

FINAME has in recent years liberally provided such credit, 

  financing at subsidized interest rates approximately two-thirds 

of domestic capital goods sales. The effect of these credits is 

 to make domestically produced capitl goods more comFetitive.  For 

1978 the net price effect of these incentives was estimated at 

 8.8 percent on a value of product basis (Tyler,1980) . Although 

these incentives increased in 1979 and 1980, we have elected to 

 use the more conservative 8.8 percent figure. Consequently our 

estimates may be somewhat downward biased 	for the capital goods 

 industries. 

 26 Lendihg edeiVity data are simply not col1eted on a highly 
disag?eated basis. 
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The domestic markeb fiscal and credit production subsidies, 

  
 

including elements permissable under'GATT practices, have been 

combined additively into an overall domestic subsidy rate,i.e., 

   5 IDj 	5 FISj + 5CRj 
• Sôbsequently, the implicit'nominal 

protection rates were computed in conjunction with the estimated 

   inplicit tariffs. The results re presented in the last column in 
N. 

Tables 6.1 and Appendix Table A6.l. The implicit nominal rate of 

   protection for manufacturing as a whole is seentobe 29.4 percent.. 

In some cases the domestic production subsidies provide for 

 substantial increases in implicit protection relative to the 

implicit tariffs. A particularly noteworthy feature, observed in 

 ..  Table 6.1, is the reversal of the cascading protection structure 
evident from the legal tariffs and, to a lesser extent, from the 

 implicit tariffs. The greatest implicit nominal protection exists 

for the capital goods industries, followed by the intermediate 

 gpods industries and finally consumer goods. It is precisely such 

a structure that one would expect given the governments' stress 

in recent years on import substitution in the capitalS and 

intermediate producing goods industries. 

  
While the rates of implicit nominal protection provide a 

 . view of the country's protective system for the domestic market, 

 a still more comprehensive view can be obtained by incorporating 

the effects of protection on a given sector's inputs. For such 

 an analysis an effective protection framework is necessary, and it 

is to this question that we now turn. 

   . 

  
          



   
  

IMFLICIT TAIl) EN CALCULAT IC FOR 4 AND 5 a IGIT Lr.vri. INOUSTII IFS. 

1980 - 81 

  
Industry 

4 	and 	S 
Digit   Codes 

0101 Forcatry 	and 	Fish) ng 

010%) Logs 

01012 Firewood 	8 	Charcoal   01013 FlaIr 	& 	Shellfish 

01014 \ 	Other 	Forestry 	& 	Fishing 

  0201 Agriculture 

02011 Cot fed 	Beans   02012' Sugar Cane 

02013 Seed 	Cotton 

02014 Husked 	Rice 

  02015 Wheat   02016 Beans 

02017 Tobacco 

02018 Vegetables 	& 	Fruits 

  02019 Other 	Agricultural 	Products 

0301 Livestock 	and 	Poultry 

• 	03011 Live Poultry 	& 	Eggs 

03012 Cattle & 	Svine 

  03013 'Unprocessed 	Milk 

03014 Other 	Livestock 	& Poultry 

0501 Mining 

  05011 

05012 

Metallic 	Mincral 	Mining 

Non-Metallic 	Mineral 	Mining 

0502 Combustible Mineral 	Extraction 

05021 Petroleum & 	Natural 	Gas 

 05022 Coal 	4 	Other Mineral 	Fuels   1001 Cement 

010011 Cement 

  1002 

10021 

Class 	Products 

Sheet 	Glass 

10022 Glass 	Containers 

10023 Other 	Glass 	Products 

 tOO) Other 	Non-Metallic 	Miniral 	Products   10031 Other 	Non-Mstsllic Mineral 	Products 

1101 Pig"iroo, 	Iron Alloys 	& 	Primary 	Steel 

11011 Pig-iron 

Steel 	ingots 	& 	Iron 	Alloys   1

11012 

102 Iron 	& 	Steel 	ilreete 

11021 Flat 	Iron 	S 	8teel 	Sheets 

11022 Rol lcd 	Iron 	8 	steel 	Sheets 

  11023 Scrap 	Metal 

1103 tron 	a 	Steel 	Castings 

11031 Iron 	& 	stildl 	CAstingS 

1104 Mon-FerrouS 	8ebai)   11041 Coppdt 

11042 OtIrit 	h'UiiFeltuUs 	Metals 

  

Implicit Tariff Calculations 
Nominal Ler;" 

Tariff Numb cm 	I Average Standsrd 

Products in Implicit Deviation 
Sample Tariff 

(2) (n) 

80 7 ' 	-41.2 28' 

86.7 1 -22.5 -- 

32.5 1 -32.7 

-40.0 2 -34.6 6.1 

9 3 	, -54.6 44.0 

58.5 29 -17.1 37.1 

0.0 1 -35.4 -- 

55.0 -- ' 	o.t) -- 

0.0 1 -13.0 -- 

45.0 1 -10.1 -- 

45.0 1 117.9 -- 

55.0 2 01.3 8.8 

155_0 2 -36.7 , 	19.3 

97,9 11 -18.4 37.3 

73.0 10 -28.2 18.0 

27,9 6 	' -24.3 10.7 

110.0 2 -21.8 15.5 

15,8 2 ' 	-27.7 01.3 

0,0 1 -11.2 -- 

85.5 1 -35.6 -- 

28.7 15 -16.7 35.4 

6.0 5 -32.5 52.8 

53.7 10 -15.5 34.8 

iii 

13.3 1 '0.0 -- 

2.2 1 -27.3 -- 

48.1 2 -34.1 21.0 

48.1 2 -34.1 ' 	21.0 

123.4 6 19.5 85.2 

71.8 4 -18.4 39.2 

145.0 2 95.1 120.3 

143.8 n.a? n.a.2  -- 

120.8 	' U -27.5 63 

120.8 11 -27.5 63.2 

• ill ILl 
70.0 1 -32.9 -- 

37.6 4 - 	8.9. 41.2 
-Sr 

37.4 16 , - 	8.5 32.3 

38.4 5 - 	9.9 36.9 

37.5 6 -22.2 35.2 

16.6 5 9.5 17.7 

95.9 3 31.3 65.3 

95.9 3 31.3 65.3 

44.5 $ -19.2 96.9 

44.0 6 -14.3 25.4 

I ci p Ii c i t 
Nom i nfl 1 

Protection 

(2) 

-38.2 

0.4 

4, 

- 8.3 

- 3.9 

- 0.4, 

-25.7 

-23.8 

- 0.5 

•', 	5.5 
C- 

- 3.6 
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A91einlix Table 	A6.I(cuntinued) 
- 

   IMPLICIT 	TARIFF 	CALCULATIONS FOR 	6 	AND 	S 	DIGIT LEVEL 	INL1IISTIIIIIS, 

1980 	- 	81 

- ImpI id 	t Tnrtft 	Calculations Implsctt   4 	and 	S Nominal 	LeonI Noeinnl 
Digit Industry Tariff or Averase Standard 

ProtectIon 
Codes 1980 Productsin Implicit Deviation 

Sample Tariff 

(ii) (2) (2) (2) 

  Miscellaneous 	Metal 	Products 
10

itOs 105.7 20 .3 33.2 27.2 

11051 Iron 	& 	Steel 	Wire 38.5 1 - 	13.4 -- 

11052 Iron 	& Steel 	Forgings 107.5 2 -16.4 16.1 

11053 Tin-plated 	Cans 55.0 1 -25.3 --   11054 Other 	Metal 	Products 119: 16 15.7 35.5 

1201 Pumps 	and Engines 58.8 17 17.1 65.7 50.6 

12011 Pumps 	and 	Engines 58.8 17 17.1 65.7 

  1202 Machine 	l3 arts 58.1 30 85.1 83.8 138.0 

12021 Bearings 60.0 na. 

12022 Power 	Transmission 	Equipt. 55.9 n.a. 

12023 other 	Machine 	Parts,inc, 	Tools 58.1 30 85.1 83.8 

1203 Industrial 	Equipt. 	A 	Machinery 51.8 22 29.5 73.2 56.5 

12031 Industrial 	Equipt. 	& 	Machinery 51.8 22 29.5 73.2 

1204 Agricultural 	Equipt .6 	Machinery 42.0 10 -18.3 8.6 5.1 

12041 Agricultural 	Equipt. 	& 	Machinery 42.0 10 18.3 8.6 -   12 05 Office 	& Domestic 	Use 	Equipt 	8 	Mach. 130.4 10 -10.8 23.9 3.5 

12051 Office 	Equipt. 	A Machinery 58.9 4 18.3 7.3 

12052 Kous ehotd 	App' ianc es 159.4 6 - 	5.8 30.3 

  1206 Tractors 43,5 6 -47,8 23.0 32.9 

12061 Tractors 41.3 6 -47.8 23.0 

1301 Electric 	Energy 	Equipment 72.2 2 - 	3,0 11,0 24,7 

13011 Electric 	Energy 	Equipment 72.2 2 - 	3.0 11.0 

  1302 Electric Wire i 	Cables 68.8 5 12.9 4.0 15.2 

13021 Electric 	Wire 	I 	Cables 68.8 5 12.9 4.0 

1303 Electric 	Equipment 88.5 17 49.1 48.7 91,7 

  13031 Electric 	Motors 	I 	Censrators 62.6 1 -11.3 -- 

13032 Electric 	Material 96.3 16 52.9 47.6 

1304 Electrical 	Machinery 	& 	Appliances 61.1 16 34.7 84.7 

13041 Electrical Machinery & Appliances 61.1 16 34.7 84.7 4 

  1305 Electronic 	Equipaent 55,4 11 95.4 69.3 152.6 

13051 Electronic 	Equipment 55.4 11 96.4 69.5 

1306 Communications 	Equipment 144,1 4 63.2 115,0 

13061 Tetevieion.Radiol Reccrd Playing Euipt. 176.9 2 -22.0 44.1   13062 Other 	Communications 	Euipt. 68.4 2 148.4 	. 93.3 

1401 Automobiles 126.3 S ° 	23.2 9.1 '-153 

14041 Auromobiles 126.3 5 -23.2 9.1 

   

1402 Trucks 	and 	Buses 63.5 3 -46.2 2 36 39.3 

14021- Trucks 	and 	Buses 83.6 - 	3 -46.2 3.6 

1603 Motors 	& 	Vehicle 	Parts 112.5 3 -15.5 1.9 9 . 1 

14031 Motors 	& Vehicle 	Parts 112.5 3 15.5 1.9   1404 shipbuilding 27.0 3 19.6 12.7 53.1 

14041 Sliipe 	& 	Boalii 27.0 3 19.6 12.7 

1405 Railway 	Equipt.i 	0ihe 	Vel,icle 63,5 - 	4 -6.4 32.3 20.4 

  14051 - 	Railway 	Rdiiihg 	Siock - 	39.3 3 -21.7 12.6 - 

14052 Other 	VehIclel 84.0 i 39,6 -- 

1601 Wood 125.3 8.9 40.1 

15011 Lumber, 	PlywoOd 	4 	Vaneer II?.? - 	1 33.6 -- i   15012 Wooden 	Euxes 	& 	Ceates 170.0 n.e. no. -- 

15013 Othef 	Wood 	Products till 3 -23.1 34.8 

  
           



    

   
  

4 and S 
Digit 

1601 

 
16011 

1701 

17011 

1702 

 17022 

1703 

17031 

 
17032 

1801 

18011 

16012 

  1901 

19011 

2001 

20011 

  	2001220013 

2002 

 
20021 

2003 

20031 

20032 

  	20033 20034 

20035 

20036 

  2006 
20041 

2005 

20051 

  	2005220053 

2006 

   
20061 

20062 

2007 

20071 

  2006 

20081 

20082 

2101 

  	2101121012 

2201 

22011 
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tMI'L IC IT 	TAR Ilk 	CALC IILAT I ONS 	FOR 4 	AND S DIGIT lEVEL 	3 	DUSTR 1 iii, 

1980 	- 	81 

Implicit Tariff 	Calculations 
Nominal 	Legal 

Industry 
Tariff Nusth.'r 	of Average Standard 

- Products 	in Implicit Deviation 
- 	Sample Tariff 

• (2) 	• (n) (fl (2) 

Furniture 148.2 2 20.0 21.2 

Furniture 148.2 2 20.0 21.2 

Wood Pulp 34 	5 1 -37.? -- 

N. 	Wood 	Pulp - ;;-:\ 1 -37.7 -- 

Paper 85.2 B -9.0 41.7 

Paper 85.2 8 - 	9.0 41.7 

Paper 	and 	Paperboard 	Products 166. 1 32.4 

Paper 	& 	Paperboard 	Boxcs,etc. 175.0 n.m. -- 

Other 	Paper 	& 	Paperboard 	Products 125.1 1 -32.4 -- 

Robber 107.3 3 -23.3 7.2 

Tires 	& 	Inner 	Tubes 85.0 2 -20.9 8.2 

Other Rubber Products 158.8 1 -28.2 -- 

Leather 	& Leather 	Products 156.6 1 10.0 -- 

Leather 	& 	Leather 	Products 156.6 1 10.0 -- 

Chemical 	Elements 	& Compounds 33 , 3 66 55.1 62.9 

Caustic 	Soda 33.0 1 -33.2 -- 

Soda 	Ash 30.0 1 36.3 -- 

Inorganic 	& Organic 	Chemicals 33.7 64 56.7 62.8 

Alcohol 160.0 3 -9.3 12.3 

160.0 3 - 	).3 12.3 Alcohol 

Petroleum Refining 	 - 22. 8  !L_ 1 6
.:

1  60.5 

Gasoline 	& 	Diesel 	Oil 0.0 2 93.2 116.2 

Fuel 	and 	Lubricating Oils 40.0 1 0.0 -- 

Naphta 20.0 1 -34.2 -- 

Liquid 	Petroleum Gas 0.0 1 - 	1.7 -- 

Other. Petroleum Refining Products 58.4 1 11.9 -- 

Petrochemicals 31.9 31 24.9 59.1 

Coke 	6 	Coal 	Derivations 18.0 5 47.3 54.7 

Coke & Coal Derivations -18.0 5 -47.3 54.7 

Chemical 	Resins 	& 	Fibers 88.7 ±.! 64.2 8  21.: 1 

Polyetliylene,FVC 	& 	Other 	Resins 71.2 35 66.7 84.6 

Synthetic 	Yarns 	S 	Fibers. 103.0 12 63.6 20.3 

Synthetic 	Rubber 59.1 1 11.7 -- 

Vegetable 	Oils 	&011seed 	Products 4 7. 8 2 	0 -46.5 8.0 

Crude 	Vegetable 	Oils 66.8 1 -40.8 -- 

Other 	Oilaeed 	Products 18.6 1 -52.1 .,r 	-- 
# 

Pigments 	and 	Painta 89.4 4 42.1 	- 90.9 

Pigments 	and 	Paints 89.4 4 42.1 90.9 

Miscellaneous 	Chemical 	Products 52.2 20 71.1 104.0 

Fertilizers 	 - 7.9 4 17.8 26.9 

Other 	Chemical 	Frepirationa 77.9 16 84.4 112.3 

Pharmeteutical 	Produt8 27.9 20 79.0 

Basic 	Plsarmkdeukitái PrbdddtA - 29.5 17 - 	 65.6 90.0 

Dosed 	Plidrthddeistiëdl I tuduc te 27.8 3 155.1 19.1 

Perfumery 	& 	SNajIS 	 - 1 i0_ 5 
	 - .1 28.5 1 2..:1 

Perfuma'V 	4 	!idds 160.5 1 	 8 28.5 17.3 

      



1'1pJirit Tariff 	Calculations 

NusJ,er 	oJ Average Standard 
roslue ta 	in Implicit Deviation 

Sample. Tariff 

(n) (I) Cl) 

4 .1 14.3 43.4 

n.e. na. -- - 

fl 	a. 

4 

n . a. 

14.3 

-- 

43.4 

-5.0 -- 

1 -5.0 -- 

5.11. 

10 15.3 16.1 

10 15.3 16.1 

19 . 	21.7 14.6 

10 22.5 17.9 

9 20.8 1.0.8. 

3 26.0 11.6 

n.e. 

12.9 -- 

30.0 -- 

35.0 -- 

7 23.1 13.2 

7 23.1 13.2 

2 27.5 3.5 

2 27.5 3.5 

-38.6 .4.5 

-386 4.5 

-41.7 -- 

1 -41.7 -- 

1 -23.8 -- 

1 -23.8 -- 

2 -28.3 2.3 

2 -28.3 2.3 

6 23.3 34.4 

2 21.4 11.6 

4 24.3 43.8 

6 6.2 59.4 

2 -25.4 6.4 

3 55.1 27.1 

I • 	-77.2 -- 

2 - -10.5 	-.. 

- 
10.7 

•Tr 
2" -10.5 10.7 

I - 	2.4 -- 

1 - 	2.4 -- 

7 64.2 66.9 

2 62.6 3.8 

92.7 52.5 

2 3.1 1.8 

2 3.1 1.8 

1 -71.1 -- 

1 -71.1 -  -

leplI cit 
No si I nell 

Protection 

(I) 

28.9 

- 0.2 

71 .2 

27.9 

32.4 

29.4 

34.0 

-29.1 

-32.7 

-19.9 

-24.6 

-29.6 

11.6 

- 5.9 

6 

72.6 

-47.2 

-69.6 

Appendix Tohlc Ab.1(coutiiiue.i) 	 Al 

      IMPLICIT TARIFF CALCtIl.ATItNS FIll 4 AND 5 nhi:li LI•:vFL INOIJSTRIES, 

1980 	81 

IBLE Nominal 	Legal 
4sad 	S Tariff 
Digit Industry 1980 
Codes 

Plastics 203.8 

2301 
23011 Plastics 	Sheets 2050 

23012 Plastic 	Wrappings 205.0 

23013 Other 	Plastic 	Products 202.4 

2401 
24011 

Basic 	Textile 	Processing 	Products 
N - 

Ungsnned 	Cotton 	& 	Other 	Nat .Fshvrs 

71 	4 

71 

24012 Cottonseed 	I 	Other 	Textile 	Residues 662 

2402 

24021 

1ynthetic..FiJser 	Textile 	Products 

Synthetic 	Fiber 	Textile 	Prcducta 197,8 

2403 Natural 	Fiber 	Textile 	Products 

24031 Cotton 	& 	Other 	Nat.Fiber 	Yarns 105.9 

Natural 	Fiber 	Fabrics 	5. Products 194,9 

24032 
2404 Other 	Textile 	Products 173,0 

24041 Coth 	Sags 2050 

24042 Knitwear 	& 	Hosiery 1961 

special 	Fabrica 169.4 

24043 
24044 Finished 	Yarn 	& 	Fabric 	Products 0.0 

2501 Apparel 185,3 

25011 Apparel 1853 

2502 Footwear 	. 170.0 

25021 Footwear 170.0 

2601 Coffec 	Bean 	Products 60.0 

Coffee 	BeanProducts 	 . 60.0 

26011 2602 Processed 	Coffee 	Products 72.5 

26021 Processed 	Coffee 	Products 72.5 

Processed 	Rice 50.0 

2603 

26031 Processed 	Rice 50.0 

2604 	. Wheat 	Flour 	 . . 100.0 

26041 Wheat 	Flour 100.0 

Other 	Vegetable 	Products 127.7 

2605 
26051 Cereals 	6 	Starchea,exc.Wheat 107.6 

26052 Other 	Proces sad 	Vegetable 	Products 151.8 

Heat 	Products 	 . 64.0 

2606 

26061 Freshor 	Frozen 	Heat 46.1 

26062 Prepared 	& 	Preserved 	Heat 115.8 

26063 Raw 	5 	Salted 	Hides 41.9 

Poultry 	Products 100.2 

2607 

26071 Poultry 	Products 100.3 

2608 Prepared 	Fish 	Products 137.8 

26081 Prepred 	Fish 	Products 137.8 

Dairy 	Products 	 . 119.0 

2609. 
26091 Proceesed 	Milk 	. 99.6 

26092 Other 	Dairy 	Prddisd€i 165.5 

Crude 	Sugar 	Products 75.2 

2610 

hIOl Crude 	Sugar 	Plodiiiif.. 75.2 

2611 Refined 	Sisgil 	 . 1I0.0 

26111 Refined 	Odi 110.0 

  
                     



  
   

Appe adis 	Table 	A6.l(contlnurd) 

   IMPLICIT 	TARIFF CAI.CUIAT iONS 	FOR 	4 	AN') 5 	II1GIT 	lEVEL 	tNP1!STRIES, 

  .1960 - 	SI . -- 

Implicit 	Tariff Calculations 
18Gb Nominal 	l.egl Implicit 

and 	S Tariff Number of Average Standard Nominal 

Digit Industry 1980 Products 	in 1m1.ticit Deviation Protection 

Codes ( Sample Tariff   CX) (n) CX) CX) () 

2612 Nakary 	& 	Pastry 	Products 169.3 3 -45.8 286 430 

26121 zredd 	5 	RolLs 164.4 n.t. 

26122 Noodles, 	Biscuits, 	etc. 1764 3 45.6 	• 28.6   2 613 Bdiblo 	Oils 	& 	Pats 75 2 .3.1 .1.8 8.4 

26131 EdibLe 	Oils 	5 	Fats 75.2 2 3.1 1.8 

2614 Other 	Food 	Products 115,4 15 -23,4 18.4 19.5   26141 Animal 	Feeds . 	53.2 2 -33.5 7.3 

26142 Other 	Food 	Products 164.8 13 -21.6 19.3 

2701 Beverages 121' 0  ._1_. -._12. id.  5.3 

27011 Beverages 179.0 2 - 	9.9 3.7  , 
2801 Tobacco 	Products 184,6 1 -3.6 -- 1.3 

26011 . 	Tobacco 	Products 184.6 1 - 	3.6 -- 

2901 Publishing and 	Printing 855 2 18.1 60.5 24,1 

  29011 Newspapers 	S 	Books 112.8 . 	2 18.1 60.5 

29012 Printing 	A Graphics 00 

3001 Miscellaneous 	Manufactured Products 	 !LP.  42 73,9 105.6 91,8 

Total 676 

 Notes: I. noatradable 	products 

not 	available . . 
For 	the 	purposes 	of 	the 	affective protection 	estimates the 	implicit 	tariff for coffeo bean products 

Sector 	2601) 	was 	taken 	to be 	a 	simple mean between 	coffee beans 	(02011) and 	processed:coffee producte(26021). 

Sources: The nominal 	tariff 	averages 	were gensrsred 	from materials kindly 	furnished by ltonirio 	Kume from his 

on-going 	research 	at 	!UNCEX, entitled 	Quantificsçao 	da Proteçao 	Eferiva Apis do 	Pscote de Desert 	- * 

  bro 	de 	1979 	C 	Simulaçoes 	da 	Politics Tarifiris'. 	The 	implicit tariffs 	rates of 	implicit 	nominal protection were 

estimated 	as 	described 	in 	the text. 

  

  
    

         
         



   

  
  

TBGE 
4 Digit 

Code 	 Industry 

0101 Forestry and Fishing 

Agriculure 

0201 
0301 Livestock and 	Poultry 

0501 Mining 

0502 Combustible Mineral 	Extraction 

Cement 

1001 
1002 Glass 	Products 

1003 Other Non-Metallic Mineral Products 

1101 Pig-Iron, 	Iron Alloys 	8 	Primary Steel 

Iron 8 	Steal 	Sheets 

1102 
1103 Iron 	& 	Steel 	Castings 

1104 Moo-Ferrous Metals 

1105 Miscellaneous Metal Products 

Pumps and Engines 

1201 
1202 Machine Parts 

.1203 Industrial Equipment 	& Machinery 

1204 Agricultural Equipment 	& Machinery 

Office & Domestic Use Equipmant & Mschinory 

1205 
1206 tractors 

1301 Electric Energy Equipment 

1302 Electric 	Wire 	& 	Cables 

Electric Equipment 

1303 
1304 Electrical Machinery 8 Appliances 

1305 Electtonic Equipment 

1306 Communications Equipment 

Automobiles 

1401 
1402 trucks and 	Buses 

1403 Motors 8 Vehicle Parts 

1404 Shipbuilding 

Railway Equipment 	8 Other Vehicles 

1405 
1501 Wood 

1601 Furniture 

1701 Wood Pulp 

Paper 

1702 1703 Paper 	8 Papërbontd 	Products 

1601 Pubber 

1901 Leather 	& Leathet 	Products 

Chemical 	Elesebte 	Compounds 

lOOt 
2002 Alcohol 

2003 Petroleum 	Retihig 

2004 Coke 	& 	Coal 	Derivatives 

Chemical 	Resins 	& 	Plbere 

2005 
2006 Vegetabis 	OtIs 	& 	OIl.eecI 	Products 

2007 Pigment. 	& 	Paints 

- 2008 M1sce1t,hthuo 	CIicthle1 	Products 

  

Ratio of Imports Ratio 	of 	Exports 
to Availsbe to Output 

Domestic Supply ' 	 (E/N) 

1970  1979 1970 1979 

.018 .067 .040 .073 

.073 .043 .073 

.005 .009 .012 .001 

.099 . 	.189 .372_ .961 

.630 .982 .003 .000 

.031 .006 .000- • Oil 

.055 .083 .042 .035 

.019 .017 . 	.003 .016 

014 .003 .065 .060 

.113 .039 .047 .034 

.019 .005 .053 .010 

.339 .176 .018 .032 

.061 . 	.086 .006 .047 

.233 .354 .003 .739 

.343 .259 .039 .274 

.295 221 .017 .044 

.131 \019 .013 .049 

.168 . 	.213 .120 .283 

.351 .049 .039 .134 

.400 .206 .012 .018 

.046 .037 .001 .010 

.108 .116 .006 .055 

.145 .133 .006 .012 

.405 .519 .088 .176 

.195 .072 .019 .046 

.003 .000 .001 p.036 

.026 .006 .007 .207 

.061 .011 .016 .120 

.177 .121 .010 .162 

.424 .225 . 	.006 .263 

.004 .009 .142 .089 

.000 .001 .003 .008 

.222 .059 .133 .306 

.105 .107 	.. .001 
ri 

.061 

.031 .007 .001 	 77 .02) 

.034 .029 .043 .009 

.005 .026 .135 1213 

.402 .450 .011 .082 

.000 .000 .000 .000 

.127 .057 .010 .042 

.072 .036 .002 .001- 

.229 	. .132 .008 .040 

nOB .023 .288 	• .511 

.030 - 	.049 .001 .005 

.205 .149 .C58 .043 

- 43 - 
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RELATIONSIII?S BETWEEN TRADE AND OUTPUT, 4 DIGIT LEVEL, 1970 AND 1979 
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 IBCE 

4 Dsgtt 
Code 

2101 

2201 

   2301

2401 

1402 

2403 

    2404 
2501 

2502 

2601 

 2602 

2603 

2604 

2605 

   2606 

2607 

2608 

2609 

   2610 

2611 

2612 

2613 

   2614 

2701 

2801 

2901 

3001 
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Appendix Table A 6.2 (continued) 

RELATIONSHIPS BETWEEN TRADE AND OUTPUT, 4 DIGIT LEVEL. 1970 AND 1979 

'-/ 

Ratio of Imports 	 Rat-jo of Exports 
- 	 to Available 	 to Output 

Industry 	 Domestic Supply 	 (11%) 
(H/(X+_N)) 

I 1970 1979  1970 1979 

-- -- '?harmecctica1 	Products :oo .si .008 .025 

Perfumary a 	Soaps .022 .012 .002 .011 

Plastics .005 .003 .000 • 	08 

Basic 	Textile 	Processing 	Products .004 .202 .368 .039 

Synthetic 	Fiber 	Textile 	Products .007 .007 - .002 .020 

Natural 	Fiber 	Textile Products .003 .001 .032 .117 

Other 	Textile 	Products .009 .015 .006 .055 

Apparel .011 .000 .004 .018 

Footwear .000 .001 .023 .267 

-Coffec 	Bean Products .000 .000 1.490 .429 

Processed 	Coffee 	Products .000 .000 .168 .267 

Processed Rice .000 .161 .012 .000 

Wheat Flour .009 .383 .000 .000 

Other 	Vegetable 	Products .034 .020 .209 .417 

Meat Products .002 .058 .065 .063 

Poultry Products .004 .000 .000 .137 

Prepared 	Fish Products .045 .221 .240 .405 

Dairy Products .028 .006 .001 .002 

Crude Sugar 	Products .000 -.001 .217 .143 

Refined 	Sugar 	 . .000 .000 .000 .127 

Bakery 	& Pastry Products .000 .000 .000 .007 

Edible 	Oils 	& 	Fats .030 .015 .002 .010 

Other Food 	Products .015 .010 .004 .035 

Beverages .043 - 	.013 .003 .018 

Tobacco Products .000 .001 1.114 .220 
Publishing and 	Printing .023 .020 .003 .006 
Miscellaneous Manufactured 	Products .217 .211 .022 .oiP 

Estimates 	011979 	out put 	were eade froo unpublished lOGE 	data 	for value -  added. The 	1970 data 	were 	taken 	from 	the 	published lOGE 	input-output tables 	(lOGE, Matrix 
output 	and trade 

BrssiLl970) The 	1979 	export 	and import 	series 	were taken 	from FUNCEX and our respectively, 	based 	upon thsnual 	reclassifications 	of the 	published trade data. 
own 	estimates, 

- 
-. 
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  Chapter 3 

EFFECTIVE PROTECTION ESTIMATES AND THE STRUCTURE OF DOMESTIC MARKET 

PROTECTION 

 H 	 / 

I. METHQDOLOGY AND ESTIMATING PROCEDURES 

 

To measure effective oroteetidt for domestic market sales we have 

employed the conventional partial equilibrium estimating procedures. 

In the following chapter analogouc procedures will be developed and 

   
employed to estimate effective export promotion rates. Measuring 

the protection of domestic value added relative to value added in 

 world prices, the effective rate of protection for domestic market 

sales can be written as 

 . 	. 	t. -  E.a. .t. 
(7.1) 	g. 	

1 13 1 

ij 

   where 	 . . 

- 	 . g. 	the effective rate of domestic market protection 

 for product j 	 .0 

t. = the nominal rate of protection for product 5 

 a= the technical coefficient for input i used in the 

product of product j, as measi!red in world prices 

 t = the nominal rate of protection for input i. 
3. 

 l See Balassa and Associates(1971) and Corden(l97l) for the most 
exemplary treatment. It is clearly recognized that the conventional 
effective protection estimating procedures imply well known 

  	simplifying assumptions and pres2nt ample conceptual difficulties. Yet, in the absence of any viable alternative, we have opted to use
the procedures described, problems and all. 

            
  



   
  
 It is 	this formulation that has 	been used in a wide variety of 

empirical studies. 

 H/I 

Since 	the a..'s in Equation 	(7.1) 	are 	expressed as 	ratios 	calculated 
3-3 

- 	 from international price values,!n adjustment must be thade 	if 	the 

N 
technical coefficfent information available was computed from domestic 

 prices and values. Accordingly, 	the 	estimating formula can be 

expressed as 

  
t. - Va.. ( 	

3 	)t. 
l+t. 	1 

      

(7.2) g 	= l-'-t. 
3) . 

1 	13 	l+t. 

 .... 1 

where the a..'s represent the technical coefficients as measured from 

  
ij 

domestic price and value information. 	 - 

The rate of effective protection depends upon two main elements: 

   
(a) the nominal protection afforded the final product and (b) the 	   

input structure and the protection afforded those inputs. 

 . Accordingly, the.measure of effective protection can be easily 

decomposed Into two components reflecting thee different effects. 

 . First, thete etists a subsidy equivalent to domestic producers as 

effected through the protection afforded to the final product in 

 question. Secondly, there also exists a tax equivalent imposed on the 

same domestit produters through the increase of input prices 

  
      

  



-3- 

associated with commercialpolicies. Both components are expressed 

in proportional value added terms and can be written simply as: 

Za..t.. 	 . 	/1 

( 	 1 	131 

(7.3) 	9 	
•

3l-Za.. l-a.. 

where "the first term on the right hand side, t. /(l_Va) , represents 

the subsidy equivalent component, while the second term depicts the 

tax component working through higher input prices. If the latter 

èomponent exceeds the subsidy component, the effective rate of 

protection is negative, indicating a discrimination against the 
e 

activity producing the final product j. 

  
   
  
  
  
  
 . 

  
While we have called these two components of domestic market 

 effective protection the subsidy and tax effect components,respectively, 

there is no presumption that they always possess those particular 

 effects. In the case where the domestic prices for inputs, through the 

exercise of economic policies, are effectively set at levels beneath. 

 international prices, the tax effect compohent in the second term of 

Equation (7.3)'s right hand side effectively becomes a subsidy effect 

 component. It takes on a negative sign and thus serves to increase 

the effective protection afforded to the final lproduct. Such effects 

are not at all uncommon; conscious government policy may, an 

   
frequently does, seek to keep down 	the prices of industrial inputs 

through subsidieé or pride iôtitrols. Similarly, the subsidy effect 

component ite1t may a10 take on quite different features. Again 

  
  



  

expressed as 	
l+tIMP• 

P 
IMP j 	ii 	l+t p 

S (7.4) 	g = 
	 l + tIMp. 

1- 	Z 	a.. 
1 	13 	l+tIlpi 

  

    
through the exercise of commercial policies, the final product can be 

explicity discriminated against, i.e., t. <0. 	- 

So far we have discussed nominal protection in -Eariff equivalent 

terms. In the absence of direct production subsidies,. implicit tariffs 

can be utilized to estimate rates-çf effective protection. A problem 
'N 

arises, however, when we incorporate adjustments for production 

subsidies and develop what we have termed the implicit nominal 

protection rates. Such protection exists for the final product, but it 

is not representative of the tax effect component of the effective 

protection rate. Firms buy inputs at the observed domestic market prices. 

It is irrelevant for these firms whether or not the input producing 

industrLes receive production subsidies or not. What matters are the 

domestic prices for the inputs in question, even though those prices 

would clearly be higher in the absence of productionsubsidies for the 

input producing industries. A distinction is apparent between the costs 

to firms and the costs to society as a whole. But, since it is the 

costs of producing facing firms that are at issue in analyzing 

resource pulls, it is necessary to make adjustments in the estimates. 

Therefore, the implicit tariffs, and not the implicit nominal rates of 

protection, should be used to estimate the tax effect component of 
0 

effective protection. Accordingly, our estimating equation is 

  

-4- 
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The technical coefficients used in our estimates of effective 

protection were derived from the 1970 IBGE input-output accounts 

(IBGE,1979). The difficulties in using these tables are readily apparent. 

Duringthe period 1970-1981 industrial output has nearly tripled, and 
( 

accompanying changes in industrial structure are strongly evidenced. Moreover, 

during the period there were significant changes in relative prices, 

partiularly of energy inputs. De&te these problems, it is necessary 

to use the 1970 input-output accounts for any detailed study involving 

input structure in Brazil, such as for example the estimation of 

effective, protection. There is simply no disaggregated and viable 

alternative with Brazilian data. While IBCE is planning to up-date 

the coefficients with the results of the 1975 economic census, this 

information was not available for our analysis, nor is it expected 

until 1982. One can note that with the firm cost structure data 

gathered in the FIPE survey, the estimation of effective protection 

for a number of assorted individual products was undertaken. These 

results, while not reported here, were in general consistent with our 

aggregated 4 digit level estimates made with the input-output 

 accounts. 	 I 

Of the 87 sectors in the 4 digit A' matrix 72 are ostensibly traded 

goods producing sectors. A greater level of disaggregation did not 

prove possible. 2  The Corden method was employed todea1withprob1em 

of nontradeci inputs.These sectors accordingly are incorporated into 

The IBCE 87x87 A' matrix is estimated as the product of two rectangular 
matrices. Conceivably, through changing the order of multiplication, 
an A' matrix of 160x160 could be generated. This, however, proved 
impossible for us because of the nature of one of the rectangular 
matrices and the difficulty in making the appropriate adjustments. 
More recently, this has been accomplished by Frederico de Carvaiho. 
See his '1atrizes de Coeficientes Tcnicos-Brasil 1970:Uma Nota", 
FUNCEX, unpublished paper, May 1981. A logical extension of the 
present teageh?h would be a further disaggregation, as well as 
estimi5tjS #ih urdated  technical coefficients. 

          

  
  
  
  
  
  

  
  
  
  
  
  
  
  
  



   . value added.   
 II. EFFECTIVE PROTECTION ESTIMATES 

  The basic estimates of effective protection for domesticmarket 

sales are presented in Appendix Table A7.1 for 72 tradable goods sectors. 

 More aggreated figures, at the 2 digit level along with still  larger 

aggregates, are provided in Table 7'.\. The ranking of the sectors in 

Appendix Table A7.l acr.ording to effective protection rates provides 

an idea of the relative ordering of those sectors to the extent that 

they haye.been benefitted or discriminated against by economic incentive 

policies with respect to their domestic market sales. The Primary 

 Agriculture sector, consisting of Forestry and Fishing, Agriculture, nd 

Livestock and Poultry, is seen to be discriminated against in the 

domestic market with a rate of effective protection of -8.2 percent. 

 
Agriculture itself, on the average, appears.to be somewhat less 

discriminated against but still displays a negative rate of effective 

 protection for domestic market sales. Within agriculture it is clear 

that considerable disparities exist in effective protection rates across 

 products, or even farms, owing to the way in which the substantial 

financial subsidies are awarded. 

 . 
For the manufacturing sector as a whole the t average rate of 

 effective protection for domestic market rates was computedato  be 

percent 	(Table 	7.1) .While 	this 	average 	figure appears modest 	in 

3 Had the Balassa method of 	dealing with 	nontraded inputs 	been employed, 
our estimates 	of 	effective 	protection would 	have been 	slightly 	higher. 
We feel, 	however, 	that 	the 	Corden method 	is 	more appropriate.. 
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Table 	7.1 

EFFECTIVE PROTECTION ESTIMATES FOR DOMESTIC MARKETSALES, 

 2 DIGIT LEVEL, 1980-81 

Ettective notection 
Effective 	Decompos ition 

Protection Subsidy 	Tax 
Es timate Effect 	Effect 

(%) 	 (7.) 	/ 	(%) 

- 	 4.2 - 	 3.9 0.3 

-19.6 -21.4 1.8 

20.1 -14.1 

93.3 95.3 2.1 

129.3 144.4 15.0 

- 	 6.5 - 	 8.2 - 	 1.6 

17.7 - 	 8.3 -26.0 

52.7 50.8 - 	 1.9 

-18.5 -24.4 - 	 6.0 

-21.4 -20.3 1.1 

13.9 19.3 5.4 

86.4 87.8 1.4 

116.3 122.2 5.9 

91.6 80.3 -11.3 

28.3 38.7 10.4 

36.7 . 	 44.2 7.5 

46.7 63.8 17.1 

26.1 8.4 -17.7 

- 	 1.1 - 	 7.8 - 	 6.8 

5.7 1.7 - 	 4.0 

31.9 32.6 0.6 

171.7 172.5 0.8 

- 	 8.2 - 	 7.7 •-.. 	 0.4 

45.0 41.3 '3 . 7 

63.3 67.5 4.2 

46.0 40.5 - 	 5.5 

34.2 28.5 - 	 5.7 

Net 
Effective 
Pr o t e c t ion 
Es timate 

(7.) 

tea: 1. Value addd weights of 1979 are used for aggregating from the 
four digit to two digit level and for computing the more aggregated 
means. 

2. Includes P6fegtty and F 1 shing, Agriculture, and Livestock and Poultry. 

urce: Appen813 table A1-4 
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relation to the potential eMective protection possible in the 

 absence of tariff redundancy, it masks considerable disparities in 

the rates for individual sectors ,or sector aggregates..As was also evidenced 

with our measure of implic(t nominal protection, the reverse cascade 

effect is apparent in effective protection. Capital goods in general 

 receive the highest rates of ef-fec\ive protection for domestic market 

sales. Protection for that sector would appear higher still if 

   flansportation Equipment, including-automobile production, were 

excluded from the capital goods average. 

 As indicated, the effective protection averages themselves are 

bit misleading because of the considerable variation in the estimated 

rates across sectors. At the 4 digit level, incorporating 72 tradable 

goods sectors, it is seen that some sectors are benefitted through 

very high rates of effective protection. Among those sectors receiving 

the highest rates of domestic market effective protection are Dairy 

 Products; Machine Parts, Electronic Equipment, Miscellaneous 

Manufacturing, Electric Equipment,and Alcohol. A total of 16 out of the 

- 72 estimated sectors displayed effective rates of protection greater 

  
' than 100 percent. (Table 7.2) In addition to the Primary Agricultural 

sectors, sectors heavily discriminated against in the domestic market 
0 

through the exercise of economic policies include Trucks and Buses, 

 Vegetable Oils and Oilseed Products, Coke and Coal Derivations, and 

 Wood Pulp. Some 27 sectors possessed negative rates of effective 

protection for domestic market sales. In any case, the disparities 

 in the rates betwen sectors are very high. The existence of such great 

disparities in the protection system is entirely consistent with the 

 empirical evidence derived from other semi-industrialized eco -nomies. 
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Table 7.2 

FREQUENCY DISTRIBUTION O PROTECTIVE MEASURES 

Nominal Legal Implicit 	Nominal Effective 	Rate Net 	Effective 
ge of Tariff 1980 Protection of Protection Rate of 
ection Protection   Number Number Number Number 

of Sectors (%) of Sectors 	(%) of Sectors 	(%) 	of,  Sectors (%) 

  
  0 0 0 30 	42 27 	39 33 41 

17 

18. 

1; 

11 

  75 15 21 7 	10 8 	11 6 9 

100 10 14 7 	10 3 	4 4 6 

100 31 43 2 	 3 14 	20 7 10 

Dtal 72 100 72 	100 

. 

70 	100 70 100 

 . 
  

e: 	1. Those 	2 	sectors for which 	negative 
0 

value added at world prices 	was - 
calculated were omitted from 	the 	computations.Thesetwo sectors   accordingly displayed very high 	effective'protection 	and would 
presumably fall 	into the 	category with 	effective protection net 
effective protection rates 	greater than 100 	percent. 

 . irce: Appendix Tables A6.1 and A7.1. 
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It is apparent from Table 7.1 and Appendix TableA7.1 that in most 

cases the great part of the effective protection is derived from the 

 subsidy effect element in..the effective protection ,9omputation. The 

tax effect element is generally rather small., indicating that in 

   general Brazilian industry,and agçiculture, are not disproportionately 
N 	 - 

adver'ely affected from having to?cquire inputs at greater than world 

 prices. There are, oi course, some exceptions to this generalization. 

Such sectors such as Synthetic Fiber Textile Products, Apparel, 

   Communications Equipment, and Plastics are among those with tax effects 

amounting to greater than 10 percent on a value added basis. The use 

 of production subs idles for input producing industries, had kept 

domestic prices down and in doing so has benefitted the user industries. 

  
  	 For many industries, including the manufacturing average, the tax 

effect is negative. In other words, many industries are benefitted by 

 being able to purchase inputs at prices beneath world prices. The 

effect of this of course ceteris paribus 	is to increase effective 

 . protection. In fact, this characteristic of a negative tax effect 

element has been a major component of Brazilian industrial policy. 

Input prices are kept down so as to serve as an incentive to user 

industries. Direct production subsidies have been used to offset, and - 

 in some instances overcome, the disincentive inherent to the input 

producing industries. Those industries especially benefitting from 

 policies maintaining less than world prices for their inputs include, 

among others, alephol, the basic metal producing industries, lumber and 

 wood, paper, ba'sia textile processing, and the food product industries. 

  



  
 

In general, these are industries that are intensive users of primary 

  or agricultural products. 

 C 
III.COItRELATIONS AMONG DIFFERENT PROTECTION MEASURES 

 Previous studies of protect,ionn Brazil and other countries have 

found significant positive correlations among the various measures of 

 protection. 4  Table 7.3 precents the results of Spearman rank.corelations 

among the different protection measures that we have developed and 

 estimated for Brazil. While the import-weighted nominal tariffs,the 

realized tariffs, and the nominal legal tariffs are demonstrated to 

I. all be positively related, it is clear that the tariff schedules, or 

   
tariff information, do not provide an accurate picture of the protection 

actually present through the operation of market forces and other,nontariff, 

 policy measures. 5  The nominal legal tariffs, for instance, possess no 

correlation with - the implicit tariffs, implicit nominal protection, or 

 rates of effective protection for the domestic market. For its part, 

effective protection is seen to be significantly positively correlated 

to implicit nominal protection, the implicit tariffs, and both the 

subsidy and tax effect components of effective protection. 6 

 4 See Guisinger and Schydlowsky (1971) Bergsmarf and Nalan(l97l) ,Tyler(1976), 
Little,Scitovsky and Scott(1970) and Balassaand Associates(1971). 

   s The exception to this is the realized tariff rates. As itiicated in • 
Table 7.3, significant positive correlations were evidenced betweer? 
realized tariffs, on the one hand, and effective protection,implicit 
tariffs, and implicit nominal protection, on the other. 

 6
Regressing the effective protection rates over sectors on the rates of 
implicit nominal protection, the following equation was estimated 

g. = 20.0 i-1.4t. 

 - 	(11.61) 	   
R 2 =.66. 	 - 
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IV. NET  EFFECTIVE PROTECTION 

The effective protection estimat•cs presented above were made at 

   / 
  	existing exchange. rates. Yàt the existence of the protection system 

implies 	an exchange rate 	different 	from that which would prevail 	under 

  a fre 	trade regime. Domestic ñiaric\t 	protection allows 	the governmental 

  authorities.,to maintain an overvalued 	exchange rate. 	The point of 

reference for 	trade policy 	analysis 	should be one of 	the country's 

 , true social opportunity costs. That point of reference should involve 

a free trade regime, an equilibrium exchange rate, and macroeconomic 

 policies undertaken to pursue internal stability. This means that our 

effective protection estimates should be adjusted for exchange rate 

 overvalu'ation associated with the prevailing set of trade policies. The 

tesult of this adjustment, insofar as domestic market protection is 

 concerned, can he referred to as net effective proteétion. 

the 	effects (or Incorporating of 	exchange rate overvaluation 

conceivably, 	undervaluation), the net 	effective 	rate of 	protection(g'), 

  for domestic market sales 	can be written as 

(7.5) 	g'= 	_-Eç 	(l+g.) 	—1   j 	T 	3  

where r 	and r*  are 	the prevailing official 	andshadow exchange rates, 

 respectively. In the 	case 	exchange rate 	overvaluation, 	i.e.r*>r, 	the 

net 	effective rate of 	domestic market 	protection 	(g') 	for 	a 	given 

 i . 
j 	will 	be 	thati. industry 	 less the 	effective 	rate 	of 	protection 	(g.) 

The probleib, 	of 	course, 	is determining what 	an equilibrium, 	or 

shadow, 	exchatige 	rate would be. There 	is 	a 	literature 	on 	the 	subject, 
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and some estimating procedufes do exist. By and large, these 

 procedures consitute measures of the trade flow impact of existing 

trade policy distortions. Problems grise with the consideration of 

 2 

capital account movements in the balance of payment
,
s, the formulation 

of domestic monetary policies, nontradable goods, and protection in 

 trading partners. Elasticity consi\erations are important as well, and 

  

	

 
any shadow exchange rate estimates prove quite sensitive to measures 

of domestic trade policy distortions. 

In our analysis we have used the shadow exchange rate estimate of 

a recent study by Roberto Incer. 8  Employing the Bachä-Taylor estimaing 

formulation, Incer estimated a shadow exchange rate premium of 18.8 

 percent over the prevailing official rate for 1981. It is this figure 

that we have employed. 

 . 
Our estimates of net effective protection for domestic market sales 

   are presented in Column 4 of Table 7.1 and Appendix Table 7.1. Adjusting 

for exchange rate overvaluation, it is clear that the discrimination 

borne 	by Primary Agriculture is substantial; a weighted average 

   
rate of net effective protection for the domestic market was calculated 

as -22.8 percent for that sector. For the manufacturing sector as a 

   whole the average was 23.1  percent. As is of course the case with our 

effective protection estimates for domestic market sales,the net effective 

 protection estimates show considerable variance between sectors. It 

can be noted iitbie 7,2 that 33 out of 72 sectors displayed negative 

See Bachd and tay1ot1971) Balassa (1974) and UNIOO(1972). 

Roberto tneer, tiBrazil: Shadow Exchange Rate Estimation for 1980-855  unpublished paper, May 1981. 
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rates of net effective protection. Presumably 	these arethe sectors 

that would benefit the rnost'fromany dismantling of the protection 

sys tern. 

( 	 / 
V. THE STRUCTURE AND IMPACT OF DOMESTIC MARKET PROTECTION 

 The industry ranking of effecE4ve protection possesss important 
' S 

implications for the allocation of economic resources. The theory of 

 effective protection suggests that resources will be pulled into 

   
those econmic activities receiving high effective protection and out 

of those receiving low effective protection. In a two good general 

   
  
  

  
  
  
  
  
  
  
  
  
  
  

   

equilibrium model this result is clear. A problem, however, arises 

in the general equilibrium context when there are many products. The 

ranking of the industries, while describing the protection received 

through economic policies, may not entirely predict resource flows 

resulting from protection or its elimination. 9  Demand considerations 

and the effects of changes in factor prices can only be incorporated 

in a general equilibrium framework. These objectives notwithstanding, 

it can nevertheless be argued that in general terms the ranking of 
p 

effective protection should provide an approximate indicationof theoverall 

direction of resource pulls. This appears to be most unequivical at 

the extremes of the range of effective domestic market protection. 

We have attempted to examine some of the domestic market protection, 

along with its structure,through carrying out some simple bivariate 

statistical tests. Pearson and Spearman correlations were undertaken 

between the protection measures, on one hand, and variables reflecting 

For general equilibrium treatments of the theory of effective 
protection see Bhagwati and Srinivasan (1973), Ramaswami and 
Sriniaidh (1911) • and Taylor and Black (1974). See also Giannetti(1978) 
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economic 	performance 	and 	structure, 	on 	the 	other, for our 	cross—section 

of 	72 	tradable 	goods 	sectors. 	The 	results 	of 	theseests are reported 

in 	Table 	7.4. 	For 	comparison 	purposes, 	correlations with 	the tariff 

rates 	are 	presented 	alongside 	of 	•hose with 	implicit nominal 

protection 	and 	effective protection. 	Because of 	the ordihal nature 

of 	the problem and the 	accompanying difficulties 	in interpreting 	the 

cardinality 	relationship between the variables 	concerned, we feel 

that 	the Spearman correlation 	coefficients 	are more meaningful 	and 

representative of the relationships we seek to explore. The Pearson 

 t 

coefficients are nevertheless presented for comparison purposes. 

There is some evidence, although flawed, to suggest that protection 

    and profitability are positively related, as hypothesized from the 

theory of effective protection. Both our measures of implicit nominal 

 protection and effective protection are significantly positively 

correlated with the ratio of gross profits per unit of output.(Table 7.4) 

For this correlation result to be meanigful,however, it'is necessary 

to assume that the profitability pattern existent in 1970 over 

industries was the same in 1980-81. Since our measure of profitability 

captures 	all 	the returns 	to capital, 	and 	is 	therefore a measure of 

 capital intensity 	as 	well, the profitabilitypattern, at 	least 	as 	wd 

have measured 	it, 	is 	likely to be fairly 	stable over time. '° 

Reflecting any 	possible increase 	in profitability resulting from 

 domestic market 	ptotetion, one would expect, 	as hypothesized by 	the 

   10 AlterfläNVèly 1  for our results to hdld,it:could be assumed-that the 
strudtUte of protection has not changed since 1970. This assumption,
however, in unroalistic. 
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 Table 7.4 

	

  	CORRELATIONS BETWEEN DOMESTIC MARKET PROTECTION MEASURES AND 

  	ECONOMIC STRUCTURES AND PERFORMANCE VARIABLES, 

72 TRADABLE FOODS SECTORS 

  

 N' 
Drts to &utput Ratio,t.e., 

19 79 

  )rts to Total Available 
stic Supply Ratio,i.e., 

 1/Z,1979 

ie Added Growth Rate: 

 
1970-74 

L974-79 

 L97O79 

ie Added to Labor Ratio, 

i.e., V/L 

  
rage Wages 

 
 

ct Labor Inputs per 1 
) ut Ratio, i.e.,: L/X 

?ct and Indirect Labor 
its per Output Ratio,i.e., 

  its per Output Ratio,i.e., 
T/X 1 

s Cost per Value Added 
io, i.e., W/V 1 

Notes: 	
1 Variables 	were 	calculated from information in the 	1970 	IBGE 

iüjiüübU€Ut 	àddOUht. 

Pr81t 	tJéië 	tialcu1ated as 	a gross 	residual, 	including 	all 

rd€Urñ 	to 	tapita1a   lriditAies 	siLgrificance at 	the 5 	percent 	level. 

idiëates 	significance at 	the 10 	perdent 	level. 

  
  

Effective 
Npminal Legal Implicit Nominal Protection 
Tariff Rate Protection Rate Rate 

Pearson Spearman Pearson Spearman Pearson Spearmar 

A 
- .14 -.03 --.42 - .06 - .08 .01 

** ** ** 
-.39 -.4 .32 .40 .20 .25 

*4 ** 
-.02 .01 .16 .24 .03 .16 

4. 
* 

.15 .07 -.13 .01 .01 .08 

* 
.07 .06 -.04 .18 .02 .19 

** ** 
-.35 -.38 .09 .09 .07 .09 

** ** ** 
-.34 -.39 .26 .32 .11 .18 

** 
- .09 .32 - .10 .14 - .13 .06 

-S 

** ** 
.03 .29 -.38 -.38 -.04 -.15 

** ** 
- .09 -.10 .22 .36 .06 .22 

•1 

** 
.10 .12 .20 .16 .03 .05 
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 theoryof effective protection, to find a positive association between 

   effective protection and output growth over industries. This association 

is suggested in Table 7.4. 	Significant positive Spearman coefficients 

 were evidenced between both implicit nominal and 9fective protection 

and vafue added growth for the 1970-79 period. 11  For the 197074 sub-

 period this association was also pvident. It.is, however, 

discohcerting that there is no appArent relationship between protection 

and growth during the 1974-79 subperiod. This is precisely the 

period for which one would expect to find the strongest association. 

   
The association between domestic market protection and import 

 . 	 C 

substitution are noteworthy. A strong negative relationship between 

  

	

 
legal tariff rates and the ratio of imports to total available 

domestic supply is evidenced in Table 7.4. The latter variable 

   measured for 1979, depicts 	the degree of import substitution that 

has occurred and the possibilities for future import substitution. 

For those sectors which have inherently completed all possible 

  import 	substitution, 	i.e.,possessing anN/Z 	approaching 0, 	very 	high 

 legal tariffs 	can be observed. 	The 	tariff 	system, 	while presently 

anachronistic, 	was in fact used in the past 	as 	a primary 	instrument 

to 	promote 	ithport substitution and 	industrial 	development. 	Presumably 

at 	some 	point 	the presently 	observed 	tariff 	redundancy 	did 	not 	exist. 

 The appearence of widespread 	redundancy, 	as 	evidenced by 	cothparing 

our 	implicit 	tariff estimates 	with 	the 	legal 	tariff 	rates, 	has 	been 	a 

 characteristic, of Brazilian 	industrial 	growth 	in 	the past 	twenty-five 

years. 	Accompanied with 	the 	closing 	of 	the 	futur.e 	prospects 	for 	further 

  11 
Appendix 	tbie A7.2 presents the computed annual value 	added 	growth 	rates 	for 
the 	72t?adable goods 	sectors 	used 	in our 	analysis. 
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import substitution, the development of tariff redundancy can be 

viewed as evidence to a certain degree of success in import substitution. 

Sectors which have receivId heavy protection in the"past have grown 

and become more efficient. Those sectors which have undergone the 

import substitution process have çen their relatin pries' fall. 

Table 7.4 also demonstrates that those sectors possessing the 

   
greatest possibilities for further import substitution, i.e., high 

M/Z's 	are those sectors receiving the most protection, both in 

 nominal and effective terms. All the relevant Pearson and Spearman 

correlation coefficients are positive and significant. The domestic 

market protection system does appear to be heavily geared 	to 

import substitution. The protection system is.not random and does in 

fact possess a logic) 2  At the same time, however, the magnitude of 

some of the effective protection estimates indicates that the welfare 

costs ofthis strategy can be substantial. 

The theory of protection predicts that a country will seek to 

protect its scarce factors of production. In the Brazilian case one 

accordingly would expect to find that the structure of protection 

favors physical and human capital intensive industries. This 

expectation is in fact supported by the empirical evidence. As 

indicated above,, our measured profit rate variable can also be 

12 By the sam t ken, it is clear from Table 7.4 that the legal 
tariff syfleffi ptesently possesses no coherent logic or structure. 
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regarded as a measure of physical capital intensity As seen in Table 

  
  
  
  
   
  
  
  

7.4, it is significantly positively correlated with both nominal and 

effective protection. While our data base does not possess a 

reliable measure of physical capital, the variable-value added to 

labor (Vj'L) is frequently used as a proxy of the capital—labor 

ratio. 13  The correlations betweenV/L and both nominal and effective 

protection, while positive, are not statistically significant. 

Stronger evidence is apparent with our proxy measusre of human capital 

intensity. For the latter, in keeping with notions of human capital and 

reasonably efficient labor markets, we have used average wages. 

This variable is seen to be significantly positivelyrelated to 

both nominal and effective protection.Accordingly,one can conclude 

that the Brazilian system of domestic market protection favors human 

capital. Analysing the factor intensity structure of protection can 

also be approached from the opposite direction through an 

examination of the relationship between labor intensity and protection. 

Table 7.4 shows a negative and significant relationshi.p between the 

ratio of total,direct and indirect, labor requirements per unit of 

output and both nothinal and effective protection. It thus appears 

that labor and especially unskilled labor, is disprotected by the 

domestic market protection system. The distributional implications of 

theidomestic market protection structure are apparent in both economic 

and political terms. 	    

13 This widespread empirical shortcut dates from Lary (1968). 
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Appendix Table A?. 1 

£ F FECT IV F 	PROT RET 1015 EST I MATES FOR 	DOME Si? C MARKET 

SALES, 	4 DIGIT 	lEVEL, 198081    

- Effective Protection 
IBCE 

Effectiv' Decomposition Net Code Industry 
Protectin Effective 
Estimate Subsidy Tax Protection 

Effect Effect 

0101 Foçt'stry 	and 	Fishing -36.9 - 	 -39.3 - 0.5 -48.5 

0201 Agriculture - 	 1.1 0.4 115 16.8 

0301 Live.tock and 	Poultry - 	 8.0 -10.1 - 	 2.1 -22.6 

0501 Mining j 
- 	4.6 - 	4.3 0.3 • -19.7 

0502 Combustible 	Mineral 	Extraction 

" 

- 0.? - 	0.4 0.3 

1001 'Cement -29.2 -3.2.1 - 	 2.9 -40.4 

1002 Class 	Products 27.1 32.9 5.7 7.0 

1003 Other 	Non-Metallic 	Mineral 	Products -26.0 -26.9 - 	 2,9 -37.7 

101 Pig-Iron, 	Iron Alloys 	& 	Primary 	SL ~ el 33.0 - 	 1.2 -34.2 11.9 

1102 Iron 	& 	Steel 	Sheets 21.9 11.0 -10.9 2.6 

1103 Iron 	& 	Steel 	castings 105.9 93.8 -12.1 73.3 

104 Non-Ferrous 	Metals - 	 0.5 - 	 5.0 - 	4.5 -16.3 

1105 Miscellaneous 	Metal 	Products 50.6 48.1 - 	 2.5 26.7 

1201 Pumps 	and 	Engines 73.1 81.2 6.0 45.7 

1202 Machine 	Parts 259.7 263.1 3.4 202.8 

  1203 Industrial 	Equipment 	I 	Machinery 91.6 94.3 2.7 61.3 

1204 Agticultural 	Equipment 	& Machinery 6.6 7.2 - 0.7 -10.3 

1205 	. Office 	& Domestic Use Equipment 	& Machinery - 	 2.7 4.8 7.5 -18.1 

1206 Tractors 40.0 47.6 - 	 7.7 49.5 

  1301 Electric 	Energy 	Equipment 32.2 33.6 1.4 

1302 Electric Wire 	6 	Cables . 62.7 61.2 - 	1.5 -36.9 

1303 Electric 	Equipment 157.0 161.9 4.9 116.3 

1304 Electrical 	Machinery 	& Appliances 119.6 125.5 5.7 . 	 85.0 

  1305 Electronic 	Equipment 229.3 241.6 -12.3 177.2 

1306 
Communication, 	Equipment 147.6 183.8 -36.1 108.4 

1401 Automobiles -23.5 -26.6 - 	 3.1 • -35.6 

1402 Trucks 	and Buses -58.7 65.4 - 	6.7 -65.2 

1403 Motors 	& 	Vehicle 	Parts -11.0 -13.0 - 	 2.0 

404 Shipbuilding 71.3 78.1 6.9 44.2 

1405 Railway 	Equipment 	& Other 	Vehicles 28.6 28.5 -. 	0.2 8.3 

1501 Wood 	 . 17.7 - 	 8.3 -26.0 - 0.9 

1601 Furniture 52.7 50.8 - 	1.9 28PS 

1701 
Wood Pulp 	 . -34.2 43.4 - 	 9.3 -44.6 

1702 Paper 10.6 0.6 -10.0 - 	 6.9 

1703 Paper 	& 	Paperboard 	Products 34.4 -36.7 - 	 2.3 44.7 

  1801 Rubber -21.4 -20.3 1.1 -33.8 

  1901 Leather 	6 	Leather 	Products 13.9 19.3 5.4 - 	4;2, 

2001 	. Chemical 	Elements 	6 Compounds 128.0 130.8 2.9 91.9 

2002 Alcohol 148 • 7 •  19 . 3 -129.3 109.3 

2003 

2004 

Petroleum Ref inig 

Coke 	& 	Coal 	Derivatives 

64.4 

-43.0 

63.4 

-47.0 

- 	 110 

4.0 

38.4 

20 - 

2005 Chemical 	Resins 	& 	Fibers 137.1 167.4 	- 10.3 99t% 
2006 Vegeteble 	Oils 	I 	Oileeed 	Products -so.s -56.2 - 	 5.7 - 	 -58.4 

2007 

2006 

Pigments 	A 	Paints 

Miecellaneous 	Chemical 	Products 

83.5 

139.2 

91.9 

145.7 

8.4 

6.4 

54.5 

101.4 

2101 Pharmaceutical 	Products 116.3 122.2 5.9 82.1 

2201 Perfumery 	& 	Soaps 91.6 80.3 -11.3 61.3 
2301 

2401 

Plestice 

Basic 	Textile 	l'roces'sing 	Products 

28.3 

21.2 

38.7 	. 

- 0.5 

10.4 

-21.7 

8.0 

2.1 
2402 Synthetic 	Fiber 	Textile 	Products 16.3 33.4 17.1 -2.1 

2403 Natural 	Fiber 	Textile 	Product' 520 57.6 5.5 28.0 
2404 Other 	Textile 	Pruducts 38.2 49.3 11.1 16b 

2501 

Apparel 41.7 62.6 20.8 19.3 
2502 Fuotweer 60.3 67.2 6.9 35.0 
2601 Coffee 	Been 	Pruducts 	

- -38.4 -52.7 -14.2 -48.2 
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EFFECTIVE PROTECT lOW ESTIMATES FOR DOMESTIC MARKET 

SALES, 	4 	DIGIT LEVEl, 	1980.81 

. Effective Protection   'I DecompOsition Net 
18CC 

. Effe 	ti Effective 
Code Industry 

Protctlon Protection 

Estimate 
Effect Ettect 

2602 Processed 	Coffee 	Products v.h.' - 	 -- -- -- -- 

2603 Processed 	Rice -22.4 -34.3 -11.9 -34.7 

2604 Wheat 	Flour -42.4 -35.7 6.7 515 

  2605 Other 	Vejietable Products 100.4 73.7 -26.7 68.6 

2606 , 	Neat 	Products 37.7 21.8 -15.8 15.9 

2607 'Poultry 	Products 22.9 , 	 -15.7 -38.6 3.4 

2608 Prepared 	Fish 	Products 104.6 11.1 	- -93.3 72.1. 

2609 	. Dairy 	pr .e.ducts 278.7 251.8 -26.9 21j.7   2610 Crude 	Sugar 	Products -62.7 -68.5 - 	5.8 -68.6 

2611 Refined 	Sugar -82.0 -110.3 -28.2 -84.9 

2612 Bakery 	& 	Pastry 	Products -53.8 -70.9 -17.1 -61.1 

   2613 Edible Oils 	8 	Fats v.h.' -- -- -   2614 Other 	Food Products -21.4 -28.3 - 	 7.9 -33.8 

2701 Beverages - 	 1.1 - 	 7.8 	. - 	6.8 -16.2 

2901 ''Tobacco 	Products 5.7 1.7 - 4.0 -11.0 

2901 Publishing and 	Printing 31.9 32.6 0.6 11.1   3001 Miscellaneous 	Manufactured Products 171.7 172.5 0.8 128.7 

  Note: 	1 Value 	added 	in world 	prices was 	calculated 	as 	negative, indicating very high 	estimates for 
effective 	protection. 

Source: Cocuputod 	from 	implicit 	nominal protection 	estimates. For 	a 	description of the methodology   employed 	see 	cext. 
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Appendix Tublo A7.2 

VALUE ADDED ANNUAL CROWTU RATES.4 DIGIT LEVEl. • 1970-7 1) 

Value- Added Annual Growth Rates 1  (I) 

   
BE Code 

  iOl 

201 

301 

301 

  
502 

301 

302 

303 

  
1 
102 

10

01

3 

104 

105   201 

202 

203 

204   205 

206 

301 

302   303 

304 

305 

306   401 

402 

403 

404 

 405 

.501 

601 

702 

.701 

 70) 

L801 

t9Ol 

  2001 

2002 

2003 

2004 

  2005 

2006 

2007 

2008 

  2101 

2201. 

2301 

  
  
   

151 d u a t r y 

Forestry 	and 	Fishisic 

Agricul tore 

Livestock and Poultry 

Mini rig 

Combustible Mineral 	Extraction 

Cement 

N. 	Glass 	Products 

Other 	NouNets11 ic 	Mineral 	Products 

Pig-Iron, 	Iron Alloys 	& 	Primary 	Steel 

Iron 	&t.ce1 	Sheets 

Iron 	& 	Steel 	Castings 

Non-Ferrous 	Metals 

Miscellaneous 	Metal 	Products 

Pumps 	and Engines 

Machine Parts 

Industrial 	Equipment 	6 Machinery 

Agricultural 	Equipment 	& Machinary 

Office 	S Domestic 	Use Equipment 	& Machinery 

Tractors 

Electric Energy 	Equipment 

Electric 	Wire 	& 	Cables 

Electric 	Equipment 

Electrical 	Machinery 	& Appliances 

Electronic Equipment 

Communications 	Equipment 

Automobiles 

Trucks 	and 	u:cs 

Motors 	& Vehicle Parts 

Shipbuilding 

Railway 	Equipment 	& Other Vehicles 

Wood 

Furniture 

Wood Pulp 

Paper 

Paper and Psperboard Products 

Rubber 

Laather 	& 	Leather 	Products 

Chemical 	Elements 	& Compounds 

Alcohol 

Petroleum Refining 

Coke 	S 	Coal 	Derivations 

Chemical 	Resins 	& 	Fibers 

Vegetable 	oils 	& 	oilseed 	Products 

Pigments 	and 	Faints 

Miscellaneous 	Chemical 	Products 

Pharmaceutical 	Products 

Perfumery 	6 Soaps 

Plastics 

1970-74 1974-79 

6 . 6 2  37 

6 . 8 2  3.7 

6.82 3.7 

20.0 5.5 

2.2 3.2 

12.9 9.3 

11.5 12.5 

24.9 6.6 

10.9 10.2 

16.6 12.3 

26.8 4.5 

13.5 9.4 

24.0 7.3 

30.5 19.4 

5.4 -12.0 

24.0 . 	 0.9 

45.1 1.0 

22.4 6.7 

19.6 4.3 

12.1 5.2 

24.7 3.3 

15.8 7.3 

20.2 11.2 

24.9 - 	 0.2 

24.2 10.5 

29.9 2.9 

10.9 2.9 

59.0 8.6 

- 	 4.9 13.8 

17.1 - 0.7 

19.5 6.6 

19.6 . 	 6.6 

35.4 7.0 

14.6 5.6 

15.2 6.0 

18.5 5.3 

18.3 6.6 

17.9 8.0 

0.3 43.0 

12.8 4.3 

8.9 10.3 

27.7 	-. 8.0 

- 	 11.5 "11.2 

27.4 7.4 

27.2 7.8 

19.2 4.7 

12.3 10.1 

23.3 11.8 
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VALUE ADDED ANISVAL GIthWTH 	RATES, 	4 	DIGIT LEVEL • 1970-79 

Value Added Annual Growth 	Rates 1 (fl 

lICE Code Industry 1970-74 1974-79 1970-79 

2401 

? 
Basic 	Textiles 	Processing Products - 	1.5 0 - 	0.7 

2402 Synthetic 	Fiber 	Textile 	Products . 	7.5 8.0_ 7.8 

2403 Natural 	Fiber 	Textile 	Products 10.1 1.0 5.0 

2404 OIlier Textile 	Products 12.1 2.4 6.6 

Apparel .J 16.3 6.1 11.4 

2501 2502 'N 	Footwear - 7.3 2.7 4.7 

2601 Coffee Bean Products . 9.9 6.1 7.7 

2602 Processed 	Coffe 	Products 18.1 7.8 12.3 

2603 Procesied 	Rice 9.9 6.0 7.7 

2604 Wheat 	Flour 6.8 7.5 7.2 

2605 Other Vegetable 	Products , 	20.7 12.3 16.0 

2606 Meat 	Products 2.8 1.2 1.9 

Poultry 	Products 32.6 12.9. 21.3 

2607 2608 Prepared 	Fish 	Products 5.2 3.1 4.0 

2609 Dairy 	Products 8.9 	. 1.0 4.4 

2610 crude Sugar Products 6.4 4.5 5.4 

Refitted 	Sugar . 9.4 4.4 e 	6.6 

2611 
2612 Bakery 	6 Pastry 	Products 13.5 6.6 9.6 

2613 Edible 	Oils 	& 	Fats 9.5 10.4 10.0 

2616 other rood Products . 	11.6 5.6 8.3 

Beverages 12.8 7.7 9.9 

2701 
2601 	. Tobacco Products 7.1 6.5 6.6 

2901. Publishing 	and Printing . 19.5 6.6 12.2 

3001 Miscellaneous 	Manufactured 	Products - 19.5 6.6 12.2 

  Notes: 1. The growth rates were computed on an annually compounded basis. 

.2. For sectors 0101, 0201. and 0301 only aggregated estiates were available from the national 
income accounts. Our analysis proceeds on the 	assumption that growth for the 3 primary 
agricultural sectors was equal. 

 Source: Computed from JIGS estimates. The TICE data are preliminary estimates and aubjeet to revision. 
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 . 	 William C. Tyler 
July 1981 

    • 	 . 	 Chapter 4 

 NOMINAL EXPORT INCENTIVES. AND EFFECTIVE 

EXPORT PROMOTION ESTIMATES 

  
I. NOMINAL EXPORT INCENTIVES 

 . 
The system of export incentives had been widely described and 

 analyzed in the literature. 1  Our intention here is not to repeat 

these efforts but to present an up—dated picture of the system as it 

 affected different tradable goods sectors during the period 1980-81t 

No time series analysis or involved discussion of the system's 

 evolution over time are undertaken. Nor is any analysis provided 

integrating commercial policies with broader macroecnomic policies, 

which involve the exchange rate regime and affect exchange rate 

   
levels. After some general remarks as to the nature of the system, 

this chapter will discuss in turn direct export controls, export 

credit subsidies, and fiscal measures affecting exports. 

  The major policy instrument affecting the prices of all tradable 

goods relative to nontradable goods is the exchange rate. Beginning in 

  August 1968 and lasting until December 1979, the government prursued  a 
F 	 . 

mini—devaluation policy based upon a rough purchasing power parity 

    1 See von Doellinger et al.(1973), Barata (1979), de la Cal (1981), 
Pastore et a].. (1977), Savasini (1978), Suplicy (1977), Senna(1980) 
Cardoso (1980) Eraga (1981), Musalem (1981) , and Tyler (1976). 
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formula. The studies computing real exchange rate time series all 

demonstrate that movements of the real exchange rate during the period 

were relatively minor. 2  The government's policy was to devalue the 

cruzeiro regularly, ranging from one to four weeks, 'in accordance with 

internal inflation and 	that observed 	in 	the country's 	principal 	trading 

 partners, primarily 	the United 	Staes. 	The objective was 	tomaintain 

the 	real purchasing power 	equivalent of 	the currency 	and 	in so doing 

  eliminate swings 	in 	the 	real 	exchange 	rate. Since 	the overall 

movements in 	the 	real 	exchange rate were minor, exchange rate policy 

  increase during this period 	did 	not 	serve 	to 	either appreciably 	 or 

  decrease the 	real 	remuneration of 	Brazilian exporters.What 	in 	fact 	did 

serve 	to' increase such 	remuneration 	in the late 	1960's 	was 	the 

 establiähment of an elaborate system of fiscal ihcentives for the export 

of manufactured goods. 

 . 
A major change in the exchange rate, and trade regime occurred in 

 December 1979 with the so-called package of economic policy reforms. 

Accompanying the 30 percent maxi-devaluation, there were simultaneously 

 announced measures to immediately remove the fical credit export 

   
subsidies, eliminate the import deposit scheme, reform the tariff 

reducing industrial incentive system, and establish export taxes for 
0 

   
key agricultural exports. As such, the d.evaluation was in fact a 

compensated develuation. On the export side, since the fiscal export t  t, 

   subsidies averaged around 20 percent for the manafacturing sector as 

a whole, the immediate net remuneration gain for manufacturing exporters 

was on the order of some 10 percent. For some sectors, whose exports 

2 In addition to the studies cited above in Footnote 1, see also Coes 

 (1979), 	(181) 	nd IPLAN/IPEA(1980) - 
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were heavily subsidized such as textiles and apparel, the net gains 

were quite small. 3 

The abandonment of the purchasing power parity basis of the 

country's- mini-devaluation policy was further emphasized with the 

announcement in January 1980 that.\ subseuentlY both monetary correction 

and nominal exchange rate depreciation were to be pre-fixed, i.e., 

arnounced in advance. These amounts were then set for 1980 at 45 

percent for monetary correction and 40 percent for exchange rate 

depreciation. In the face of inflation then running around 80 percent 

annually, the difficulties and inherent dangers of such a course were 

clearly evident. 4  By November 1980, in the face of increasing economic 

undertainty, the government decided to cut its losses and abandon 

this policy course. It announced that beginning in Jnuary 1981 

monetary correction would be fully based upon the national consumer 

price index and that the purchasing power parity basis in exchange 

See Kume (1981). 

4 	 . 
For those who applauded the December 1979 economic polipy reforms as 
an increased policy emphasis on market force resource allocation,the 
January 1980 announcements concerning pre-fixation brought 
bewilderment. The rationale for the decision to pre-fix monetary 
correction and therefore necessairly the nominal exchange rate 
depreciation is unclear. The most common economic explanation is that 
the government sought to affect inflationary exp1anations. Yet, when 

• in the preceeding month - December 1979 - the money supply (M 1 ) had 
increased by an astounding, and publisized, 19 percent, it"is difficult 
to accept the argument that inflationary expectations would somehow 
be substantially dampened by the government's announcement of pre-
fixation. What the government did in effect was to prepare a trap for 
itself by putting its own credibility on theline.That it emerged from 
the episode 11 months later with minimal damage to its credibility is 
a testament to the adroitness of the economic policy authorities- In 
economic termthe:legacy is that sometime in the future another 
compensated exdiange rate adjustment, along lines similar to that of 
December 1979, 1eaning up distortionary commercial policies, will 
undoubtedly prove imperative. 	 - 

  
  
  
  
  
   
  

  
  
  
  
  
  

  



-4- 

  
rate policy would be restored. Yet, by this time there had been 

 witnessed a substantial real appreciation of thecurrency, thus 

undermining Brazilian competitiveness in international ma1kets. From 

 December 1979, prior to the maxi-devaluation, to theend of December 

1980, the real exchange rate, adjusted from the elimination of the 

   fiscal subsidies for manu f ac turin\xPOrts appreciated by 19 percent 

on the average for such exports. 5 

 
Many of the commercial policy measures implemented during 1980 

and 1981 were undertaken in response to the constraints imposed on 

 exchange rate policy by the p r e-fi x ationdirectly of the nominal 	- 

exchange rate depreciation and indirectly of the monetary correction 

 indexes. The intention of these commercial pot icy measures has been to 

reduce the loss of international competitiveness concommitant with the 

 conduct of exchange rate policy during 1980 and the accompanying, 

although unstated, desire of the governmental authorities to increase 

 the pric&of Brazilian 	tradable goods vis-&-vis nontraded goods. 	On 

the 	import 	side, 	the extension of a financial 	transaction tax 	(the 	IOF) 

 . to 	imports has had 	a generalized 	tariff, 	or exchange 	rate. depreciation, 

equivalent 	for 	those products 	covered. 	The 	proliferation of 	direct 

ithport controls and other nontariff barriers during 1980 and 1981 is 

also consistent with governmental desires to redress the effects of 

the real exchange rate appreciation. On the'export side, both the ;p 

increase of the export credit subsidies and the reinstitution of a 

fiscal export subsidy, to be discussed below, were designed to com-

pensate exportersfot theLr loss in real remuneration. To a great 

See Senna (ifli) and t?LAN/IPEA (1981) . 	   
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degree, these commercial policy measures undertaken in 1980-81 have 

served as substitutes, abeit imperfect ânes to be sure, for more 

appropriate exchange policy measures, which however were constrained 

in 1980 by other policy objectives. 

A. Direct Export Controls 

In addition to a response to exchange rate coiditions and policy, 

commercial policies have also reflected, and served as an accompaniment, 

to other economic policies pursued by the government. The clearest 

case is the one of direct export controls necessitated by the pursueit 

of domestic pr.ice controls. If domestic prices, for whatever reason, 

are kept beneath international price levels, export taxes and/or 

controls will prove a necessary accompaniment. For many years the 

prices of domestic agricultural products have frequently been maintained 

beneath international prices by the government. Consequently, these 

products have been subjected 	to either periodic 	export prohibitions 	cia 

fato 	or quotas. 	'While specific export tax equivalents have involved 

only a few basic products such as coffee, cocoa, and minerals, export 

licensing, administered by CACEX, has been prevalent. Until very 

recently, agricultural exports have been those primarily affected by 

such export rtrictions. 
  

    

As discussed in Chapter 5, the year 1980 witnessed an extension 

of the industrial price control system administered through the CIP. 

Price controls t4ere consciously used as a means of combatting inflation. 

                                 



   

  
In addition to the resultant, distortions in relative prices, a 

 concommitant feature of the system was a greater control of exports 

by the CACEX. The exports of certain industrial commodities, such as 

wood pulp, 	cement, 	and basic 	steels, 	were 	subject 	to 	controls. 	In 

addition, CACEX approval of 	exports was 	increasingly 	accompanied by 

enforcement 
of 	export price minimums. 	Export 	regulations 	in the last 

few 
6 

years 	have become more 	extensive. 	Despite CACEX lip-service as 	to 

the desirability to debureacatratize 	export procedures, 	CACEX controls 

over exports, 	particularly 	for 	some products, 	seem to have grown. 

The discretionary nature of 	this 	system, 	especially where 	export quotas 

are concerned, 7 	lends 	itself 	to 	abuse. 

  
B. Export Credit Incentives 

 
There are presently functioning in the country two basic types 

of. export credit incentives - suppliers' credits and direct production 

   and working capital financing for exports. The system of suppliers' 

credits dates back to the mid-1960s and consists primarily of long- 

 term financing for manufactured products, particularly capital goods. ' 

This system, evolving into what is currently known as FINEX, is ad-

 ministered by CACEX. The loans are provided in US dollars at terms 

comparable to, or slightly more attractive thano, those prevailing for 

 official suppliers' credits from most industrialized countries. De-, 

pending upon the product, CACEX will finance up to 85 percent of the 

FOB value exports in US dollars at interest rates of 7 percent annually 

6 A recent CA) listing of prohibited and controled exports, along with 
the pertindfit fegUlation references, covered 46 tightly spaced pages. 
See CACEX, Normag Administrativas qua Orientam as Exportaçoes,Comunica-
do n979/6 p.56102 

should 6e nod that CACEX also administers a system of export 
quotas in the cases of products for which import quotas for Brazilian 
products exist in the importing cOuntries. 	For example, CACEX allots 
different; export quotas to firms exporting textile and apparel products 
to th Eutopean Economic Community. 
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for periods up to 8-10 yeats. Under this system CACEX extended long-

term credits of US$ 345 million in 1978, of which 	48 percent was 

for transport equipment sales. 8  This facility has since been greatly 

expanded. In 1979 it was supplemented by the establishment of a scheme 

under which CACEX interest rate subsidies for suppliers' credits are 

extended through the commercial b\nking system. 

In an attempt to stimulate manufactured exports during a period 

of tight credit conditions, in 1971 the government initiated a 

system of direct financing for export production. Under this scheme, 

originally referred to as Resolution 71, manufacturing exporters cg,uld 

avail themselves of specified amounts of credit through the commercial 

banking system at heavily subsidized rates of interest. These loans 

were discounted by the Central Bank. This system has evolved since the 

early 1970's, but its fundamental features remain essentially in tact. 

The amount of the subsidy expressed as a percentage of FOB export unit 

values varies according to the amount of credit obtained relative to 

exports and the difference between the market, or shadow, interest 

rate and the subsidized interest rate. In 1-977 these export credit 

subsidies were estimated to have an average value of 5.0 percent of 

the value of manufactured exports. 9  With the pre-fixation of the 

exchange rate in 1980, efforts were made to expand the system and 

8 Information kihdly futnished by CACEX. The operations in 1977 - 

   totaling U 	376 ndllion - amounted to about one-fourth of Brazilian 
capital goods ecports for that year. 

Savasini etai.(1979). The intesectoral differences in these estimates 

   were subs tatltil and were not stable over time, as is evident from a 
comparisoil bebeen estimates for 1975 and 1977.. 
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  and increase the subsidy Fevels in order to compensate for the real 

 exchange rate - appreciation and the rembval of the fiscal incentives 

for manufactUredexpOrtS 

'The curre ntiy . prevai]4ng system, i.e., that as of July 1981, is 

	

  	governed by Central Bank Resolutn 674 of January 22,1981.10 while. 

•its financiaF resources are channeled through the commercial banking 

    s,stem,the:aüiount' of-credit for which an exporting firm is 

 
authorized is determined by CACEX in accordance with an involved -. 

    set of regulations. C-ACEX isues firms a basic Certificate (Certifica - 

   
do dt -1iabiiitaçao)" which subsequently allows these, firms to obtaijt 

Reso:1ution 6)4 resources through the commercial banks. This 

Certificate is awarded on the basis of the firms' export performance 

in the preceeding year, its trade balance, and a set of allotment 

rates speèified in Resolution 674. If a firm shows a negative trade 

   
balance, i.e., an excess of its imports- -over exports, it is not 

  - 
	'eligible for Reolution 674 unless some accomodation can be reached 

with CACEX. After the Iiasi'c Certiffc&te is issjed,a firm may qualify, 

   
for an additional certificate if it shows an increase in its exports 

'greater than 10 percent in a 6 month period. The interest rates for 

Resolution 674 fund's are set ' at a 'nonjinal rate of 40 percent 

annually, ;aid semi-annually. '1  These7 credit:, giventhe export 

	

    	10 	 .••- 	• 	 '." 	' 	-

- 	•r 

The system of direct production financiitg for exports has been 
governed by, a. number -'of. -different Central Bank Resolutions. The 

 
most recefit have been Resolutions 398, 515, 602, and 641. 

11 The ResolU€'ibb :gdvrn i ng  the sjstem fr or  most of 1980 was Resolution 
641. While g61utiori possessed some allotment rates of up to 50 
percent, the effettive nominal int'eiest rate under Resolution 641 

- 	was subbtantiiatly higher owing to the fact that the interest was 
- pre-paid. - 
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 experience of the firm, are gener'hlly renewed every 6 months. 

 While the Resolution 674 system is not automatic as far as CACEX 

is concerned, some estimates of thenominal subsidy value of the program 

are possible. The allotment rates vary over products and are set at 

0,12,2t,30 or 40 percent of the pe ious period's exports.. 	Since the 

  
  
  
  
  
  
  
  
  
  
  
  
  

interest rates are the same facing all firms, it is the allotment rates 

that determine the amount of the subsidy that different products, and 

industries, can receive. An approximatiOn of the export credit subsidy 

rate 	is estimated as:
CR 

(8.1) 	
8ECR5 = k 
	( 

where 

k. = export credit allotment rate for industry j 
expressed as a ratio of observed export performance. 

I = nominal market interest rate expressed annually. 

= nominal subsidized interest rate available under 
Resolution 674 expressed in annual effective terms. 

The Sectoral export dredit allotment rates (k.) an computed as simple 

means over the products comprising the sector. A nominal market interest 

rate of 120 percent annually is posited for 1981, given observed 

interest rates in the uncontrolled segment of the market.Consequently, 

if the allotment rate equals 30 percent, the nominal subsidy rate 

is equal to 10.4 percent. 
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Estimtes for the nomCnal export credit subsidy rates for 72 

tradable goods sectors are presented in Appendix Table A8.1 for 1980 

and 1981. For 19-81 they range up to 1.3.8 percent (for synthetic textiles 
el      and for footwear), with a large number falling in the 8-11 percent    

range. Table 8.1 presents averages at the 2 digit level for 

manufscturing industries. For- manufturing as a whole the average 

- nominal export credit subsidy rate was calculated at 8.1 percent for 

1981, as compared to 6.9 percent in 1980. While the system was not 

originally designed to provide financing for agricultural product 

    exports, the relevant tables indicate that somesuch products have been 

 recently included under the scheme. 

Our estimates are overestimates to the extent that (I) CACEX 

does not in fact authorize the full amounts of credits to which firms 

are entitled, (2) the banking system does not provide the authorized 

financing at the stipulated interest rdtes, (3) exports are growing, 

   and (4) exporting firms possess negative trade balances. In 1981 the 

complaints of firms regarding (1) and (2) were relatively minor, and 

th& availability pf additional financing with rapidly growing exports 

diUdnishes the ithOttance of (3). 	Qualification (4) is harder to assess. 

It can be noted hbQevet that some firms have setup separate importing 

affiliates in order to circumvent such difficulties. 

The goVëfflthent rationale for expanding the export production credit. 
subsidy systCffl hat teen the need to compensate for the removal of the 

 fiscal credit export subsidies and for the real appreciation of the 



   
  

  Table 	8.1'   
0MINAL EXPQKT INCENTIVES 

2 DIGIT LEVEL, 1980-81 

Export Credit Export 	Fiscal Nominal Export 
Subsidy Rate.SECR Subsidy 	Rates,s 2  Subsidy Rate,sE   Nov\er Projected Projected 

Industry 1980 1981 1979 1981 1982 1980 1981 1982 

 inin8 
1.8 2.3 -6.5 -1.0 -3.2 -4.7 1.3 -1.6. 

on-Metallic 	Minerals 7.9 10.3 12.7 12.2 7.3 7.9 22.5 13.9 

etallurgy 5.8 6.9 16.9 13.2 7.9 5.8 20.1 12.3 

 achinery 8.8 10.4 17.7 15.0 9.0 8.8 25.6 15.7 

lectrical 	Equipment 8.7 8.6 16.5 15.0 910 8.7 25.4 15.6 

ransportatiori 	Equipment 7.4 8.7 19.4 15.0 9.0 7.4 23.7 14.5 

& Wood Products 4.4 5.8 12.3 8.6 5.2 4.4 14.4 8.9  umber 

urniture 9.4 11.2 21.0 15.0 9.0 9.4 26.2 16.2 

aper 7.6 8.8 18.8 14.3 8.6 7.6 23.2 14.3 

5.4 8.8 17.1 13.6 8.2 5.4 22.4 13.8 

 ubber 

eather 9.2 11.5 4.4 11.3 6.8 9.2 22.8 , 	14.1 
henicals 3.4 4.1 8.4 6.1 3.3 2.4 10.2 5.9 

Products 6.4 7.7 11.0 14.9 8.9 6.4 22.6 13.9 

 
harmaceutical 

erfumary 5.3 7.5 17.4 12.5 7.5 5.3 20.0 12.3 

lastiOs 6.0 10.6 13.4 15.0 9.0 6.0 25.6 15.8 

extiles 10.8 11.7 26.7 13.4 8.0 10.8 25.2 15.6 

pparel 11.2 11.8 20.5 14.5 8.7 11.2 26.3 16.3   ood 	Products 4.3 5.1 2.4 - 	0.2 - 	0.9 2.4 4.9 2.4 

enrages 7.7 9.0 12.8 6.4 3.8 7.7 15.4 9.6 

7.5 7.3 - 	5.7 1.8 - 	1.2 1.8 9.1 1.5  obacco 

rinting & Publishing . 7.4 8.9 8.7 15.0 9.0 7.4 23.9 14.7 

iscellaneous 8.4 10.2 16.8 14.8 8.9 8.4 25.0 15.4 

AVERAGES 1  4   Primary Agriculture 2  1.9 3.1 - 	6.8 - 	5.7 - 	6.4 - 	5.7 - 	2.7 - 	4.5 
Manufacturing 6.9 8.1 14.1 11.1 0 	6.5 6.5 19.3 11.8 

Capital 	Goods 8.3 9.3 17.9 15.0 9.0 -. 	8.3 24.9 15.3 

  Intermediate Goods 5.4 6.9 12.9 11.0 6.5 5.1 .r 17.9 

Consuner.Goods 7.6 8.6 13.0 8.9 5.0 6.8 17.5 1.5 

Notes: 1. value added weights of 1979 are used for aggregating from the four digit level 
and for computing the more aggregated means. 

2. Includes Fotett)/ and Fishing, Agriculture, and Livestock and Poultry. 

Source: Appendix Tabld A,1, 

  



  
  
   

cruzeiro during the 1980 period of exchange rate pre-fixation. 

Consequently, one would expect to find a.;strong positive correlation 

   
between the intersectoral structure of th:e export credit subsidies and 

the pre-December 1979 fiscal subsidies. This is in fact the case. A 

   
Pearson correlation coefficient of .62 was computed between the two 

over the 72 sector cross-section. Tt\e comparable Spearman rank 

- correlation coefficient was .57. 

 C. Fiscal Export Incentives 

 The fiscal system dealing with exports is involved and complex, 

comprising a variety of incentives and disincentives. There are fiscal 

 measures, mentioned above, which constitute de facto export taxes for 

certain cothmodities, such as for coffee and cocoa. Similarly,there is 

a tax on minerals ( the IUM) applied to exports. After the December 

1979 maxi-devaluation, temporary export taxes were imposed in rates 

 varying up to 30 percent on practically all agricultural products. The 

taxes have been gradually eliminated, and by early 1981 all had been 

 removed. 

A specific fiscal instrument that affects exports is the state 
0 

   valve added tax (the 1CM). In the mid-1960's the payment of this 

indirect tax was exempted for manufactured exports. The payment of 	. 

 the 1CM for non-manufactured product exports,however, remains. In 

effect this constitutes an export tax for these products, unless of 

 course they are excluded from the 1CM altogether, as is the case with 

most vegetables. The amount of the estimates nominal export incentives 

 (disincentives) should include all taxes or benefits relative to the 
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producer FOB factory (or farm) price. In our estimates of the fiscal 

   export subsidies we have used the 1979 estimates of Kume (1981) to 

   
derive export tax equivalent information reflecting the payment of the 

1CM on nonexempted exported products. 

The 1CM tax and tax credit stem also was used prior to December 

 . 1979 to provide a subsidy element to manufactured exports. The overall 

system of fiscal export subsidies, frequently referred to as the IPI 

credit premium system, incorporated components from the 1CM as well as 

from the IPI. These subsidies, which gradually evolved dudng the 

 late 1960's, existed only for manufacturing exports. Because of the e 

variations of the IPI tax rates across products, the export subsidy 

rates diplayed substantial variance across manufacturing sectors. 

   
Column 3 of Appendix Table A8.1 and Table 8.1 presen .t estimates of the 

fiscal subsidicc as they existed in November 1979, For manufacturing 

   
as a whole, the value added weighted average was 14.1 percent. While 

the textile and apparel industries received high export subsidies, the 

   
capital goods industries as a group were the most benefitted, with an 

average of 17.9 percent. With the economic policy reforms of December 

 1979 the IPI and 1CM based fiscal subsidies for export were eliminated. 

During 1980 there were no comparable fiscal export subsidies. 

Reflecting a governmental concern with the net compensated real 

 exchange rate appreciation during 1980, measures were taken in April 

1981 to reintroduce a system of fiscal export subsidies on a temporary 

 basis, consist-t1t with Brazil's international commitments made in 

  

     



   -14- 

 12 
conjunction with 	the 	GATT Subsidy 	Code. For 	those products 	covered 

a 	credit, 	payable 	through 	the banking 	system, is 	provided 	for 	exports 

amounting 	to 	15 percent of 	the FOB 	export value 	in 	1981, 	9 	percent 

in 1982, 	and 	3 percent 	in 1983 	until 	June 30,1983. 	Although 	referred 

to 	as 	the 	IPI 	credit 	premium,owing 	to 	its basis 	in 	the previous 

 legislation, the new system consi\utes 	in fact 	anautorhatit, 

nondiscretionary,and direct 	fiscal 	subsidy for 	exports. 	A noteworthy .  

 feature of 	the 	new 	system 	is 	that, 	unlike the pre-December 	1979 

fiscal 	subsidy 	system, 	the 	subsidy 	rates 	are ostensibly 	administered 

  across 	the board. 	From a resource 	allocation viewpoint 	it makes 	sense 

 to have a uniform subsidy. Yet,as it turns out,all products are not 

covered,and the noninclusion of many products, especially. basic 

 primary products, means that, like the old system, there exist 

intersectoral differences in the fiscal export subsidy rates. 

  
Our estimates of the 1981 fiscal export subsidy rates, 

 presented in Appendix Table 8.1 and Table 8.1, are based upon simple 

averages of the covered and noncovered products comprising each sector. 

 Any existing 	export 	tax equivalents 	are also included 	so that 	the 

figures 	reported 	are net average 	estimates. As 	observed, the 

 manufacturing average 	is 11.1 	percent for 	1981, with 	the capital 

goods 	industries 	group 	receiving the full 	15 percent. 	Since the 

 legislation specifies 	a reduction for 1982, the projected 1982 	   

estimates are also presented in the relevant tables. For 1982 a 

manufacturing average export fiscal subsidy rate of 6.5 percent is 

projected, barng any further changes in the governing legislation. 

12 Ninistfy of 1inance Portaria N? 78, April 1,1981. 
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The estimates presenteQ and employed in this study do not 

reflect other fiscal measures designed to promote exports. Two 

such programs are worthy of special mention. First, there exists 

anincome tax provision 	enacted 	in the mid-1960's exempting 

firma from income tax on that part of their profits deriving from 

export sales. While previous s\udies have found this particular 

incentive to be quantitatively rather srnall, i.e, 1-2 percent, 13 

the provision increases in importance as exports grow in relation 

to the total sales of an individual firm. Unfortunately, there was 

no viable way to measure the magnitude of this incentive over the 

sectors in quetion. 	 1 . 

A second distinct fiscal program for export promotion is 

the drawback. For those products destined for export, firms are 

allowed to import intermediate products without paying i12port 

duties. The idea is to permit export producers to obtain tradable 

inputs at world prices instead of at higher domestic prices brought 

about through protection of the intermediate goods industries. 

With an effectively functioning drawback system, an export pro-

ducer is not penalized from having to purchase highei priced 

domestically produced inputs. We have not attempted to measure 

the magnitude of this scheme. It should be noted, however, that 

our estimates of the tax effect component of the effective pro- 

14 
tection rates were relatively low. 

13 Tyler (197t), Savasini et al.(1979). 

14 This does not mean, however, that the drawback is inconsequen-
tial. Some inputs have prices substantially above international, 
prices. 
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D. Combined Nominal Export Incentives 

The combined nominal export incSentive rates (SE) are estimated 

asa simple linear sum of the credit and fiscal subsidy rates. They 
/ 

are presented in Appendi* Table A8.1 and Table 8.1 in the final 

   columns.: While there are a number of the 72 sectors with export 

sulsidy rates greater than 25 pe\cent, the 1981 average for manu-

 facturihg was 19.3 percent. For 1982 the comparable figures is 

projected to fall to 11.8 percent. As is evident from the separate 

 credit and fiscal subsidy rates, the combined nominal subsidy rates 

possess a reverse cascade, similar to that observed with nominal 

and effective protection for domestic market sales. The capital 

goods industries are seen to receive the highest export subsidy rates. 

 Comparing the nominal export incentives with our measures of 

implicit nominal protection for domestic market sales, a fundamental 

 difference mttt be noted. As discussed above, our implicit tariff 

   
computations were based upon actual price observations. With ad- 

justments for domestic production subsidies these implicit tariffs 

   served as the basis for our implicit nominal protection estimates. 

The export incentivemeasures, on the other hand, are not based on 

 actual pri.ce comparisons:. They quantify the direct magnitudes of 

policies themselves. The sectoral average ex ,port incentives repre-

 sent the amount by which those sectbrs' firms can reduce their in- 

ternational prices in relation to their domestic FOB factory prices' 

 while maintaining their unit profitability. Alternatively, these 

export incefitiVdg tan be viewed as the proportional increase in 

domestic dutttticy eiport remuneration received by exporting firms if 

their extefnai sales can be sold at prices equivalent to their 

 domestic FOb £ctory prices. 
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 II. THE MEASUREMENT OF EFFECTIVE EXPORT PROMOTION 

A. Methodology 

  
The rationale for making estimates of effective export promo-

tion is analogous to that for undertaking estimates of effective, 

  

	

 
as distinct from nominal, protection for domestic market sales. 

The effect of protection on inp\ts must be accounted for, and the 

 resultant measure is 	similarly 	a measure of 	the 	effect 	of commercial 

policies   on value added. 	Our 	estimating equation 	can be written as 

•  i 
- 	•s 

+ 	t 

1 	+ 	t •.- i - 	- Ej 	13 . 

(8.2) 
0 E  3 1 	+ 	t. 

 1- Za. 
-' 	+ 

 . where 
j sector = 	the 	effective export promotion 	rate 	for 

• 0Ej 

  s = 	the combined nominal export incentives for 	sector 
Ej 

The technical coefficients a:. are measured in domestic 

 . 
	 13 

prices, and adjustments must be made as before to estimate value 

    added in inernational prices. Since exports constituted small pro- , 

portions of sectoral output for the years of our input-output table, 

 the a.!s reflect domestic prices for final products rather than 

internatioflttl prices. Accordingly, we have employed our implicit 

 tariff measures to adjust the coefficients and to measure the ef- 

- fects of commercial policies on inputs. 	 - 

 As was the case with the effective domestic market protection 

estimates, the IBCE 1970 input-output transactidns table, problems 

 and all, was used to make our estimates of effective export promo- 

tion rates. As before, estimates were possible for 72 tradable goods 

   - 
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sectors. The cordenmethod was employed to make adjustments for 

  
 nontraded inputs by incorporating them into value added. 

   B. Estimates 

The estimates for the effective export promotion rates are 

presented in Appendix Table A8:2 and Table 8.2. The combined nomi- 

nal export incentives are reproduced in both these tables for corn- 

parison purposes. Estimates were made for both 1980 and 1981, and 

 projections were made for 1982 based upon the changes expected in 

  
the nominal export incentives. Following the pattern of the nominal 

incentives, the effective export promotion rates increase, in some 

   
cases substantially, from 1980 to 1981. Similarly,declines are 

projected for 1981. 

 Examining the averages in Table 8.2, it is observed that 

Primary Agriculture is discriminated against in the export incen-

 tives. For 1981 the weighted average estimate 	of the effective export 

promotion rate for Primary Agriculture was - 3.2 percent. For manufac- 

turing the average was 34.9 percent. At the two digit level, rates 

of effective export promotion exceeding 50 percent were estimated 

    for perfumary products, lumber and wood products, and furniture. 

The reverse cascade effect that was apparent in with our domestic 

   market protection measures and with the nominal export itfcentivest, 

is no longer apparent. The differences in the group averages among 

   capital goods, intermediate products, and final consumer goods 

are no longer appreciable. 

Table 8.3 presents information on the frequency of our ex-

port incefltivS measures according to the magnitude of incentives 

provided in t81 Lot our 72 tradable goods sectors. While the 
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Table 8.2 

 . 	 NOMINAL EXPORT INCENTIVES, EFFECTIVE EXPORT PROMOTION RATES, 

AND NET EFFECTIVE EXPORTPROMOTION RATi ESTIMATES, 2 

DIGIT LP Fl 	1980 81 

 .  Nominal Export Effective Cx7ort Net 	Effective Exp    
Subsidy Rate, 	j. 

It 
Promotion Rate.a: Promotion Ratc,0 

(I) Cl) M E 

Projected 
Industry 1980 1981 1980 1981 1982 1980 1981 

Mining - 	4 . 7 13 -5.5 1.1 :2.3 -20.5 -14.9 

Non-Metallic 	Minerals 7.9 22.5 11.4 29.3 18.8 -6.2 8.9 

5.8 20.1 25.7 . 	 54.1 38.7 5.8 .e 	29.7  Metallurgy 

Machinery 8.8 25.6 11.3 36.4 21.7 - 	6.3 14.8 

Electrical 	Equipment 8.7 25.4 - 	0,1 28.4 11.8 -15.9 . 	13.9 

Transportation 	Equipment 7.4 23.7 13.1 39.1 24.6 -4.8 17.1 

 Lumber & Wood Products 4.4 14.4 34.4 53.6 43.0 13.1 29.3 

Furniture 9.4 26.2 20.1 52.9 33.4 1.1 28.7 

Paper 7.6 23.2 17.2 40.0 26.9 - 	1.4 17.6 

Rubber 5.4 22.4 6.0 28.5 17.2 -10.7 8.2 

 Leather 9.2 22.8 5.9 22.7 12.1 -10.8 3.3 

Chemicals 	, 2.4 10.2 3.0 15.5 8.5 -13.3 	' - 	2.8 

Pharmaceutical 	Products 6.4 22.6 2.2 . 	 22.5 11.5 -14.0 3.1 

 
Perfumary 

Plastics 

5.3 

6.0 

20.0 

25.6 

23.3 

- 	2.3 

57.0 

23.9 

394 

10.8 

3.8 

-17.8 

32.2 

4.3 

Textiles 10.8 25.2 11.4 36.7 19.8 - 	6.2 15.0 

Apparel 11.2 26.3 6.1 37.7 16?7 -10.7 15.9 

 Food Products 

Beverages 

2.4 

7.7 

4.9 

15.4 

23.6 

28.1 

28.9 

29.6 

23.7 

21.0 

4.0 

- 	0.6 

8. 

9.1 

Tobacco 	 . 1.8 9.1 6.4 16.0 8.6 -10.4 - 	2.4 

Printing 	& 	Publishing 7.4 23.9 9.4 31.6 19.2 - 	7.9 10.8 

Miscellaneous 	 . 	. 8.4 25.0 15.0 46.2 28.2 - 	3.2 23.1   AVERAGES1 
2 Primary 	Agriculture - 	5.7 - 	2.7 - 	6.8 - 	3.. - 	5.4 21.5 18.6 

Manufacturing 6.5 19.3 13.4 34.9 22.2 - 	4.5 13.9 

Capital 	Goods 8.3 24.9 8.6 34,9 197 r'' 	8.6 15.3   Intermediate 	Goods 5.1 17.9 13.8 34.7 23.3 - 	4.2 

Consumer Goods 6.8 17.5 16.0 35.0 22.5 - 	2.4 13.6 

  Notes: 	1. 	Value 	added 	weights 	of 
and 	for 	computing 	the 

	

1979 	are 	used 

	

more 	aggregated 
for 	aggregating 
means. 

from 	the 	four digit level 

2. 	Includes 	Forestry 	hhd Fiahing 	Agriculture, and 	Livestock 	and 	Poultry. 

Source: 	AppendiX 	Table 	A8,2. 
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Table 8.3 

FREQUENCY DISTRIBUTION OF EXPORT INCENTIVE 

 MEASURES, 72 TRADABLE GOODS SECTORS,1981 

  Nominal Export Effective Export Net 	Effective Export 
-tge of Subsidy Rate Promotion Rate Promotion Rate 
:entives 

  Number -of Number of Number of 

(Z) ' Sec ton (7.) Se\tors (7.) Sectors - (7.) 

 <0 5 7 5 7 16 23 

- 25 41 57 16 23 44 63 

50 26 3: 

- 	 : 

0 - 1 1 0 - 

>100 0 - .2 3 2 3 - 

OTAL 72 100 70 1  100 70 100 

    ote: Calculations have omitted those 	2 	sectors for which value 
added in world 	prices was estimated 	as 	negative. - 

  
ources: Appendix tables A8.2 	and A8.3. 
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nominal 	export 	subsidies 	are 	rather tightly concentrated . , 	it 	can 

be 	observed, 	as 	to be 	exjected, 	that this 	is much 	less 	the 	case 

 with the effective 	export promotion rates. 	For the 	latter measure 

the 	range 	of 	greatest 	frequency 	is 	the 35-50 percent 	range, 	but 

10 	sectors 	displayed 	effective 	rates greater than 50 	percent. 	With 

both 	the nominal 	and 	effective 	rate measures 5 	sectors 	displayed 

  discriminated against negative 	rates. 	These 	sectors v\re 	absolutely 

by 	export promotion measures. 

III. NET  EFFECTIVE EXPORT PROMOTION ESTIMATES 

Discrimination through export promotion policies is also ap-

parent with the administration of exchange rate policy. Adjusting 

for exchange rate overvaluation accompanying the prevailing com-

mercial policies, but retaining the nominal export incentives, can 

provide a notion of the structure of export promotion resulting 

from the export incentives and prevailing input protection. An ap-

prosimation is possible as to which sectors are absolutely benefit-

ted or discriminated by these measures. The nominal export incen-

tives in fact serve as substitutes for exchange rate policy. The 

question is how appropriate are the nominal export incentives in 

overcoming exchange rate overvaluation. This question can be con- 
p 

sidered on an effective rate basis with the conceptsf net effective 

export promotion. 

Similar to the adjustment made with theeffective rate of 

protection for domestic market sales, the net effective rate of 

export promotifl () can be written as 

   
  
  
  
  
  
  
  
  
   (8.3) 
	

dt_-&. 	 -1 
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 where, as before, r and r*  represent respectively the prevailing 

offical 	exchange 	rate 	anEl 	the 	shadow, 	or free 	trade equilibrium, 

 exchange rate. 	As 	was 	the 	case with 	the g 	estimates, we 	have 

  employed 	the 	Incer 	estimates 	of 	the 	shadow exchange rate 	premium, 

  15 .
nting amou 	to 	18.8 	percent. - - 

•Appendix 	Table 	8.2 	and 	Table 	8.2 	present estimates of 	the 

  net e ffective 	rates 	of 	export 	\omoti .on for 	1980 and 1981. 	As 	ob- 

served, 	most 	of 	the 	estimated 	rates were negative 	in 1980 	indica- 

insufficient magnitude to overcome the estimated exchange rate over-

valuation. The Primary Agricultural sector displays a considerable 

amount of discrimination, with an estimated net effective rate of 

-21.5 percent for 1980. The manufacturing average was -4.5 percent. 

In 1981, while agriculture continues to be discriminated against, 

it can be observed that the export incentives have more than over-

come the ex.hange rate discrininaticn effect for most manufacturing 

industries. As demonstrated in Table 83, 54 sectors (22 percent of 

the total) possessed positive rates of net effective export promo-

tion in 1981. The manufacturing average net effective rate was 

calculated to be 13.9 percent. 

IV. THE STRUCTURE OF EXPORT INCENTIVES 
   

- 

Given the nature of interindustrial relations in Brazil, it ' 

can be hypothesized that the nominal export incentives and the ef- 

  
fective rates of export promotion are positively correlated. Such 

a relationship was evident between implicit nominal domestic market 

protection and the effective rates of protection for domestic market 

15 	t1-1) 

  
  

  
  
  

  
  

th ting that 	e export i 	 t d rin ncentives exis tenug that year were of 
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sales. As observed in Table 8.4, an analogous, but much weaker, 

relationship exists betwen the nominal and effective rates of 

extort promotion. As computed over the 72 tradable goods sector 

cross-section, the Spearman rank •correlation coefficient was .38, 

significant at the 5 percent level. 

.A more interesting question concerns the relationship between 

the export incentives, both nomSnal and effective, on the one hand, 

and the various measures of domestic market protection, on the other. 

It is possible that the industrial interests and forces politically 

effective enough to obtain high domestic market protection levels 

are also effective in obtaining high rates of export incentives. 

If so, one would expect positive correlations between the domestjc 

market protection measures and the export incentive estimates. 

Table 8.4 provides evidence supporting this general hypothesis. The 

Peasorn and Spearmen correlation coefficients between the nominal 

export subsidy rates and the various domestic market protection 

measures presented in Table 8.4 are all positive and significant, 

with the exception of that for 1979 realized tariffs. The highest 

correlation coefficients, as perhaps to be expected, are those 

for the implicit nominal protection rates. With the important exception 

of effective domestic market protection, the correlations between the 

effective rates of export promotion and the0various measures of domestic 

market protection, while generally positive, are weaker. .,in the case 

of the two effetive measures the Pearson and Spearman correlation 

coefficieflts atu .45 and .39, respectively. This suggests similarities 

in the sttUdtUtë of dometic market protection and export promotion 

measures §eêii attoss sectors. 
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Table 8.4 

CROSS-SECTION CORRELATIONS BETWEEN EXPORT INCENTIVES AND DOMESTIC 

MARKET PROTECTION MEASURES, 72 TRADABLE GOODS SECTORS 

Nominal Export Effective Export Anti-Export Bias 

Subsidy Rate Promotion Rate 
1981 1981 1981 

Pearson Spea 	an Pearson 	Spearman Pearson Spearman 

Nominal Export Subsidy - 

Rate, 	1981 1.00 1.00 - - - - 

Effective Export Promo- 
tion Rate, 	1981 .11 .38** 1.00 1.00 - 

Anti-Export Bias Rate, 
1981 -.02 .19** .43 .04 1.00 1.00 

Realized Tariff Rate, 
1979 .06 .30** -.01 .14 .03 .16* 

Nominal Legal Tariff 
Rate, 	1980 .32** • 34** .03 .21** -.13 -.09 

Implicit Tariff Rate, 
1980-81 43** .46** -.02 .15* .60 

Implicit Nominal Protec- 
tion Rate, 	1980-81 .46* .51** m02 .14 .61 

Effective Rate of Domes- 
tic Market Protection, 
1980-81 .21*k .32** 39** .87** 

Notes: 

	

* 	indicates significance at the 5 percent 
I, 

level. 

  
** indicates significance at the 10 percent level. 

	

Source: 	Author's computations. 
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In the case of nominal and effective domestic market protection, 

we have seen that there exists evidence that the structure of such 

protection favors human and physicalcapital and disfavors more 

labor intensive economic activities. If the domestic market protec-

tion and export promotibn measures are themselves rather tighly 

positively correlated, one would expect to find a similar ecoromic 

structure of the export promotiQ measures. As it turns out, how-

ever, this expectation is not fulfilled. The evidence on the 

structure of the nominal and effective export incentives is am-

biguous. This evidence is summarized in Appendix Table A8.4 in 

the form of Pearson and Spearman correlations between the export 

incentives measures and various economic performance and structure 

variables. As observed,there is little consistence in signs or 

significance levels. There is no clear cut or rational economic 

structure for export promotion incentives across sectors. Theta is 

some evidence to suggest, however, a positive relationship between 

the export incentives and economic growth. Similarly, it appears 

that those industries with the most complete import substitution tend to 

receive the highest effective rates of export promotion incentives. 
I 

V. ANTI-EXPORT BIASES: THE BALANCE BETWEEN DOMESTIC MARKET 

AND EXPORT INCENTIVES 

  

Up to this point we have considered 'domestic market protection 

and export incentives separately. In their effect on presumed re-

source allocation and economic performance there is of course h 

connection. The question is whether the constellation of economic 

policies favors production for the domestic market or for the exter-

nal market, if policies 	 favor the former,it can be said that' 
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there exists an anti-export bias in the prevailing economic poli-

cies 

Our effective rate measures of both domestic market sales and 

export promotion provide rankings of the resource pulls into the 

respective sectors resulting from policies either affecting the 

domestic market or export remuneration. The net effect between the two depends 

upon the magnitude of the two d\fferent effective rates. Accordingly, 

we can @efine the anti-export bias (B.) as the difference between 

the effective rate of protection for domestic m.rket sales and the 

effective rate of export promotion, i.e. B. 	g.- 0L•' The anti- 

export bias represents a proportional increase in domestic value 

added permissable as a result of producing for the domestic market 
4. 

over that possible for export production. If B. > 0, there exists 

an anti-export bias in economic policy, while if B. 	0 a pro- 

exportbias exists. In the case of B. = 0 there is evident a 

neutrality of economic policies between domestic market and export 

activities. An approximation of this neutrality is normatively 

desirable on resource allocational and efficiency grounds. This 

question of the policy bias towards domestic market or export 

activities is a question apart from the more generalized question 

of the sectoral ranking according to either effective domestic 

market protection or effective export promotion. For example, a 
0 

sector may be discriminated against by both domestic market pro-

tection measures and export policies, but the overall balance 

of both these types of incentives (disincentives) may be ap-

proximately even. Brazilian agriculture, for instance, finds 

itself in such a s{tuation1 
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Appendix Table 8.3 and Table 8.5 present estimates of the 

anti-export biases apparunt through the exercise of Brazilian 

economic policies. Looking first at the aggregate measures, in 

1981 there was a slight pro-export bias in policies for the Pri-

 mary Agricultural sectof. For industry as a whole' in 1981 the 

average anti-export bias was 11.5 percent. While considerable 

sectoral variance exists in the anti-export bias estiniates, the 

reverse cascade effect, revealed in the effective domestic market 

protection estirñates, 	remains. Very high anti-export biases are 

evident in the machinery and electrical equipment industries, 

resulting in the capital goods group possessing the highest 

average for the major manufacturing groupings. The weight of 

heavy domestic market protection is strong indeed, imposing high 

anti-export biases for many sectors. In other sectors, strong 

pro-export biases exist, in many instances deriving from negative 

domestic market effective protection. 16 

While the value added weighted means for the larger.manu-

facturing aggregates all display anti-export biases, the variances 

in the estimates over sectors is great. For this reason care must 
I 

be taken in interpreting the means. Moreover, a great number of 

sectors display pro-export biases. Table 8.6 provides the frequency 

distributions of our anti-export bias estimates. In 1981 40 out of 

the 70 sectors measured had pro-export biases. At the same time 

15 sectors were seen to possess anti-expoft biases of greater 

 than 75 percent. 	 - 

   16 This is evidenced by the estimated Pearson and Spearman correlation 
coefficients between the two variables of .89 and .88, presented 
in Table 8.4. The effective export incentives, also positively 
correlated with the anti-export biases, are frequently simply no 

  

	

 of suffirient magnitude to offset the high rates of effective 
domu§tit niar1ct protection. 
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Table 8.5 

 ESTIMATED AND PROJECTED ANTI-E)0RT BIASES, 2 DIGIT LEVEL, 1980-83 

Anti-Export Biases 

  
Projected 

 Estimated Estimated 	Projected June 

Industry 1980 1981 1982 1983 

Mining 1.3 
: 	

- - 2.0 1.1 

Non-Metallic Minerals -31.0 -48.9 -38.4 -29.0 

 Metallurgy 8.4 -20.0 - 4.5 9.7 

Machinery 81.9 56.9 7.1.5 84.9 

  Electrical Equipment 129.5 100.9 117.5 132.7   Transportation Equipment -19.6 -45.6 -31.2 -17.9 

Lumber & Wood Products -16.7 -35.9 -25.3 -15.7 

 Furniture 32.6 - 0.3 19.2 36.9 

Paper -35.5 . -58.4 -45.3 -33.4 

Rubber -27.4 -49.9 -38.5 -28.2   !eather 7.9 - 8.8 1.8 11.2 

Chemicals 83.4 70.9 77.9 84.4 

 Pharmaceutical Products 1141 93.8 104.8 114.9 

Perfumary 68.2 34.5 - 	52.1 68.3 

Plastics 30.6 4.4 17.5 29.4   Textiles 25.3 	. 0.0 16.9 . 	31.9 

Apparel 40.7 9.0 29.9 48.7 

  Food Products 	 . 2.6 -  2.8 
. 

2.3 6.6 

Beverages -19.2 -30.7 -22.1 -14.7 

Tobacco - 0.6 -10.3 - 2.8 3.7   Printing & Publishing 22.6 0.3 12.7 24.1 

Miscellaneous 156.7 125.6 143.6 159.9 

  AVECES ' 

Primary AgieU1tht6 2  1.2 - 4.8 - 2.6 - 0.8 

 Manufactuilfig 33.0 11.5 24.2 35.6 

Capital didd& 63.4 37.0 52.1 66.0 

  Intermediate Goods 28.2. 7.2 18.7 29.2 

Consumer Goods 19.8 0.7 132 24.3 

   Notes: 1. Value added weights of 1979 are used for aggregating from the four 
digit to two digit level and for computing the more aggregated means. 

2. tnt.ludfts Forestry and Fishing, Agriculture, and Livestock and Poultry. 

 SourEéE 
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Table 8.6 

FREQUENCY DISTRIBtITION OF ESTIMATED AND PROJECTED 

 ANTI-EXPORT BIASES, 70 TRADABLE GOODS SECTORS 1 , 

1980 - 83 

  
 . 	

. 	 Anti - Export Bias 

1980 
nge 	July 1981 	 Projected 1982 	Projected 1983 

  .lumber of 	 Number of 	 Number of 	 Number of 
Sectors 	(%) 	Sectors 	(%) 	Sectors 	(%) 	Sectors 	(%) 

25 9 

 -  50 8 11 5 7 3 4 	, 6 	
' 

9 

8 11 7 10 

> 	100 11 16 8 11 10 14 11 16 

 0rAL 1  70 100 70 100 70 100 70 100 

  a 

Note: 	1. Two 	sectors 	with very high 	protection and effective export 
promotion have been omitted. These sectors were 	csuiinated to 

    possess negative value add   	in international 	prices.. 

  Source: Appendix Table 	A8.4. 
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Despite the peaks in the anti-export bias rates, the overall 

structure of the anti-export biases displays neither any clear 

  
  
  
  
  

rationale nor any consistent pattern. This is evidenced in Appendix 

Table 8.4. The lack of a well defined economic structure in the 

anti-export biases must in great part be attributed to the fact 

that frequently the effective incentives for domestic and export 

market sales offset one another\ Privileged individual sectors are 

often afforded high domestic market protection and export incen-

tives, and vice versa. 

One pattern suggested by the cross-section evidence, however, 

is that those sectors with the highest anti-export biases tend to 

 be those with the highest ratios of imports to total available e 

domestic supply. 
17 Where the possibilities of continued import 

 substitution are the greatest, the impact of economic policies is 

seen to be heavily in favor, of forcedimport substitution. For 

 those sectors the high effective rates of domestic market protection, 

as evidenced in Chapter 7, outweigh the effect of any export incen- 

The presence of anti-export biases in economic policies 

possesses imlilications for export performance. Those sectors with 

the heaviest anti-export biases are those for which exports should 

be expected to grow the least. Given the lack of an earlier bench-

mark estimate of effective anti-export biases, it has proved im- 
.17 

possible here to measure the effect of such policy biases on 

17 The Speatman rank correlation coefficient between sectoral anti-
export bies and sectoral ratios of imports to total available 
doniestiupply was calculated to be .33, significant at the 
5 per@ht level. (Appendix Table A8.4). 
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observed export bhavior across industries. 18  The recent changes 

in Brazilian commercial o1icies prevent assumptions of stable 

anti-export biases in recent years for any time series analysis of 

exports. One can only conjecture what effect the recent changes 

in anti-export biases will have on export performance. Yet the 

theoretical basis for such conjecture is both straightforward and 

sound. Comparing the 1980 esti,p'tes with those for 1981, it is 

clear that the res toration of the fiscal subsidies did much to 

reduce the observed levels of anti-export biases apparent in 1980. 

 Consequently, it can be expected that exports should respond 

favorably, as distinct from any response resulting from the mana-

 gement of exchange rate policy. 

- 	Since the export incentives are scheduled to change in 1982 

and 1983, a useful exercise is to project the anti-export biases 

into the future. If events are allowed to proceed as expected, what 

 will the level of anti-export biases be in 1982 and 1983? The 

assumptions made in these projections are presented in Table 8.7. 

 For their part, the effective rates of domestic market protection 

  
are assumed to remain unchanged from the estimated 1980-81 levels. 

The fiscal export credit premium subsidy is reduced in accordance 

   
with the prevailing legislation. It has been further assumed that 

the credit subsidy mechanism remains as it is presently constituted 
0 

 but inflation rates and therefore nominal market interestareassumed to 

fall, 	signifying a reduction in the credit subsidy rates. 

 The results of the projection exercise are presented in 

Appendix Table A8.3, Table 8.5, and Table 8.6. In relation to 1981 

 the anti xport biases in the prevailing constellation of economic 

policies Më expected to rise in 1982 and 1983, reaching by June 

   1983 levels exceeding those evident in 1980. The manufactuting 

   
18 bkIt tLo-settjon study (Tyler, 1980), based upon nominal tariffs and nominal 

ëxibrt §Ubgidiin, found that changes in the nominal sectoral anti-export biases 
n II4 dnd 1978 partir' - explain sectoral differences in export perfor-

dThk dthtitig the eHtnd4 
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Table 8.7 

ASSUMPTIONS UNDERLYING PROJECTIONS FOR EFFECTIVE EXPORT 

  	 PROMOTION RATES AND ANTI—EXPORT BIAS 

  

  
 

ort Credit Subsidy Rate: 

arket Interest Rate 

ubsidized Nominal Effective Interest 
ate1 

ector Credit Allocation Rates 

  

1981 

44%/yr. 

as determined by 
Resolution 674 

1982 

85%/yr. 

44%/yr. 

same as in 1981 

1983 

65%/yr. 

44%/yr. 

same as in 1981 

ort Fiscal Subsidies and Export Taxes: 

   2 

	

xport Credit Premium 	 15% 	 9% 	 3% 

thers Fiscal Measures Affecting 

 xports 3 	 same as in 	same as in 	same as in 
January 1980 	January 1980 	January 1980 

ective Protection Rates for Domestic 
ket Sales 	 same as 	in 	same as in 

1980-81 	 1980-81 

   
es.1 	as specified by Resolution 674 and computed on an annual affective basis 

as stipulated by law, in the Ministry of Finance's Portaria n9 78 of 
April 1,1981. 

does not include the specific export taxes of 1980, covering mostly 
agricultural products and imposed with the maxidevalationof December 
1979. These export taxes were eliminated on a product by product basis

1. during 1980. 
	 - 

  

  
  

same as in 
1980-81. 
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average anti-export bias in June 1983 is projected at 35.6 percent; 

for the second half of 1983 it is expected to be even higher. Those 

sectors receiving the highest present nominal export subsidies 

will be those most adversely affected. If this situation is 

allowed to. come to pass, economic polcies will exercise a considerable 

hindrance on export activities and efforts. The government has in 

effect bought itself a breathi 	spell with the reintroduction of 

the fiscal export subsidies. This time could well be used to un-

dertake some desirable, although painful, basic reforms in commer-

cial policies. 

   

  
   

  
  
  
  
  
  
  
  
  
  
  

  

  

     

  
  
  
  

                     



  
Appendix Table AN. 1 

NOMINAL. l:Nl'tl 	INCENTIVES • 	72 T!IAI5ABI,E 1:51Mpg 	SECTORS 

1980 	- 81 

 
. 

Export Credit Export Fiscal Nominal Export 
Subsidy Rate.s Substdy 

Rfl tO 5 EF Subsidy Rote,s 
() . 	. 

186E 
CODE Intl us try Novemher - Proj cc ted Projected 

19811 1931 1979 1960 1981 1952 1980 1991 198.  -- 
0101 Forestry 	and 	Fishing 1.7 2.1 5.2 0.0 0.1 0.1 1.7 2.2 1.4 

3201 Agriculture 1.6 2.2 -11.4 -11.4 -11.3 -11.3 9.8 9.1 -9,9 

Livestock 	had 	Poultry 2.8 6.6 - 	1.5 - 	1.5 5.8 2.9 1.3 12.4 7.1  
7301 

7501 Mining 2.0 2.5 - 	7.2 - 	7.2 - 	1.1 - 	35 - 	5.2 1.4 - 	1.9 
0502 Combustible 	Mineral 	Extraction 0.0 \.o 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

1001 Cement 5.8 6.9 12.0 0.0 0.0 0.0 5.8 6.9 44 

1002 Class 	Products 8.6 10.3 13.2 010 15.0 9.0 8.6 25.3 15.6 

   
1003 Other 	tion-Motatlic 	Mineral 	Products 8.3 11.7 12.8 0.0 15.0 9.0 8.3 26.2 16.2 

1101 Pig-Iron,Iron 	Alloys 	5 	Primary 	Steel 5.1 6.1 17.5 0.0 12.1 7.3 5.1 18.2 11.2 

1102 Iron 	& 	Steel 	Sheets 6.2 7.5 18.7 0.0 .14.5 6.7 6.2 22.0 13.5 

1103 Iron 	& 	Steel 	Castings 8.6 10.4 15.0 0.0 15.0 9.0 8.6 25.4 15.6 

 1104 Non-Ferrous 	Metals 1.0 1.2 10.6 0.0 8.2 4.9 1.0 9.4 5.7 

1105 Miscetlauooua 	Metal 	Products 9.0 10.1 20.1 0.0 15.0 9.0 9.0 25.1 15.5 

1201 Pumps 	and Engines 8.6 10.4 19.0 0.0 15.0 9.0 8.6 25.4 15.6 

1202 Machine 	Parts 9.6 10.9 18.4 0.0 15.0 9.0 9.6 25.9 16.0 

 1203 Industrial 	Equipment 	& Machinery 8.8 10.5 17.0 0.0 15.0 9.0 8.8 25C5 15.7 

1204 Agricultural 	Equipment 	& Machinery 8.6 10.4 16.3 0.0 15.0 9.0 8.6 25.4 15.6 

1205 Offices Doaostic Use Equipment & Machinery 8.6, 10.4 20.7 0.0 15.0 9.0 8.6 25.4 15.6 

  1206 	. Tractors 7.9 9.5 18.7 0.0 15.0 9.0 7.9 24.5 15.1 

Electric 	Energy 	Equipment 8.6 10.4 15.0 0.0 15.0 9.0 8.6 25.4 13.6  1301 

1302 Electric 	Wire 	& 	Cables 8.6 9.2 15.0 0.0 15.0 9.0 8.6 24.2 14.9 

1303 	. Electric 	Equipment 8.9 10.7 16.0 0.0 15.0 9.0 8.9 25.7 15.9 

1304 Electrical 	Machinery 	& Appliances 8.6 10.4 9.9 0.0 15.0 9.0 8.6 25.4 15.6 

Electronic 	Equipment - 	8.6 10.4 16.2 0.0 15.0 9.0 8.6 25.4 15.6  1305 

1306 Communications 	Equi,s.uut 8.6 10.5 19.5 0.0 15.0 9.0 8.6 25.5 15.7 

1401 Automobiles 5.8 6.9 19.6 0.0 15.0 9.0 5.8 21.9 13.4 

1402 Trucks 	and 	Buses 6.2 7.5 19.5 0.0 15.0 9.0 6.2 22.5 13.8 

Motors 	&Vehicle 	Parts 9.4 10.6 19.4 0.0 15.0 9.0 9.4 25.6 	, 155  1403 

1404 Stsipbuildang 8.6 10.4 17.9 0.0 15.0 9.0 8.6 25.4 15.6 

1405 Railway 	Equipment 	S 	Other 	Vehicles 9.5 11.4 20.4 0.0 15.0 9.0 9.5 26.4 16.3 

1501 Wood 4.4 5.8 12.3 0.0 8.6 5.2 4.4 14.4 8.9 

Furniture 9.4 11.2 21.0 0.0 15.0 9.0 9.4 26.2 16.2  1601 

1701 Wood Pulp 5.8 6.9 11.3 0.0 10.0 6.0 5.8 16.9 10.4 

1702 Paper 6.6 7.9 20.0 0.0 15.0 9,0 6.6 22.9 14.1 

1703 Paper 	& 	l'aperboard 	Products 8.8 10.0 19.9 0.0 15.0 9.0 8.8 25.0 15.4 

  1801 Rubber 5.4 8.8 17.1 . 	0.0 13.6 8.2 5.4 22.4 13.1 

1901 Leather 	& 	Leather 	Products 9.2 11.5 4.4 0.0 113 6.8 9.2 22.8 14.1 

2001 Cheaical 	Elements 	& 	Compounds 5.6 6.8 7.3 0.0 14.1 8.5 5.6 20.9 12.3 

2002 Alcohol 14.4 6.9 0.0 0.0 0.0 0.0 14.4 6.9 6.4 

Petroleum 	Refining 0.3 0.6 2.9 0.0 0.1 0.1 0.5 0.7 0.4  2003 

2004 Coke 	& 	Coal 	Oerivstives 1.3 1.5 9.3 1 0.0 3.3 2.0 1.3 4.87 3.0 

18.2 

- 
2005 Chemical 	Resins 	S 	Fibers 3.5 4.9 24.3 0.0 13.3 8.0 3.5 11.1 
2006 Vegetable 	Oils 	& 	Oitseed 	Products 4.8 6.0 -10.3 -10.2 - 	9.8 -10.0 - 	5.4 - 	3.8 - 	6.1 

Pigments 	& 	Paints 5.8 6.9 15.1 0.0 15.0 9.0 	. 5.6 21.9 13.4  2007 

2008. Miscellaneous 	Chemical 	Products 4.5 5.4 11.5 0.0 10.7 6.4 4.5 16.1 g 

2101 Pharmaceutical 	Produdis 	. 6.4 7.7 11.0 0.0 14.9 8.9 6.4 22.6 13.5 
2201 Perfumery 	S 	Soaps 5.3 7.5 17.4 0.0 12.5 7.5 5.3 20.0 12.3 

Plastics 6.0 10.6 13.4 0.0 15.0 9.0 6.0 25.6 153  2301 

2401 Basic 	Textile 	Prodsoãibg 	Ptoducts 2.5 3.4 18.6 0.0 2.7 1,6 2.5 6.1 3.8 
2402 SynthetitFiber??*tiIBi'rdducts 12.7 . 	13.8 30.1 0.0 15.0 9.0 12.7 28.8 17.5 
2403 Natural 	FibbF 	ft'lUilli 	Itoducts .10.9 11.5 25.4 0.0 14.2 8.5 10.9 25.7 159 
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Ap cdix table All .1 

NOMINAL EXI'OIiT INCENT [VES • 72 TP.ACIABI.E IO08S SECTOIIS 

1980 	81 

Export Credit Export Fiscal Nominal 	Export 
Subsidy RStCSSECR Subsidy Rates '5EF Subsidy Rstc,sg 

(I) CX) (X) 

BCE  , 
Novemhc r Proj ected I ruj ele 

;ode Industry 1980 1981 1979 1980 1981 1982 1960 1981 1952 

04 Other 	Textile 	Products 116 12.9 28.2 0.0 14.4 6.6 11.6 27.3 16.9 

501 Apparel 10.0 1,1.1 24.7 0.0 14.3 8.6 10.0 25.4 15.7 

  502 Footwear 14.4 18 9.0 0.0 15.0 9.0 14.4 28.5 17.9 

401 Coffee 	Bean 	Products 0.0 0. -13.0 -13.0 -13.0 -13.0 -13.0 -13.0 -13.0 

102 Processed 	Coffee 	Products 4.1 5.0 - 	 4.6 - 	 4.6 - 	4.6 -4.6 - 	0.5 0.4 - 	 1.4 

Processed 	Site 0.0 0.0 -13.0 -13.0 -13.0 -13.0 -13.0 -13.0 -13.0  103 

104 Uhoat 	Flour 0.0 1.0 -12.9 -12.9 -12.9 -12.9 -12.9 -11.8 -12.2 

105 Other 	Vegetable 	Products 5.1 5.8 13.8 0.0 2.3 1.4 5.1 8.1 S.! 

106 Meet Products 3.9 4.0 8.8 0.0 1.0 0.6 3.9 5.0 3.2 

Products 7.1 9.2 - 	 1.6 - 	 1.6 - 	 1.6 - 	 1.6 6.1 7.6  SO?Poultry 

.108 Prepared 	Fish 	Products 9.5 10.7 6.8 0.0 5.6 3.4 9.5 16.3 10.2 

109 Dairy Products 1.2 1.4 6.9 0.0 0.0 0.0. 1.2 1.4 0.9 

510 Crude 	Sugar Products 4.6 5.5 0.8 0.0 0.0 0.0 4.6 5.5 3.5 

Refined 	Sugar 0.0 0.0 7.5 0.0 0.0 0.0 0.0 0.,0 0.0  111 

112 Bakery 	6 	Pastry 	Products 8.3 10.0 2.1 0.0 3.4 2.0 8.3 13.4 8.4 

413 Edible 	Oils 	& 	Fats 4.2 5.0 - 	 3.5 - 	 3.5 -3.5 - 	 3.5 0.7 1.5 -0.3 

514 Other 	Food 	Products 5.6 6.9 3.8 0.0 7.0 4.2 5.6 13.9 8.6 

Beverages •  7.7 9.0 12.8 0.0 6.4 3.8 7.7 15.4 9.6  701 

501 Tobecco 	Products 7.5 7.3 - 	 5.7 - 	 5.7 1.8 - 	 1.2 1.8 9.1 35 

901 . 	 Publishing 	and 	Printing 7.4 3.9 8.7 0.0 15.0 9.0 7.4 23.9 14.7 

001 Miscellaneous 	Manufactured 	Products 8.4 10.2 16.8 0.0 14.8. 8.9 8.4 25.0 15.4 

 . 
otes: 1. 	Includes 	the 	credit 	premium based 	upon 	the 	IPI 	and indirect 	taxes imposed on exports such 	as the   1CM 	and 	ION. 

2: 	The 	specific 	export 	taxes 	for 	1980, covering mainly agricultural products, are not included. 

aurces: See 	text 	for 	rise 	description 	of 	estimation 	procedures.    The Noveeber 1979 	fiscal subsidies for export 

were 	kindly 	furnished 	by 	Honirin 	Kume from his 	on-going research. 	See 	his 	Ouontificaçao da Proteçao 

Eferiva Aps 	Pacore 	de 	Dezembro 	de 	1979 e 	Siaulaçocs da 	Politics Tarifiria, Fundaçao Canrco 	de Estu 

dos 	de 	Comircio 	Exterior, 	unpublished paper, 	1981. 

 ... 
  . 
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 r - 	 Appcn.I ix Ta!, to AS .2 

 
. 	 NOMINAl, EXPORT INCENTIVES, EFFECTIVE EXPORT PROMOTION RATES, 

- 	 AND NET EFFECTIVE EXPORT PI1OMOTON RATE   LSrIMATES. 

72 TRADABLE GOODS SECTORS, 1980-81 - 

Nominal Export Effective Export Net 	Effective 	Export   Subsidy Promotion Rate,O Promotion Rete,0 Rate,SE 

CX) (2) 

HICE . Projected 

Industry 1980 1981 1980 1981 1982 1960 1981 

 Code 

101 Forestry 	and 	Fishing 1.7 z.\ 22 2.7 1.9 -13.9 -13.5 

208 Agriculture - 	9 . 8 - 	9.1 -12.5 -11.7 -12,6 -36.3 -25.7 

Livestock 	and 	Poultry 1.3 12.4 3.7 17.3 10.8 -12.7 - 	1.3 

 301 

501 Mining 5.2 1.4 - 	6.1 1.2 - 	2.5 21.0 14.8 

502 Combustible 	Mineral 	Extraction 0.0 0.0 - 	0.3 - 	0.3 - 	0.3 -16.1 -16.1 

001 Cement 5.8 6.9 10,1 11.6 8.5 - 	7.3 - 	6.1 

Products 8.6 25.3 5.3 26.7 14.3 -11.4 6.7 

 
002Class 

003 other Non-Metallic Mineral Products 8.3 26.2 12.9 34.7 22.5 - 	4.9 13.4 

101 Pig-Iron,Iron Alloys 	5 Primary Steel 5.1 18.2 47.0 79.8 62.2 23.7 51.3 

102 Iron 	& 	Steel 	Shoots 6.2 22.0 23.3 54.7 37.8 3.8 30.3 

Iron 	& 	Steel 	Castings 	. 8.6 25.4 27.8 58.4 40.6 7.6 33.3 

 
.103 

.104 Non-Ferrous 	Metals 1.0 9.4 5.9 17.7 12.5 -10.9 - 	 - 0.9 

.105 Miscellaneous 	Metal 	Products 9.0 25.1 18.4 46.8 29.8 - 	0.3 23.6 

.201 Pumps 	and 	Engines 8.6 25.4 5.8 32.7 17.1 -10.9 11.7 

Machine 	Parts . 	9.6 25.9 14.9 66.1 27.2 - 	3.3 22.9 

 
.202 

t203 Industrial 'Equipment 	& 	Machinery 8.8 25.5 9.8 33.4 19.6 - 	7.6 12.3 

1204 Agricultural 	Equipment 	& Machinery 8.6 25.4 11.6 35.4 21.6 - 	6.1 	- 13.9 

1205 Office & Domestic Use Equiptient&'lachinery 8.6 25.4 4.4 27.5 14.1 -12.1 7.3 

1206 Tractors 7. 9 26.5 19.1 43.1 - 	29.5 0.3 20.5 

 1301Electric Energy Equipaent 8.6 25.4 10.4 33.1 •. 	19.9 - 	7.1 12.0 

1302 Electric 	Wire 	& 	Cables 8.6 24.2 13.2 34.3 21.7 - 	4.7 13.0 

1303 Electric 	Equipment 8.9 25.7 10.9 40.5 23.2 - 	6.6 18.3 

1304 Electrical 	Machinery 	& 	Appliances 8.6 25.4 9.1 37.8 21.1 - 	8.2 16.0 

Electronic 	Equipment 8.6 25.4 1.4 27.9 12.5 -14.6 7.6  1305 

1306 Coacunications 	Equipment 8.6 25.5 -19.4 13.2 - 	5.7 -32.2 - 	4.7 

1401 Automobiles 5.8 21.9 13.1 41.2 26.4 - 	4.8 18.8 

1402 Trucks 	and 	Busea 6.2 22.5 17.1 44.2 29.7 - 	1.4 21.3 

Motors 	& 	Vehicle 	Parts 9.4 25.6 15.4 38.7 24.7 - 	2.8 16.8  1403 

1404 Shipbuilding 8.6 25.4 5.7 30.0 15.8 11.1 9.4 

1405 Railway Equipment & Other Vehicles 9.5 26.4 13.4 37.0 22.9 - 	4.5 15.3 

1501 wood 	. 4.4 14.4 34.4 53.6 . 	43.0 13.1 29.3 

Furniture 9.4 26.2 20.1 ' 	52.9 33.4 1.1 28.7  1601 

1701 wood 	Pulp 5.8 16.9 17.7 34.0 24.5 - 0.9 12.8 

8702 Paper 	 ' 6.6 22.9 20.0 . 	44.6 31.2 1.0 21.7 

1703 Paper 	& Paperbosrd 	Products 8.8 25.0 15.1 384 24.6 - 	3.1 16.5 

Rubber 5.4 22.4 6.0 26.3 17.2 -10.7 8.2  1801 

1901 Leather 	& 	Leather 	Product' 9.2 22.8 5.9 - 	22.7 12.1 10.8 4' 	3.3 

2001 Chemical 	Elements 	& 	Compounds 5.6 20.9 7.0 33.6 19.5 . 	- 	9.9 12.4 

1002 Alcohol 14.4 6.9 188.5 157.7 147.5 142.8 116.9 

getroleum Refining 0.5 0.7 1.7 2.0 1.7 -14.4 -14.1  2003 

2004 Coke 	S 	Coal 	DerivatEvea 1.3 4.8 5.5 9.8 7.5 11.2 - 	7.6 

2005 Chemical 	Resins 	6 	Fibets 3.5 18.2 - 	4.6 19.5 7.9 -19.7 0.6 

2006 Vegetable 	Oil, 	& 	Oilseed 	Products - 	5.4 - 	3.8 - 	1.5 0.7 - 	2.4 -17.1 -15.2 

& 	Paints 5.8 21.9 0.9 27.1 13.4 -15.0 - 	7.0  200"Pigments 

2008 Miscellaneous 	Chemical 	Products 	, 4.5 16.1 0.6 18.8 9.1 -15.3 	- 0.0 

2101 Pliarmaccu ticol 	Products 6.4 22.6 2.2 22.5 - 	 11.5 - 	4.0 3.1 
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 Appendix Table 43,2 

    NOMINAL El '(lIlT INCENTIVES, EFFECTIVE EXPORT ['ROIIOT ION RATES, 

ANt) NET EFFECTIVE EXPORT PR)'MOTION RATE ESTIMATES, 

72 TRADAIi I.E GOOD S S ECTORS • 1980-81 

    r 
Nominal Export
Subsidy Rate.a 

(I) 

Effective Export 
Promotion Rsite,O 

(1) 	
E 

Net F,ffective Export 
Promotion Rate,o 

(1) 	
E 

  28CR 

 Code Industry 1980 1981 1980 1981 1982 1980 1981 

201 Perfussary 	& 	Soaps 5.3 20.0 23.3 - 57.0 39.4 3.8 32.2 

301 plastics 6.0 25.6 - 	2.3 23.9 10.8 -17.8 4.3 

401 Basic 	Textile 	Ptceesing Products 2.5 6.1 27.5 35.7 30.4 7.3 i4.2 

402 Synthetic 	Fiber Texlilc 	Products 12.7 28.8 2.9 26.4 11.1 13.4 8.0 

1403 Naturnl 	Fiber 	Textile 	Products 10.9 25.7 17.0 47.4 27.2 - 	1.5 24.1 

404 Other 	Textile 	Products 11.6 27.3 6.5 30.4 14.6 -10.3 9.8 

501 Apparel 10.0 25.4 0.4 33.2 12.5 -15.5 12.1   1502 Footwear 14.4 28.8 21.6 50.1 28.4 2.3 26.3 

1601 Coffee 	Bean 	Products "13.0 "13.0 - 	9.3 - 	9.3 - 	9.3 "23,6 23.6 

1602 Processed 	Coffee 	Products - 	0.5 0.4 v.h. v.h. v.h. v.h. v.h. 

Processed 	Rice "13,0 -13.0 -10.5 -10.5 -10.5 -24.6 -24.6  2603 

2604 Wheat Flour -12.9 -11.8 -25.4 -23.7 -24.3 -37.2 -35.8 

2605 Other 	Vegetable 	Products 5.1 8.1 39.4 46.8 39.4 17.3 23.6 

2606 Meat 	Products 39 5.0 23.2 25.3 21.9 3.7 5.5 

Poultry 	Products 6.1 7.6 54.9 59.0 50.1 30.3 33.8  2607 

2608 Prepared 	Fish 	Products 9 . 5  16.3 134.0 163.1 137.1 96.9 121.4 

2609 Dairy 	ProductS 1.2 1.4 31.0 31.8 30.1 10.3 11.0 

2610 Crude 	Sugar 	Products 4.6 5.5 12.5 13.9 11.0 - 	5.3 - 	4.2 
Refined 	Sugar 0.0 - 	0.0 28.2 28.2 26.2 7.9 7.9  2611 

2612 Bakery 	& 	Pastry 	Prod-,ctp 8:3 13.4 30.8 39.1 31.0 10.1 17.1 

2613 Edible 	Oils 	& 	Fats 0.7 1.5 v.h. v.h. vh. v.h. v.h. 	- 
2614 Other Food 	Products 5,6 13.9 16.3 28.7 20.8 - 	2.1 8.4 

Beverages 7 154 18.1 29.6 21.0 - 	0.6 9.1  2701 

2801 Tobacco 	Products 1.8 9.1 6.4 16.0 8.6 10.4 - 	2.4 
2901 Publishing 	and Printing 7.4 23.9 9.4 31.6 19.2 - 	7.9 10.8 

3001 Miscellaneous Manufactured Products 8.4 25.0 15.0 46.2 28.2 - 	3.2 23.1 

 Note : 	The 	two 	sectors 	possessing negative value added 	in 	international 	prices are 	indicated as having very high (v.h.) 

- effective 	rates. 

Source: Author's 	estimates. 	See 	text 	for the 	description 	of 	the estimating prcccdures. 

   

     
   

  
  

      
    



Appendix Table Ad .3 

ES I IFIATED AND PROJ NET El) ANTI - N XPDRT BIASES, 	 - 

72 TRADABLE COOPS SECTORS, 1990-83 

Anti-Export Bias 1 	- 

(I) 

  
  
  
  
  

   
  
  
  
  
  
  
  
  
  
  
  

  

IBCE 
Code 	 Industry 

Ce 

0101 	 Forestry and Fishing 

0201 	 Agriculture 

0301 	 Livestock and Poultry 

0501 	 Mining 

0502 	 Combustible blineral Extraction 

1001 	 Cement 

1002 	 Glass Products 

1003 	 Other Non-Metallic Minoral Products 

1101 	 Pig-Iron, Iron Alloys 6 Primary Steel 

1102 	 Iron & Steel Sheets 

1103 	 Iron & Steel Castings 

1104 	 Non-Ferrous Metals 

1105 	 Miscellaneous Metsl Products 

1201 	 !umPs and Engines 

1202 	 Machine Parts 

1203 	 Industrial tquipment & Machinery 

3206 	 Agricultural Equipment 4 Machinery 

1205 	 Office & Domesric Use Equipment & Machinery 

1206 	 Tractors 

1301 	 Electric Energy Equipment 

1302 	 Electric Wire & Cables 

1303 	 Electric Equipment 

1304 	 Electrical Machinery & Appliances 

1305 	 Electronic Equipment 

1306 	 Communications Equipment 

1401 	 Automobiles 

1402 	 Trucks and Buses 

1403 	 Motors & Vehicle Parts 

1406 	 Shipbuilding 

1405 	 Railway tuipment & Other Vehicles 

1501 	 Wood 

1601 	 Furniture 

1701 	 Wood Pulp 

1702 	 Paper 

1703 	 Paper & Psetboard Products 

1801 	 Rubber 

1901 	 Leather S leather Products 

2001 	 chemical EiCBehts A Coispounds 

2002 	 Alcohol 

2003 	 Petroleum ReUhif, 	- 

2004 	 Coke & bbiI bt-r1uati SsA 

2005 	 Chemicil 'Pea 11I6 	Fiber, 

2006 	 Vcgcrsbio bAli 	Oill@ed Product, 

2007 	 PigsuenlA 1 hsiiits 

2008 	 Mi.celiaheoirs Cl,esiical Products 

2101 	 PhorsiLlCeAst Icul l'roduc to 

2201 	 PerfuMery & Soaps 

2301 	 I'Iagtica 

2601 	 BasIc TektlIc Proce,ntns Products 

2402 	 Syn iIII'EIP A'Ibhr Textttb Products 

Estimated 

1980 

Estimated 

1981 

Projected 

1982 

Projected 
une 

1933 

-41.1 -41.6 -40-8 -60.1 

11.4 10.6 11.6 12.3 

-11.7 25.3 -18.8 -13.0 

1.5 - 	 5.9 - 	 2.2 1.3 

- 	 0.4 - 	 0.4 - 	 0.4 - 	0.4 

-39.3 -40.7 -37.6 -35.3 

21.8 0.4 12.8 24.1 

-38.9 -60.7 -48.5 -37.5 

-14.1 -46.8 -29.2 -13.0 

- 	 1.4 -32.9 -15.9 - 	 0.3 
e 

78.0 47.5 65.2 81.4 

- 	 6.5 -18.2 -13.0 - 8.0 

32.1 3.7 2067 36.2 

67.3 40.5 5661 70.2 

244.8 213.7 232.6 249.7 

81.8 58.2 72.0 34,5 

- 	 560 -28.2 -15.0 - 	 2.4 

- 	 7.1 -30.2 -16.8 - 	 4.6 

-5961 -83.1 -69.5 -57.1 

21.8 - 	 0.9 12.3 24.3 

49.5 28.4 41.0 52.5 

146.1 116.5 133.9 149.6 

110.7 82.0 98.7 113.8 

227.9 201.4 216.8 230.8 

167.1 134.4 153.3 170.5 

-36.6 -64.7 -49.9 -36.2 

-75.8 -102.8 -88.4 -75.0 

-26.4 -49.7 -35.7 -22.9 

65.6 41.3 55.4 68.2 

15.2 - 	 8.3 5.7 18.4 

-16.7 -35.9 -25.3 -15.7 

32.6 - 	 0.3 19.2 36.9 

-5168 	0 -68.12 -58.7 -50.1 

- 	 9.3 -3369 -20.6 - 	8.3 

-49.4, -72,8 •t'-5869  -46.3 
' 

27.4 -69.9 -38.5 -28.2 

7.9 - 	 8.3 1.8 11.2 

121.0 94.4 108.5 121.6 

-39.9 - 	 9.1 1.1 8.8 

62.7 62.4 62.7 63.0 

-46.5 -52.8 -50.5 -48.5 

141.7 117.6 119.2 140.0 

-49.0 -51.2 -48.2 -45,8 

82.6 56.4 70.1 82.9 

138.6 1- 2064 130.2 139.2 

114.1 93.8 104.8 1,14,9 

68.2 34.5 52.1 68.3 

30.6 4.6 17.5 29.4 

- 	 6.3 -14,5 - 	 9,2 - 	 4.6 

11.5 -12.') 5.3 20.7 
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  Appendix Table 	AR.) 

  
ESTIMATED 	AND FEOJECTED ANTI-EXPORT 	BIASES, 

72 TRADABLE COOPS SICTORS, 	198043 

  
Anti-Export Bias 

  •(z) 

lOGE - . 
Estimate'! Estimated Projected Projected 	-- 

Code Industry 1980 	 - 901 1982 1983 

   . 2403 Natural Fiber 	Textile 	Products - - 35.0 4.6 - 	24.8 43.0 

2404 Other 	Textile 	Products 31.7 7.8 23.6 37.7 

2501 Apparel 41.4 ' 	8.5 29.2 47.8 

2502 Footwear 38.8 10.2 31.9 51.2   2601 Coffee 	Bean 	Products -29.1 -29.1 -29.1 -29.1 

2602 Processed 	Coffee 	Products 414.4 4.8.5 409.7 403.1 

2603 Processed 	Rice -11.9 -11.9 -11.9 -11.9 

2604 Wheat 	Flour -170.0 -18.6 -18.0 -17.6   2605 Other 	Vegetable 	Products 61.0 53.5 61.0 
' 	

67.2 

2606 Most 	Products 14.5 12.3 15.8 18.6 

2607 Pctilrry 	Products -32.0 -36.1 -27.3 -20.5 

2608 Prepared 	Fish 	Products -29.5 -58.6 -32.6 -10.5 

  2609 Dairy 	Products 24 7. 7 246.8 248.6 249.9 

2610 Crude 	Sugar 	Products -75.2 -76.6 -73.7 -71.5 

2611 Refined 	Sugar -110.3 -110.3 -110.3 -110.3 

2612 Bakery 	& 	Pastry 	products -84.6 -92.9 -84.8 -78.1 

  2613 Edible 	Oils 	& 	Fats 	 . 350.6 353.1 347.7 343.7 

2614 Other 	Food 	Products 37.7 50.1 42.2 35.2 	- 

2701 Oeverages -19.2 -30.7 -22.1 -14.7 

2801 Tobacco 	Products - 	0.6 -10.3 - 	2.8 3.7 

  2901 Publishing 	and 	Printing 22.6 0.3 12.7 24.1 

3001 Miscellaneous 	Manufactured 	Producta 156.7 125.6 143.6 159.9 

  
Note 	I. Defined 	as 	the 	effective 	rate 	of 	domestic market 	protection minus 	the 	effective   rate 	of 	export 	promotion, 	i.e., 	B. 	g. 	- CE. 

   

  Sources: Autisor's 	estimates 	as 	described 	in 	text. 

   

    

  
  



Nominal ExportEffective Export 	Anti-Export Bias, 
Subsides Rate, 1981 Promotion Rate,1981 	1981 	- 

Pearson Spearman Pearson Spearman Pearson Spearmar 

_.27* 	•\ 	-.04 	.14 	-.04 	-.06 

- .04 .13 -.l7* .14 33* 

39* -.03 .18* .01 .12 

-.08 -.07 .29** .04 .07 .04 

.14 .22** -.03 .10 

_.25** _.30** -.10 _.24** .13 .15 

.17* .23** -.12 -.05 .10 .19* 

40 

     . 	 Appendix Table A8.4 

     CROSS-SECTION CORRELATIONS BETWEEN EXPORT INCENTIVE 

MEASURES AND ECONOMIC STRUCTURE AND PERFORMANCE VARIABLES, 

72 TRADABLE GOODS SECTORS 

 Export to Output Ratio, i.e., 

1 . 
FIX, 1979 

    Imports to Total Available Domestic Supply Ratio,i.e., 
M/Z,1979 

Value Added Growth Rate: 

1970-74 

 197479 

1970-79 

  
Value Added o Labor Ratio, 

i.e.,. VIL 

Average Wages, i.e., WIL 1 

   Direct Labor Inputs per 1 
 Output Ratio, i.e., LIX 

Direct and Indirect Labor   
  
 Inputs per Output Ratio,i.e., 

L*IX' 

Profits per Output Ratio,i.e., 

nIX 1 ' 2 

Wage Costs per Value Added 

Ratio, i.e., WIV 

    
NOTES: 

Variables were calculated 	from information 	in the 	1970 	IBCE 

input-output accounts. 
Profits 	were calculated 	as 	a gross 	residual, including 	all 

returns 	to 	capital. 
3 ** 	indicates significance at 	the 	5 	percent level. 

  

4. * 	indicates significance at 	the 	10 	percent level. 

Source: 	Author's computations. 

49** 

-74** 	_.46** 	.16* 

.13 	.24** 

.Olø• 

11 	.18 

.06 

31** 	- .08 

a, 

- .16* 

$ 

.01 

   

15* 	-.07 	.05 
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Chapter 5 

MAJOR CONCLUSIONS AND POLICY IMPLICATIONS 

I. MAJOR CONCLUSIONS 

DRAFT 
William Tyler 
July 1981 

In terms of the total array of commercial policy instruments 

Brazil must be regarded as one of the world's most protectionist 

èountries. The magnitude and\overage of the various import re-

strictions is substantial. As we have seen, the average tariff 

rate for manufacturing as a whole approximates of 100 percent, 

a level which is exceptionally high relative to other countries. 

Further import protection is provided by a comprehensive system 

of non-tariff barriers. Few of Brazil's 72 tradable goods sec-

tors escape some sort of direct non-tariff barrier, encompas-

sing outright prohibitions, suspensions, quotas ,reference prices, 

and special authorizations. The overall system of import regu-

lations is complex,obtuse, and in clear violation of interna-

tio.nally accepted GATT norms. 

In addition to the direct import restrictions, there also exists 
I 

an elaborate system of production incentives. This .system involves 

both measures which operate through the price system, such as the 

various fiscal and financial incentive programs, and those which 

entail direct controls, such as governmerrt purchasing policies, - 

de facto industrial licensing, and market reserve proams. Ont' 

the export side, market intervention is also widespread with the 

coexistence of selective direct controls, some de facto export 

taxes, and export subsidies. In sum, the prevailing trade regime 

constituted by the diverse commercial and industrial policies 

is highly repressive and distortionary. 
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industrialpolicics is highly repressive and distortionary. 

The examination of the different policy instruments separately 

inexorably leads one to the conclusion that the allocative costs 

of the trade regime must be substantial. Covernment intervention 

in the goods markets implies divergences between international and 

domestic prices, which in turn entail static welfare costs. The 

conclusion of considerablealocational costs imposed by the 

trade regime, however, must be tempered by the fact that economic 

policies frequently work at cross purposes and in doing so pos-

sess at least partially offsetting effects. Our study has fo-

cused on the net effects of the constellation of economic poli-

cies. The use of the implicit tariff computations, based upon 

actual price comparisons for a wide variety of products, has 

permitted us to measure realiz:et divergences between interna-

tional and domestic price comparisons. In general, the social 

welfare costs of the prevailing trade regime1 while significant, 

are far less than one would surmize from an examination of the 

very restrictive policies themselves. 

The price comparisons conducted as a part of the study have 
t 

revealed that widespread tariff redundancy exists. Such redun-

dancy was especially evident in the consumer goods industries. 

If in earlier years redundancy was either nonexistent or of 
0 

lesser thagnitude, our analysis indicates that important changes 

in relative prices have occurred. The development of tariff 

redundanty can be at least partially explained in terms of technolo-

gical progress, economies of scale, learning effects, and favorable 

externaliti68 in industry environments which present some semblance 

of cotnpetdtive market conditions. The prevalence of such redundancy 
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implies that the current system of tariff and non-tariff import re-

striLLLons is outmoded.. For many products substantial liberalization 

of import restrictions could takeplace without affecting imports. 

In addition to demonstrating widespread tariff redundancy, 

the price comparisons have presented evidence of export compe-

titiveness. Even at the presently overvalued exchange rate, it 

clear that many linesofNrazilian tradable goods are inter-

nationally competitive. The rapid and continuing growth of manu-

factured exports observed since the early sixties provides sup-

porting evidence attesting to major changes in relative prices 

and the growth of competitiveness of Brazilian manufacturing. 

In view of the development of tariff redundancy and the 

emergence and growth of Brazilian industrial exports, one can 

venture some observations as to the changing costs of the forced 

import substitution policies pursued inthe post-war period. 

As has been noted elsewhere (Tyler, 1976) and suggested in this 

study, relative prices for manufacturing have fallen. While the 

social welfare costs of the import substitution policies may 

at one point been great, it is a mistake to analyze these costs 

in a strictly static sense. The maturation and growth in com-

petitiveness in many Brazilian manufacturing industries suggest 

that the welfare costs associated with commercial policies have 
0 	 - 

been reduced with time. In many instances these costs have proved 

temporary. The national automobile industry is now international-

ly competitive, but it is doubtful whether the industry would 

have developed as it has without government protection. Infant 

industries, or at least some of them, do in fact grow up. The 

trick of courseis picking the right ones. Forced import subs- 
II 

titutibn, while assocaited in Brazil with high costs and un- 
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desirable socio-economic effects, can, if appropriately pursued, 

generate eventñal divjdends. 
11 

The repressive, nature of Brazilian trade policies, at least 

on the import side, has signified the emergence of a distinct 

 group of products which can be regarded as pseudo-nontradables. 

While ostensibly tradable goods, redundant tariffs and ample 

 \ non tariff barriers have re\uced these goods to a hontraded 

status. Virtually no imports of these products are effected. In 

 Brazil many intermediate and consumer goods fall into this cate-

   
gory. Economic theory demonstrates that international prices, 

in conjunction with domestic trade policy distortions, determine 

   
the domestic prices for tradable products. In other words, in- 

ternational and domestic prices are linked. Commercial policies 

    exercised as in Brazil, however, with widespread tariff redun- 

dancy and frequent export restrictions, serve to sever the link 

 between international and domestic piices. For those products 

subjected to such policies, domestic market conditions, as is 

 tht case with other nontradables, determine the domestic price 

levels. What happens in international markets is of no conse-

 quence in the formation of these domestic prices.. 

The professional literature in recent years has witnessed 

 a growth in Mundell type: two sector models consisting of 

   
tradable goods and nontradable goods sectors. In cases where 

commercial policies of the type observed in this study are 

   
prevalent, the distinction between tradables and nontradables becomes 

problematic. The existence of pseudo-nontradables goods, which 

 we have observed, undermines the relevance of the tradable-non- 

tradable goods models. Indeed, with the ability to economical-

 ly flip-flop back and forth between tradables and nontradables,\ 

de"p&.j1djRg upou ecotomic policies, pseudo-nontradable goods 
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pose problems and present interesting possibilities for the de-

velopment of economic theory. 

In our analysis of the levels of protection for domestic 

   market sales, we have computea an average effective rate of 

protection for manufacturing as a whole of 45 percent. In gen-

   eral a reverse cascade in the protection system is, observed. 

The highest average effectfv\ protection for domestic market 

    sales was evident for capital goods, followed by intermediate 

goods and finally consumer goods. The polLcies of providing 

   production subsidies for input producing industries have kept 

costs, and our measured protection, down in the industries 

   using those inputs. 

In comparison with the estimates for other countries, es-

   pecially other Third World countries, the Brazilian averages 

appear quite modest. In fact, as indicated above, the overall 

welfare costs of the trade regime appear low in relation to 

  what 	they 	could be. 	Yet, 	the 	comparisons 	between 	the 	Brazilian 

averages 	and 	those of 	other 	countries 	are misleading 	for 	reasons 

 beyond the 	obvious 	dissimilarities 	in 	computational 	procedures. 

Moreover, 	the 	tempting 	conclusion 	that 	the Brazilian protection 

 system is not 	somehow overly 	restrictive 	is 	unwarranted. 	The 

means 	for 	protection 	are 	rendered mislea'tling because 	of 	the 

 high degree 	of variance 	over 	the 	sectqxal 	protection tates . 	AL; 

location efficiency in 	the 	economy would be 	increased 	if 	such 

variance were 	reduced. 

As 	is 	evident 	from our 	estimates 	of 	domestic market protection, 

 such either 	expressed 	in 	 or 	effective 	terms, protection, 	 nominal 

can be 	very high. 	Even 	on 	the most 	liberally 	interpreted 	dyna- 
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      mic efficiency grounds it is impossible to justify rates of 

effective protection in excess of, say, 50 percent. Yet, 25 out 

 - of 70 sectors demonstrated such rates. On the other hand, our 

analysis has also demonstrated negative effective ra.tes of 

 domestic market protection, even, at the prevailing overvalued 

exchange rates, for a large number of sectors. These sectors 

 are absolutely discriminated.against in the domestic market by 

the existing economic policies. 

 Evidence has been presented indicating that the actual domes- 

tic market protection 	system is 	geared 	tox/ard 	continuing 	import 

  substitution. 	Rather 	than being 	random, 	the 	system does 	possess 

underlying 	logic 	or 	consistency. 	Moreover, 	the 	structure of 
P  

an 

protection 	favors 	physical 	and human 	capital. 	Expressed 	in 	anoth- 

er way, 	economic 	activities 	intensively using 	Brazil's 	abundant   economic factor - unskilled labor - are seen to be discriminated against by 

 the protection system. 	In 	view 	of 	the 	country's 	pressing 	socio-econOmic 

problems, 	it 	appears 	deirable 	that greater 	attention 	should be 

 given to 	the 	employment 	and 	distributional 	dimensions 	of 	domestic 

market 	protection. 	Trimming both ends 	of 	the 	effective protection 

 continuum would have a favorable impact on employment 	and poverty. 

Our efforts 	to 	quantify the nominal 	export incentives 	resulted 

 in averages for the manufacturing sector as a whole in 1981 of 

   
8.1 percent for the production financing credit incentives and 

11.1 percent for the fiscal incentive. These are beè tt consid1 rtd 

   
as upper bound estimates and are not inconsistent with the gov- 

ernments' international committments under the GATT subsidy code. 

   Analyzed on a value added basis, the average rate of effective 

export promotion for manufacturing in 1981 was estimated to be 

 34.9 percent. As was the case with domestic market effective 
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     	protection, the estimated sectoral effective export promotion 
  

rates display great variance around the means. Positive cor-

relations were revealed between domestic market protection and 

the export incentives. Despite these apparent similarities in 

 structure, the 	export 	incentives were not 	seen 	to 	possess 	a 

structure 	favoring 	Brazil's 	presumed 	scarce factors 	of 	produc- 

 tion - physical 	and human capital. 	In 	fact, unlike 	the 	case 

with 	domestic market protection, 	there 	is 	evidenced no 	clear 

 relationship between 	factor 	intensities 	and the 	export 	incen- 

tives. 

 The reinstitution of 	a measure 	comparable to 	the previous 

IPI 	credit premium has 	served 	to 	offset 	the increased 	overval- 

  . 

uation 	in 	the exchange 	rate 	imposed 	in 	1980 with 	the pre-fixa- 

tion 	of 	the 	nominal currency depreciation. Also, in increasing the 

 
  

nominal 	and 	effective 	export 	incentives, 	it has had 	an effect 

on 	the balance between 	incentives 	to 	produce for 	the 	domestic 

tilt of economic policies, as expressed in our measure of the 

anti-export (or pro-export) bias was on the average in favor of 

* 
domestic market production and sales. The estimatçd anti-export 

bias for manufacturing as a whole was 33.0 percent in 1980. 

By 1981, because in the increase in the export incentives, the 

comparable figure had fallen to 11.5 percent, with many sectors 

displaying pro-export biases. Exports can be expected' to respond 

to the export incentives and the concommitant reduction in anti-

export biases. With the scheduled reduction of the nominal ex-

port incentives, however, sectoral anti-export biases are pro-

jected to increase again in 1982 and 1983, presenting retarding 

effett§ oft b>tport growth. 

    
  

market and those to produce for the export market. In 1980 the 

  
  
  
  
  
  
  
   



  

In view of the trade restrictive nature of Brazilian economic 

policies a question aust be posed. Why does a country like Brazil 

deny itself the benefits of greater international trade? Un-

fortunately, no easy answers are apparent, but some possible 

explanations are apparent from the country's economic and in-

telleètual history. The inward orientation with import substitu-

tion type growth over the Kast  50 years has proved to be a sue-

cessful formula for fostering industrialization and economic 

growth. The argument that growth might have been even faster, 

with fewer socioeconomic problems, under alternative policies 

is a counterfactual and academic one bound to fall on deaf 

ears. It ishard to argue with success. Moreover, unless policy-

makers can be convinced that in fact Brazil's economic circums-

tances are substantially different in the 1980's than they have 

been previously, there will be reluctance to depart from what 

has proved to be a successful formula for sustained economic 

growth in the past. 

A second possible explanation for Brazil's not taking greater 

advantage of international trading opportunities deals with 

possible ignorance as to either the effects of the prevailing 

commercial policies or the • benefits of a greater economic par- 

ticipation in world markets. While the self-denial of the bene- 

0 fits of trade is not as great as would appear from an examina-

tion of individual trade policy intr'uments, we have seen that 

the costs of the existing trade regime are in fact considerable. 

Finally, a more fundamental conjecture concerning reasons for 

Brazilian international economic self-denial deals with the 

country's intellectual history. In the nineteenth century the 

emulation of things European left a profound mark on the coun- 

ttY'§ iiitt1lec-tual elite in the form of a sense and feeling of 
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national inferiority, economically as well as culturally. Such 

at ti tudes are no longer consis tent with the economic facts of 

Brazilian industrialization and national growth. The modern 

day equivalents of the 
19th 

century attitudes are expressed, 

among other ways, in the form of excessive fears of the "in-

ternationalization" of the economy. The fact is that Brazil's 

 economic circumstances have changed markedly over the past 

50 years, and the country 	presently in a position to compete 

 in international marketplaces in a wide range of products and 

to reap the benefits of a fuller economic participation in the 

 international community of nations. 

   
4. 

II. POLICY IMPLICATIONS 

In general terms the policy implications of the study are 

to take greater advantage of international trading opportunities. 

We believe that a greater opening up of the economy would re-

sult in a more efficient allocation of resources, higher rates 

of economic growth, greater labor absorption into productive 

activities, and a concommitant reduction in poverty and eventual 

improvement in the distribution of income. On a more specific 

level, 	directly 	reflecting the 	results 	of the study, 	a number 

 of policy 	implications 	are apparent. 	These implications 	are 

presented 	and 	discussed 	as the 	cautious'ly offered recommenda- 

 tions listed 	below. 	These measures 	can be regarded 	at 	constitp- 

ting 	a 	timid, 	though not 	painless, first step 	towards 	a more 

 liberalized trade 	regime. 

A. Reduce the dispersion in domestic market_protection 

   

	

 In order to improve allocational efficiency, the rates of 

domestic market protection should be trimmed at both ends of 

t teminal and effective protection. Protection for 
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 those sectors with either very high or very low effective pro-

tection should be either decreased or increased. The peaks in 

 the protection system should be •cut. 

 B. Reduce the very 'high levels of effective protection. 

As a first step in cutting the peaks, nominal protection for 

   those sectors displaying lels of effective protection in ex- 

   
cess of 75 percent should be reduced. This can be accomplished 

by reducing the direct production subsidies for those sectors 

  
and by 	loosening up on 	the nontariff 	import barriers 	protecting 

those 	sectors. 	Despite very high 	tariffs 	and widespread 	tariff 

there 	still 	are 	some sectors 	for which 	the 	implicit  redundancy; 

tariffs 	exceed 	the 	legal 	tariffs. 	The beneficial 	effects 	of 

 import competition 	for 	those sectors 	could be brought 	about by 

a 	relaxing, 	or better 	still,a.dismantling, of the nontariff bar- 

 riers protecting 	them. 

As 	a whole 	the 	capital 	goods 	producing industries 	are 	seen 

 tb frequently 	receive very high 	effective protection. 	In 	these 

instances, 	this 	protection 	can 	only be 	considered 	as 	excessive. 

  . 

to be 	received relative- Until 	the 	mid-1970's 	this 	sector, 	sure, 

low protection 	and 	in fact was 	frequently 	discriminated  ly 
against 	by 	economic policies. 	Yet, 	capital 	goods 	production 

grew 	and 	flourished. 	Why 	these 	industries 	now 	"require" 	and   receive heavy domestic market protection 	is unclear 	in terms 

of 	any 	consistent 	economic 	rationale. 

 C. Eliminate negative rates of effective protection for 

dôtttctic market sales. 

 A d part Of cutting the peaks and reducing the dispersion 

iii dukhetit market protection rates, the overt discrimination 
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 against those sectors with negative effective protection should 

be removed.. This canbe accomplished by (1) easing domestic 

 price controls for the products in question, (2) dismantling 

restrictive export controls, and (3) removing de facto export 

 taxes for products other than coffee. With respect to agri- 

culture, additional gains in allocational efficiency could be 

 achieved by substituting inproved price incentives for the 

  
     ailing, and distortionary, system of direct production 

subsidies operatins through the credit system. 

D. Initiate liberalizing reform in the system of tariffs 

and non-tariff barriers. 

As has been demonstrated, the tariff system is outmoded and 

anachronistic. The presence of widespread redundancy in tariff 

levels would allow considerable tariff reductions without ac-

tually affecting imports. Such possibilities should be ex-

ploited by the government in international bargaining with 

trading partners in order to obtain advantages for the placing 

of Brazilian products abroad. Similar costless negociating 

advantages are possible with the reduction of non-tariff bar-

riers. In the case when the reduction of import restrictions 

does actually lead to increased imports, such a result should not 

I, 

be considered as undesirable. Increased imports are to be ex-

pected in any program seeking to alter the trade, regime so agy 

to expand exports. A logical first step in a tariff reform, 

consistent with that suggested for actual effective protection, 

would be to cut the peaks. Initially, all tariffs over 100 

percent could be reduced to 100 percent. 
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Increase the transparency in the system of import restrictions. 

The prevailing system of non-tariff barriers should be dras-

tically simplified and rendered rore transparent with a view to-

wards its eventual elimination. The CACEX systemof "import prog-

rams" is especially onerous and deserving of abolition. To the 

extent that protection is deemed socially desirable production 

subsidies and the tariff sysçem can be used to supply the desired 

protection. The reform of the tariff system can be used to restore 

its role as an instrument of industrial policy. 

Reduce the discretionary basis for providing incentives 

Providing greater automaticity in the way in which producçon 

subsidies, especially fiscal incentives, are awarded would in-

crease allocational efficiency and reduce the scope for possible 

abuse. The discretionary element in government policy is par-

ticularly high for the capital goods producing industries. There 

can be no economic justification for varying incentives on a case by 

case or firm by firm basis for a specific economic activity. Such 

governmental discretion, however well meaning, should be curtailed. 

C. Encourage competition and promote technological progress. 

- 	In addition to greater economic openness and reliance on 
0 

market forces, other measures to foster competition and technical 

progress would bring benefits to the economy. Income tax measures 

can be envisaged which provide greater incentives for research 

and developmEnt. Also, existing market reserve programs should 

be reexamined in view of any effects they may have on market 

structurC, competition, and technological progress. 
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H. Reduce anti-export biases in economic policies. 

In keeping with tWa need to reduce the peaks in domestic 

 market protection, the government should concern itself about 

existing and future anti-export biases. Besides reducing the 

 protection for domestic market sales, measures should be taken 

 
to. reduce the discrimination against those sectors possessing 

negative rates of effective\exort promotion. 

   I. Undertake measures to institute a free trade regime for 

      ort production. 

Exports should not be penalized by existing commercial poli-

   cies. Export producers should have total and free access to  in- 

puts on the international market. To provide such access the 

 government should study the possibilities of (1) an expanded, 

simplified, and streamlined version of BEFIEX for export pro-

 duction, (2) a liberalized drawback system, and (3) the es- 

tablishment of one or more export processing zones,located 

 most preferably in the Northeast. 

 J. study 	of 	the 	options and 	effects 	under 	trade Undertake 	a 

regime 	reform. 

  Special 	attention should be provided to 	the sequencing of 
0 

changes and 	the 	interactions of 	different 	policy 	ins tru-  policy 

ments. - 

  
III. 	POSSIBLE DIRECTIONS FOR FUTURE RESEARCH 	- 

 Once there is 	consensus 	on 	the desire 	to have 	a more complete 

undeflt.anding of 	the net 	effects 	of different economic policy 

 1ff  vitnts 	611 f6gource 	allocation, there 	are 	several 	implica- 
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tions for future research along lines similar to thpse advanced 

in this study. In general,efforts .could be made to improve upon 

and and extend our analysis. First, a greater degree of disag-

gregation is desirable and evidently possible. Second, the 

technical coefficients used in our estimates of effective do-

mestic market protection and effective export promotion should 

be up-dated, possibly withinformation from the 1980 economic 

census. Third, a larger and 1better product sample should be 

used for undertaking the implicit tariif estimations. For 

primary products subject to either seasonal price changes or 

sizable price fluctuations in internatiQn&l markets the compu-

tation of average implicit tariffs over time would appear 

desirable. Fourth, efforts should be made to improve upon 

our estimates of direct production subsidies across secLors. 
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