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Chapter 1

INTRODUCTION

+
.

N S .

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-a-vis
_other sectors. In an economy heavily based upon market mechanisms,
profits serve as economic signals to attract investment : and

. I\
other economic resources. Market distortions imposed by govern-
ment policies thus affect relative prices, profitabilities, and
resource allocation. In a general sense those policies which
alter relative prices among sectors can be regarded as commercial
- 3 . - . ?
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 pglicy~making authorities,

.
~

kacting at times in a seemingly independent fashions. The econogig
policy areas of concern can be classified into five major cate-
gories. First, and most sweeping; is exchange rate policy which :
affects tle prieces of all tradable products vis—-a-vis nontradable
goods and iﬁ g0 doing determines the competitiveness of Brazilian
tradables. 8ecound, restrictions on imports, including tariffs,

surclarges and nontariff barriers, directly or indirectly af-



fect prices in the'domestic economy. The same can be said for
regulations for exports, either in the case of export restrictions
or subsidies. Fourth,.éubsfﬁies for domestic production also af-
fect price and output levels; suc£ subsidies consist of a large
§ariety of fiscal ang credit incentives. Finaaly, domestic price
controls also have an important effect on relative prices-and
acéordingly constitute an important instrument of industrial poli-

A

That these very diverse and varied economic policy ins-

ey .

truments often work at cross purposes is illustrated by a simple
example. Consider the case of the Brazilian steel industry. This
industry, as are all others producing tradable products, is
discriminated against by an exchange rate policy which maintafns
“an overvalued exchange rate. Offsetting this discriminatiop, how-
ever, is a complex and involved system of imbort restrictions for
steel products, including tariffs, duotaé, and\direct controls

: \
exercised by CONSIDER. In addition, the industry receives fiscal
incentives in the form of IPI tax ctedits and financial subsidies
th;ough its. ability to obtain loans at less than market_interest
rates. The industry also benefits from government policies main-2?
taining the domestic_prices for iron one — an imp;rtant—input —
at levels stibstantially beneath intexnatidnal pricés. On the
other hénd, the industry has to acquire pther inputs, notably
capital kqu{ﬁment, at prices considerably above International
prices. Moreovet, since steel itself is an importént industrial :
input, the government has sought to both combat inflation and
stimdlate ﬁﬁe development of steel using industries by control-
ling the domestic price of steel through the CIP (Conselho In-
terministerial de Pregos). To assure that the'domestiC'market

is supplied at the stipulated domestic prices export controls

é%18k: @overhnimental 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 Eursory glance or with only a qualitative,
i.e., nonquantitativé,assessmenf. Is the Brazilian steel industry
benefitted or discriminated against by the existing constellation
~ of economic policies? And té\yhat extent? How does it fare
relative to other industries? A further dimension of the relative
incentives or disincentives received by the steel, or any other,
industry concerns the balance between incentives for it to pro-
duce for the domestic market or for the export'market. Is there
a pro- or anti-export bias in the economic policies affecting 3
different sectqrs? Only a systematic, comprehensive and quanti-
tative 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 policiesvare on different
Sectors of the economy. Accordingly, the major questions poséd
are (1) what are the net effects of econonmic policies for dif-
ferent seétors and (2) to what extent are'different sectors
protected 6¢¥ disprotected in relation to ‘other sectors. Our
study presénts an analytical framework for examining such
questions and présentg the results of a modest attempt to do so.

A To andlyze the questions, posed E:r this study regarding
. the net effects of commercial and industrial policiegwit is nélf;
cessa;y (1) to quantify the effects of the various economic
policies if question separately and (2) to incorporate the
sepatraté éffécts_iﬁ an examination of the net effects. A major

analytical shortcut can be obtained if it is possible to &irectly

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



direct observation of international and domestic prices. Differ;
énces in such prices for any given product are imposed'by economic
policies. Consequently, a measure of these differences provides

an approximate measure of the impact of economic policies.

Instead of trying to quantify the effects of different economic
poiicies, we have observed their price effects directly.

N The analytical framework employed 'in this study is partial
\ .

equiiibrium in nature, despite the need examine policy effects
in.a.larger, or generai equilibrium,environment. Domestic demand
and supply functions are posited for each product in question
along with a single international_ price for that produc; expressed
.in foreign exchange. Making the small country assumption in rela-

+

tion to world mgrkets, and gdjusting for transport charges, the
-given internatiénal price for the product can be regarded as
either a foreign supply or demand.schedule, possessing infinite
elasticity. Various economic policy instrumentgipursued by the
government have effects on domestic price levels, domestic. outbut,
and trade flows.

To incorporate the effects that ﬁoiicies have induced
indirectly on finél products through their effects on inppts
we have employed incentive (disincentive) measures dealing with
-value aéded. To what extent do policies permit the value added
‘for an industry to differ from that implfzd by international

-~

. i ‘e . " . ) i . I
prices, i,e., the—absence. of policy interventions? Accordingly’

our analysi§ involves the estimation of effective rates of pro-

tection for doméstic market sales and effective rates of export
promotibihis
There have been several previous studies of effective

protec?ion for Brazil, consisting of efforts Hy Bergsman and o



"Malan (1971), Bergsman (;970), Tyler (1976) and Neuhaus and
Lobato (1977). With thé exception of Neuhaus and Lobato, all
the prev1ous work has been based upon nom1nal tarlffs, with the
implicit assumption being that domestic prices differ from in-

’

ternational prices byfthe extent of the nominal tariff or tariff

equivalent. In the case of tariff redundancy, protection is over-
"estimated. On the other hand; other policy instrumegts in these
studigs are ignored. In the past,‘tariff redundancy may at one
point not have been excessive. At the present time, however, tariff
redundancy is widespread, as are other polic; instruments used to
promote or penalize different economic activities. Qonsequently,
ény current attempts to estimate the effects of current econom}c
policies can not be based upon nominal tariffs.

The effective protection study by Neﬁhaus and Lobato,
whilé‘still based upon tariff information, avoided the problem
of tariff.redundancy by using realized tariffs ;nstead of nominal
legal tariffs as the measure for nominal protection. Thus realized
farlffs, cemputed ay actual tariff collections divided by imports,
ara taken to represent the degree to which domestic prlces are
allowed to differ from international prices. The problem is that
‘these realized tariffs merely reflect the extent to which the
prevailing legal tatiffs have been waived or reduced ‘under various

P .
industrial ingentive schemes. Such tariff reductions are not ap-

plied universally but rather on a case by case manner!wThe v o
realizéa tafiffs tehmselves have no bearing on actual protection
afforded and sheuld nﬁf be depicted as such.

bur study is different from the previous, tariff based,
studies in that i£ (1) employs a superior meésure of nominal
protection, (2) is of course more'current, reflecting the condi—!

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

Bregatida. While it is the most ambitious effort yet attempted



to analyze the system of incentives in Brazil, it is far from de-
finitive. In fact,cautidn, must be exercised in interpreting our
results. Our intention has been t; demonstrate how the problem of
analyzing the overall system'of incentives can be addressed and
. ! 4
to provide some estimates of a general order of magnitude.
Chapter 2 will present a discussion of the methodology
ﬂémployed in the implicit tari}f 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 such?
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—ekport'biases in economic
policies. Chapter 5 presents the major conclusiﬁns of the study
and offers some, first step, policj recommendations with a view

‘towards achieving a more rationale and consistent incentive

system.
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Chapter 2.

 IMPLICIT TARIFFS AND IMPLICIT NOMINAL PRQTECIION.

AN

1. 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 constellaﬁion of economit€
pqiicies on relative brices'must be taken into conséderation.

‘For that reason a point of departure in any analysis of the
incentive system requires direct comparisons between actual
dgmestic ahd internatioﬁél prices. Only in that way can one
'begin to assess effects of incentive or disincentive instruments.
T@ese poiic? instruments have the effect of allowing domestic

and iﬁternaticnal,prices to differ. The extent to whiﬁh they do. »
in fact differ reflects the incentives or Aisincentives provided |
Eo an industity of sector.Accordingly, for tradable goods the law

' of one price is taken as given and servesgas an analytical point
of departuré. Differences from iniernat}onal prices, barring

s A LA - . N - » ’ » . “
transportdtisn eosts, are seen as reflecting policy dlstortlons.1

Fof analysing protection afforded in the domestic market,

the dirfee¢t price comparisons permit the calculation of an implicit

1 As will be discussed below, market imperfections may also be
reflected:in the observed divergences.



tariff on an individual product basis. The implicit tariff is

defined as follows:

)
(6.1) Cywpj C _PI,)_,J:— -1 ,
Mj ;
where |
(6.2 Ry = (P OND x
and where
) PDj = the domestic FOB factory(producer) price,éxcluding
the IPI and ICM taxes for product j
PMj = the CIF import price of product ] expressed in <
domestic currency for product j
PWj = the "world" price for t;agable p?bduct ] expressed
FOB at reférénce point of origin in f§reign currercy
CFj = cost of freight agd insurance from reference poin£
of origin to Brazilian port of ent;y, expressed in
foreign currency | .
r = prevailing official exchange rate, defiéed as cruzeiros

per foreign currency unit.
>
The implicit tariff reflects the proportional amount by
which the doméstic producer price exceeds the international
price through the exercise of domestic economic policies. In
such instances production for the domestic market is prbvided

4

positivé protection through the incentive system. In the case



where tIMP<0 ., disregarding for the moment transportation

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

controls or other disincentives. It should be noted that in

’

7/
<0, adjustments should

<

either case, i.e., t p>0 or t

M

be made to account for any direct production subsidies. The

\

: )
“%atter have the effect of rg&Qcing PD, and consequently such

IMP

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

be netted out.

In making the direct price comparisons we have examined
individual products on as a detailed basis as possible, There arge
many standardized tradable products for which there exist
established inﬁernational markets. For such.products making the
price comparisons, élbei£ "onerous;, is relatively straightforward.
The greatest problems arise when the products are not standardized;.v
such as 1is mést‘readily éppérent with finished consumer goods
and capital godds.In these industries product differentiation and
quality differences are of considerable importance.Even iﬁ .
these caseés; however, price comparisons can frequenﬁly be made
by selecting the more.simplified and standardized products
within a given industry. Moreover, invth% case of industries
where multinational firm production is important, products

-
can be chésenn which are the same whether produced in Brazil orm b
abroad,

Sifice the price comparisons are made on a product by

product basis, aggregation over products is necessary in order



to generalize from the.fesults and tolfénder them more readiiy
comprehensible. Such aggregation presents formidable problems.
Our procedure has been to select products subject to the
criteria of comparatiﬂility, data availability-and sectoral

representativeness. Efforts have been made to obtain some

roduct coverage for every trﬂfable goods sector for a-large
4

\
\

number -of sectors. A simple average of the implicit ‘tariffs for
the products in each sector was then calculated. It is these
Jeans that are used as the basis for computing nominal protection for

0

domestic market production in the subsequent analysis.

Qur rather simplistic aggregation procedure presents

;everal difficultie;. First, the sector classification is in

many instances arbitrary and disparate, including widely
heterogeneous products. Second, even though éfforts have been
made to ensure that the products selected presented‘some

degfee of representativeness for the sector in question, it is
ﬁot clear that a selectivity bias does not exist for some’
sectors. Similarly, the more standardized products -in a-
" given sector themselves may not be representative of the sector
as a whole. Some of these problems céhld admittedly be attenuatéd

4 .
with larger product samples. Finally, and very importantly, there

-
v

is a question of the meaning of the tariff averages fof.the Vo
sectors if théere is observed substantial variance around the
sectoral product means. As will be discussed below, this is a
signfficant ‘problem with some sectors, especially those

aggregated in such a way to include a disparate range of



heterogeneous products:.DesRite these difficulties our

aggregation procedure has been employed simply because there
existed no viable superior alternative. In many cases, it is

felt that the problemé imposed in the aggregatfon are minor,

if ;t»ail relevént. In a few others, however, serious difficulties
.do exist and appropriate quai{fications must be made in

N D
interpreting the- results.

The aggregation of the individual product»implicit tariff
caiculations is made according to the IBGE industrial
classificétion. Specifically, the classification system’employfd
is that of the IBGE input-output accounts. The most
&isaggregated level,i.e., the 5 digit level, in the input-output
accounts contains 160 prqduct groups, of.whichKIBZ encompass
nominally tradable goods. Of these,some 111 arexmanufactured
product groups. The more aggregated 4 digit level consists of
87 éectors, including 72 tradaeble goods sectors. Again the .
great majority - 67 sectors - are manufécturing sectors. For
purposes of pfésenting the data in a more readilkaOmpehensible

'fo;m, we have frequently employed the familiar IBGE 2 digit
level of .aggregation, encompassing 21 manufacturing

o
industries.

The use of the IBGE input- cutput format in classification
and aggregation presents the advantages of (1) emabling
comparisons afid analysis with other Brazilian data series

organized in a comparable format and (2) permitting the



calculétion of éffective rates of protection using the
Brazilian input-output tables. On the other hand,.the'uniquéness
of the classification system for Brazil renders more difficulf
thg comparison of thefBrazilian ingéntive systém with those of

other countries. Moreover, some of the sectors, reflecting the
‘Rroduction structure of the,éxazilian economy, appeér'rather
arbitrary and even sbmewhat 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.

"II.- DATA SOURCES

Three distinct data gathering strategies were simultaneously

.

pursued, invoiving different data sources in order to
undertake the direct price comparisons. In generai the objective
was to obtain thé most u§~to~date price information available. .
The period of dat; collection roughly ran. from June 1980 to

April 1981. The next few.pages will describe the data collection

o

They are undried coffee beans,dried coffee beans,andﬁroastedﬁv
ground afid instant coffee. The distinction between the first
two produc¢t groups seems especially arbitrary since drying
usually takes place on the farm. '

Z



efforts from the three+principal data sources.

A,

N

CPA Information

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

»

commercial practjices, a firm can petition the Council for

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

of its application the soliciting firm must 'provide extensive

documentation, including information on domestic and international

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

3

CPA processes are of interest - those requesting tariff rate

increases, tariff rate reductions or reference 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

3

A fourth data'gathering strategy was originally planned.It consisted
of extracting NBM 8 digit domestic price information from the IPI
tapes and comparing it with CIF import price information,as collecte

‘by CACEX. 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 addition, such analysis woul
have presentéd 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 exists substantial product
heterogeheity for some product lines. In arny case, previous research
includirng, most importantly, that of Kravis and Lipsey(1971), has
indicated some of the pitfalls of using unit values. It should” also
be pointed 6ut that employing Brazilianm 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
subse?uentlyAdémonstrated, imports in many sectors are nearly
nonexistétit,



schedule changes.

The information generated in the CPA evaluaﬁion process
permits some direct price comparisons. The CPA was kind enough to
grant access to its files and reports(”parece;es")ﬁ; in addition
valuable current information was provided by the SEPLAN

‘

\representative on the CPA. Oﬁ\the basis of such data covering the

period 1978-81 rome 350 direct price comparisons were made.s

. While it can be argued that, to the extent that there are
more tariff increase requests than those for tariff redpctions,
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;intefnatioﬁal price differences.
This line of reasoning, however, has its 1imitsl 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 randémly,distributed

over sectors. Some sectors are heavily protected with

n
1

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 70 our knowledge, no other study, outside the cra, ‘has been"
conducted mak1ng use of such materials.. -

5 Some information was also included for the year 1977 -



Firms receiving such prctecgion are indeed happy to leave things
the way they are, and potential importers correctly perceive

any request for_impoyt liberalization for theﬁg products to be
futile. Consequently, there are no CPA processes, and resultant
prfce comparisons, in such ipdustries as textiles, ,apparel,
‘shoes,_furniture; and begeraghs. 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
Chemical Products(62 product price comparisons) Miscellaneous Manufacturing

(37 price’comyarisons) and Petrochemicals (31 price comparisons).6

-

B-IIPE-Intﬁrviewing'Survey

One approach to obtaining price ihformatfon on an
iﬁternationally qomparable basis for- individual products is to
-ask.those who presumably are most knowledgeable about such
matters - the managers of the prodpcing firms themselves..This 2
_approach was tried in the form of a large scale intérviewéng
survey conducted in thevstate of Sao Paulo by the FIPE, in
collaboration with the World Bank. Although the focus of the

survey was the analysis of locational factors for the firms,
- ‘ i,
. vy

[

general quantitative information about the firms' operations was’

® 0f the 62 price comparisons in the Other Chemical Products sector
(IBGE ¢lassification nQ 20013) 44 resulted from processes seeking
to incredsé protection, i.e.,tariff increases or reference prices,
while the remaining 17 were derived from requests to decrease
tariffs, : :
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included., Moreover, quﬁétio%s were incorporated into the
questionaire dealing with domestic and international prices fgr
both the firm's Ollltp!-.lts and inp;Jts7. Along with other ra2quests
for quantitative information, these questions were included inté

a "leave behind"” annex to the questionaire administrated during

.

v

the on~the-spot interview at {he firm. The field interviews
;ére conducted during the period August-December 1980. As a
recult, the price information obtained from the survey covers
that approximate period.

The.results obtained from this large scale effort, at
lecast as far as our research interests were concerned, were
disappointing. To be expected, the response rate in returning
the ieéve behind annexes was low, despite concerted efforts on
the part of the FIPE personnel administering tﬂe survey. A total
of 588 industrigl firms were interviewed throughout the state
of Sao Paulo, representing a wide range of industrial activities.
0f these some 104 constituted Aew 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 interview. Of the remainder only 143 returned the

¥
questilonailre annexes - a response rate of only 30 percent.

~
v

" 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 tlie option of presenting a percentage difference
between intérnational and domestic prices. '
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Examiﬁing'the 143 returned aﬁnexes, it was observed that
36 firms presented neither any of the requested domestic ér
international prices. Since theseqfirms obviously possessed
knowledge of their own domestié prices, the failure to provide
at least this information must be construed as (1) a lack of
ingerest in bothering to complete the form or (2) a feeling on
‘the part of the_résponding g;}m that the price information was
confidential or sensitive. Another 77 firms wvere willing to
provide domestic price information,in greatly waying degrees of
accuracy and completeness,but did not provide any internmational
price data for either any of their products or inpufs. It was

R o

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 comparéble inﬁernational price information
for either their products or inputs, a question of interpretation
,ariseé. In examining the questionaires, frequently there vere '
.encountered pencilled in remarks such as "impo;ts not
permitted’; '"question irrelevant", "product not imported”,etc.
One-can not éscape the fact that in many instances the firms
simply did fiot know what the prevai%ing international prices 1
were. Thefé are éieméﬁts of both rational market behavior and

market kiiowledge 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,
. K

so there is no need for the firm to be apprised of what the

comparable imported good would cost, either w%ph or without

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

.By the same measure, egxort activity is not of interest if
the domestic market , presumably heavily protected, presents

greater profit opportunities than international markets. A

problem ariges through not keeping abreast of intermnational
prices in that, when export does become profitable, the -firm
may be ignorant of such prQSpects; The development of
redundancy in import restrictions may mean that exports do
Beéome profitable at some point. Yet the firm may look to the
formal protection and import ;ituation for itg“products rather
than at internationaliprices. If so, export opportunities may be
lost as a result of such market knowledge impérfections. 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 furnishing
international price information,those firms pro?iding the
requésted iditérnational price data exhibited a tendency to be

larger, "éxport involved, and multinational in operation, -

In addition to the low  .response rate for the price
questions from the FIPE survey, there was a problem involving

the quality of the information collected from the 30 responding'
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firms. The manner in which the questionaires were completed by
the firms varied greatly, as one would expect. Some firms

- obviously took the task quite seriously, whilg-athers appeared
quite lackadaisiéal and careless in completing the form. Some
of the furnished price information was obviougéy incorrect.

Internal checké of consistency were incorporated into the FIPE

\

ﬂsuestionaire, and external qﬁfcks for pr;ces were possible
through information generated from other soﬁrces. Iﬁ the cases
of apparently incorrect and unreconcilable prihe information a
fbllow—dp call to the firm was.made to obtain cléfification ;nd
éorrection, or the erroneous information was éimply jettisioned.
After the data cleaning process was completeda,‘we weré left .
yith.112.usab1e.price comparisons from a fairly wide range of
some 29 five.digit level manufacturing sectors?Unlike the price
cohparisonéuﬁdé from the CPA infofmation; the FIPE survey

based price comparisons were not sé heavily concentrated. The
greatest of the latter's price compa?isons were in Other Food

.Products(13), .Pumps and Motors(10), and Polyethelene ,PVC and

Other Resins(10).

8Some efforts were made to utilize the domestlc price information
available from the 77 completed questionaire annexes supplying:
such data. Yet, the definition of the products, even at the
hlghly disaggregated NBM 8 digit level, ,jpresented problems in
identifying exactly equivalent 1nternat10nally produced
counterparts. For this reason, along with problems of,_data
quality, these efforts were abandoned.

'Slnce the FIPE survey information also generated 1nd1v1dual
firm cost d&atd, some individual product estimates of effective
‘protectisn wete p0351b1e at-the firm level. In general these
estimatés wWere consistent with those made using the more
aggregated input: output accounts,
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C+ Miscellaneous Direct Price Comparisons ' -

A third major source for ourqdirect price comparison
informatién is misce}laneous in nature. Domes&ic and
international price information was gathered from nearly -
wherever it was available in‘;he hopes that product
comparability could be ascef?&ined. The various sources
included published materials, newspaper accounts and price
liéts. In addition numerous interviews with- firms were undertaken
to complement the data otherwise gathered in our research. A
total of _214 direct product price comparisons were

3 . . ' ’ (
made in this fashilon, raising the total number from all sources

of information to 676.In some respects,the miscellaneous source .
.éafegory is the most importan; of the three data collection
strategies. It was used to both f£ill gaps and'éomplement the
price comparisons genérated from the CPA infofmation and

the FIPE survey. Accordingly, the sectoral ;overége is the
greatest from these price comparisons. Furthermére, since the
data were gathered and compared by ourselves, we are é bit more "
confident of tﬁeir quality that for the price. comparisons

.made from price data gefterated by others. For e%ample, it was

possible in these estimates to control fot representativeness

of the prodiucts eomposing a sector.

fﬁfﬁiﬁg first to the sources for domestic price information, .
a sinplé majeor Source was the Interministerial Price Council
(Conneiho Interministerial de Pregos, or CIP). 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 producing
industries. While the original intention of CIP was to prevent
ﬁonopoliétic market power abuses, by 1980 some épOO products
wefe subject to CIP control, although many of the covered

/

‘ . Ve
industries, such as textiles and apparel, were clearly not

characterized by oligopolistic market structures. The CIP was
kind enough to make many o@\%ts price lists and information
available. The problem then become oneée of finding the

international prices of comparable products.

Two majdf difficulties are apparent with thg'use-of the
CcIP price information. First, there is the problem of
representativeness of the 1980 period itéelf. All of the CIP
‘p;ices we employed were from eithgr late 1980 or early 1981,
During 1980 CIP was used as a anti-inflation devise. The CIf
became more stringent 7 in.awarding price increasesto firms,
;nd the prdcessing of requests waS'dragged out for longer
periods feﬁéefiﬁg the granted increases less effective in real
~terms. The result was that profits for the controlled firms
were sgqueezed '~ and relativé priceg were distorted.The‘pricé
controls have in fact constituted an unwitting disincentivé to
the industriéi sector.Controlled prices ﬁfre consciously held
down, and, since we have employed this price infogmation, there
S "
is a b}as,in urnderstating the implicit tariffs. It 'was not
possible &6 eliminate this bias, doiné so WOﬁld ;equire some

sort of &stifate as to what the domestic. price of a certain
10

product wduld be in the absence of price controls

16 . . .
Conceivably one might approach. such estimates by comparing firm

(sectoral) profit rates prior to and after the imposition of
price controls.
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A second difficult& inherent with the use of the CIP price
materials concerns the timing of the increases. Since price
aqjustments are ngrma}ly made only every six anths, the real
price of the product in question falls over the price period.As
sucﬁ, there is a problem as to which dates to'select for a given
product. Instead of using#a %}H—poidt, we have -elected to use
the date of the price increase for making the price comparisons.
The resultant upward bias in our computed implicic tariffs,is thus
offsetting in character to the downward bias concommitant.

with the existence of stringent price controls.

In additiqn to the CIP pfice information, other materials
were also gﬁployed to obtain domestic price data. Newspapers
publish information envarious key '-agriéultural products omn a
daily basis, and there exist numerous specialized publications,

both by government agencies and privéte concerns, that furnish

detailed price datall. Efforts were made at the time of data

. ) . . . . . q
collection to obtain the most recent price information available.°’

-Thus the data points generally fall within the period Octobeze
1980~March 1981. In general the location selected was the
Center-South, particularly Sao Paulo.

R

11 A few of the domestic price sources consulted were: Informacdes'
do Mercado Agricola, Precos Recebidos pelos Agricultores, Precos
Pagos pelog Agricultores, Informacoes Economicas do Estado de
Sao Paulo; Boletim de Custos and A Construcao.
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The international price information originated from a wide
variety of sourceslz. Various international inétitutions
collect and publish price information for internationally traded
goods. These materials.were used extensively. Tﬁe World Bank in
particular was highly cooperative in making available much
informat;on available in itsﬁi&les. Some U.S. and E&rdpean
éomestic 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 include
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 expdrt FOB values.

124 1ist 6f the sources used for international prices imcludes World
Bank, Commodity and Price Trends, UN, Monthly Statistical Bulletin;
FAO, Monthly Bulletin of Statistics;U.S.Department of Labor, Produce
Prices and Price Indexes; The Journal of Commerce; 1981 Building
Construction Cost Data; The Commercial Bulletin; CRU Metal Monitor;
Daily News Record; The Almanac of the Canning, Freezing and
Preserving Industries; Leather and Shoes; Cotton Outlook;
Engifneering Neéws Record; Asbestos; Preise and Prelisindizes flr die
Ein utid Ausfuhr; and Chemical Marketing Reporter.
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Inisuch cases freight aﬁd insurance costs have to be added to
arrive at a hypothetical import CIF prices for a Brazilian port
of entry. This adjustment has been made by adding the -average
freight and insurance?costs to the FOB price véiuesl3.
Typ%cally, these shipping costs average an additional 10:25

percent of the FOB export price.
\ "c\

The price comparison timing problem, mentioned atove in
reference to CIP price adjustments for industrial products, is
acc;ntuated with agricultural pfbducts. In addition to annual
fluctuations due to general supply and climatic conditions,
agricultural prices are subject to substantial seasonal
fluctuations. As indicated, our agricultural product price
comparisons generally covered the perioH.Octpber 1980-April 1981,
This period has included the end of harvest poinﬁ.for some
products and an inter-harvest point for others. The seasonal
fluétuations problem for domestic prices is complicated stili
further by the fact that international pfices for agricultural
products are volatile as well. For‘price comparison purposes
‘these difficulties are reduced if a large number of randomly
selected products “is includedlA. Our'sample of agricultural

g

products, while including most of the major products, is

Ry

‘}3 Brazilian import statistics are recorded and published in
"both FOB and CIF values. Average freight 'and insurance costs
by product category can be computed as the proportional
differences.
14 . e

+ This difficulty could also be attenuated by calculating
average implicit tariffs for each product examined over time,
e.g.;fonthly periods. This,however, did not prove feasible.
Only sfie point in time for each product was observed. \
However,it can bé noted that our agricultural price comparisons
restults dreé roughly consistent with those in an extended time
peried analysis reported for key agricultural products in
a4 réednt study by Homem de Melo(1980). '
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large. Given the relatively low variances around the

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

reasonably

robust.

¢ o S

" Another problem inherent with agricultural sector product

.

N

price comparisons stems,fro?\thé distinction between domestic

s

producer and wholesale prices. The prices should be expressed as

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

necessitating 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

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 relative 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

a

firms. Some 17 firms were interviewed, representing a wide

variety of
.survey; In
quality of

considered

sectors, in addition to those firms included in the FJPE
general these firms proved very cooperative, and the

the price information: obtained from them was

high.
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A final qualification is in order. The quesﬁion must be
asked as to how representative the 1980-81 periocd is for making
direct price compariséns and undertéking an ové;ali examination
of the incentive system. In general the period of analysis was
‘qpe of an acceleration of thé\fate of inflation. Suéh\inflationary
accéleration is normally thought to be accompanied by a
dispersion in relative pricesls. The activities of the CIP
during 1980 seem to attest to this distortion of relative prices.
Furfhermore, the 1980-81 period has witnessed an enornous
'prgliferation of subsidized credit, most notably for -
agficulture, 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 périod for measuring incentiveé. But then again, one might
well ask‘juét what period is truly representative, and of what.
The system éxists, and it is the present system, prevailing at' v
the time of this writing which we are frying to assess . Oﬁly
inlthat.fashion can one obtain a better understanding of possible

- allocation effects that the incentive system may have.

5 — S B . s e
- [For 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 industrial sector products.,
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ITI. 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

N
N 7

6.1. Aggregation into the IBGE 4.digit level has been done by
taking a simple average of those prbducts in each sector.

The ﬁeans along with their standard deviations are repofted in
each case. for comparison purposes the December 1980 nominal
tariff rates, as compﬁted from the tariff schedule, i;e,, the
TAB; are listed in Coluﬁn 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 fifst at the value added weighted implicit tariff
averages preéénted in Table 6.1, it is observed that the overall
averagés for Primary Agriculture(i.e., Forestry, Agriculture and
Livestock) and Manufaturing are surprisingly Jlow = =23.0 and 11.9
percent respectivély. Within manufacturing a cascading_protective
sfructure, readily apparent with the nominal legal tafiffs; is no
lqnger-evideﬁt with the implicit tariff avd%agés. While the implicit
tariff avéragé for consumer goods is higher than th;F fo¥ capitaly .
goods or interfiediate products, the protection implied throughithe
price syétém féf capital goods exceeds that for'iﬁﬁermediate
products. Ifi addition, at the. two.digit level substantial inter-

industry differences are abundant in the industry averages.
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NOMINAL PROTECTION MEASURES ‘

FOR INDUSTRY AT THE 2 DIGIT LEVEL, 1980~ 81

NOmina} Legal AveFage Average
Industry December 1980 Tarict el
. Protection
(%) ) (%)
ining . 27.0 o -15.9 - 3.6
on-Metallic Minerals K 107 5 . =225 . -17.7
etallurgy . ) \ 54 3 ' 3.0 10.8
achinery _ - 56.3 24.0 58,7
lectrical Equifment 99:1_ . 45.2 81'7,
ransportation Equipment 101.9 - ~-16.7 u - 3.7
unber & Wood ' 125.3 - 8.9 - - 4.3
urniture 148.2 20.0 - 26.1
aper . . 120.2 -19.9 . i}611
ubber 107.3 -23.3 _ ~15.4
eather 156.6 - 10.0 15.6
hemicals . - . .30.3 . ' 40.7 ' 55.1
harmacéutical'Products 27.9 79.0 . 97.4
erfumary . : 160.5 _’28.5 35.1
lastics o ' 203.8 - 14.3 28.9
extiles ) - . 167.3 20.6 25.2
pparel 181.2 24,2 30.6
ood Products ' E 107.8 -21.3 : - 3.4
everages : ‘ 179.0 - 9.9 ‘ - 5;3
obacco ' o : 184.6 - 3.6 . ' 1.3
rinting & Publishing 85.5 18.1 24 .1
iscellaneous _ 87.0 . 73.9 ' 91.8
AVERAGES! . , .
Primary Agriculturez l’Sﬁ.é -23.0 - %.2
Manufagtyring ! g9.4 11.9 i 2952
~ Capital Goods .- 833 13.6 45.5
Intermediate Products 1 76.5 ' 5.6 25.2
Constéf Goods i35 2 13.9 14.6
otes: 1. Value. added wu}ghts of 1979 are used for aggregating fron the four
' digit to two digit level and for computing the more aggregated

means., . '

2, Includes Forestry and Fishing, Agriculture, and Livestock and
Pcultry.

ource: ﬁbpéﬁdik Téﬁie A6.1,
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-Those industries with the lowest impliéit tariffs are Rubber
(-23.3 percent), Non-Metallic Mine;al Products(~-22.5 percent),
Food Produéts(-21.3 pgrcent), and Paper(—~19.9 gercent). Seen as
réceiving the most doﬁestic market protection through the price
'syséem are Pharmeceutical Prqdpcts(79.0 percent) ,Miscellaneous
\Manufacturing Products(73.9 fé&cent),-Electrical Equipment (45.2

percent), 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 provifed
through an examination of the more disaggregated Appendix Table
Aé.ii Within the agricultural sector(Sector 0201) the
discrimination that agricultural activities rgééive'through
prices and the'commer;ial policy system is readily apparent and
widespread. Nearly all products display dome;tic 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

pefcent.16 Excluding the exceptional case#fof wheat from -the

-
Ty

16 While producer prices are set at high levels to stimulate

domesti& production, the government simultaneously maintains low,
heavily subsidized prlces for domestic wheat consumers through tne
'admlnlstratlon of a government whezat monopoly.The rationale of
this p6licy of subsidying domestic wheat consumption is ostensibly
to combat inflation and beunefit low income groups. The consumer
pric8§ a4ré set beneath the world price level, serving to swell
consumpuicﬁ and’ 1mports. The difference between the purchase and
sales prlce of wheat is made up through fiscal means. This wneac
subsidy in recent years has substantlally contributed to money
supply emissions by the government.
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average implicit tariff.for Agriculture reduces the variance around

the mean conside;‘ably.17

The heterogeneity of the produﬁts included even at the
disaggregated 5 digit level serves to frequently present hiéﬁ
sﬁandard deviations for the iﬁ'licit tariff ﬁeans reported. While
mgkh‘in this regard is evident from Appendix Table A6.1, some
sPeﬁifi; remarks concerning some of the sectorel 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
Rdlled Iron and Steel Sheets(Sector 11022) the implicit tariff .
meang are -9.9 and -22.2 percent, fespectively, with substantial.
standard deviations. Yet, for botﬁ sectors the principle products

"have implicit tariffs near the means, and it isﬁless.significant,

outlying,pfoducts that.inflate the standard deviations.

In the Petroleum Refining Sector(Sector 2003), the products
are also quite diverse. Listed under Gasoline and Diesel 0ils are
. -4

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 mdiiitained at high
. : g
levels by theée government to inhibit consumption. For diesel fuel

the comparable implicit 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

Without wheat the sector mean falls to ~i9.4 percent and the
standa¥d deviation drops to 28.9 percent. . '
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.peffoleum production and distribution in Brazil, have 1itt1e to do
with production incentives. With the exception of gasoline and

nafta, which is priced low to provide incentives to the petrochemical
industry, the govérnmenp policy with respect to-petroleum derivations

is to price them in accordance with interhational price movements.

As is evident from Appeédix Table A6.1, the standard
deviations around the “mplicit tariff means are particularly large
for the capital goods industries. Undoubtedly product mix
considerations and the enormous product_heterogeneity_inhgrent
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 impqrt restrictions, the
government has undertaken still other measures to promote the

‘cpaital goods industries., Various credit and fiséal incentive
measures are provided, sometimes of substantial quantitative
importance. In general these méasures are discretioharily awarded
by diverse government agencies on a product by product and firm

»by firm basis.18 Thus it is quite reasonable to expect there to bea
considerable domestic price variance in these industries, even
at times for the same products(

The distinction between nominally tradable and nontradablér ;
goods is fundamentally transporta;ion costs. 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

For a description of these measures and an attempt to quantify
their impact,see Tyler (1980).
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such products are included 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 impiicit tariffs can not be Ggiformly be

regarded as reflective of international competitiveness. A product,

4
or sector, may exhibit a low §q$licit 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 tariff.
estimates it is clear that widespread tariff redundancy exists.
As Ean be seenin 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 tarifé. In most instances
thé differences Qere quite large. With industrialization and .
economic gfoWﬁh the relative prices of manyvmanufac£uring products
have fallen reéulting in ‘extensive "water" in the tariff
system., With such'redundancy apparent | it is to be expected that,
barring tariff reduction incentive schemes, imports are
effectively inhibited. When the existenceiof the extensive . nontariff
. N

. P SV L4 : . . ' . ) . .
barriers- 1§ 1ifitroduced into the discussion, the effective restriction

of imports becomes even more dramatic.

Thée effeet of the high, and redundant, tariff levels, along

with thé extensive 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 saying that
import substitution in these industries is complete, and has

: . 19 . . /
been so for some time . Brazil's imports have b2en compressed to

consist almost entirely of petroleum,some basiec good grains,
industrial intermediate goods,’

N\ ‘s
\ .

sophisticated, capital goods. These products are generally admitted

ﬁnd some, generally more

under séécial tariff arrangements. This compression 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 mére
diéaggregated IBGE 4 digit level.In examining the.ratios of impogts
to total available domestic supply in 1979, only four industries
(Machinery, Electrical aad Communicatidns Equiﬁment, Chemicals, and
‘lMiscella‘rneous Manufacturing)indicated imports accounting for 10 percent or
more than total available domestic supply. The'iﬁports.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 transportatiof
costs incorporated into the implicit tariff estimates may give an
exaggerated notion of export competitiveness, disregarding other
policies. T6 be sure, the dramatic increas&s in exports, especially

of manufacturing products, since the mid-1960's reflect'ﬁecreasi@gh

1 . . . . .
? The avérage 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 vatios for individual 2 digit industries exceeded
.10 for only the machinery,chemicals, and miscellaneous
manufacturing industries. For a discussion see Tyler(1976) pp.
67-77. :
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RELATIONSHIP BETWEEN TRADE AND OUTPUT
FOR MANUFACTURING,2 DIGIT LEVEL41970 AND 1979

Ratio of Imports Ratio of Exports

. to. Total Available to Output
Domestic Supply
Indgstry ) (M/ ( X + M)) (E/X)

1970 1979 1970 1979

1-Metallic Minerals 4 ..027 024 .008 .018
:allurgy .100 046 .032 .183
chinery .284 .195 -036 142
Qctricéi\Equipment ’-.iéﬁ 141 .014 044
insportation Equipment .078 .036 .007 .099
aber & Wood .004 .010 142 . .089
:niture .001 .001 .003 .008
‘er w086 .049 .009 .077
sber .029 044 .009. .034
\ther .005 .026 .135 .213
smicals .156 .118 057 ‘114
irmeceutical Products .060 .081 .008 .025
-fupary .022 .012 .002 .011
istics ) .005 .003 .001 . .008
<tiles .006 .006 074 065
rarel ’ .008 .003 .010 ..074
>d Products .009 .051 .133 169
serages .045 .013 '.003 .018
racco .000 .001 .115 .221
inting & Publishing .023 .020 .003 .006
scellaneous .217 211 .022 077
Total .080 .068 .057 .111

arce: Appendix Table A6.2.
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levels of policy discrimination against expért activipies and
increased export'competiéivengss, At the same time, however, it is
evident from Table 6.1 and Appendix Table A6.l1 that many sectors
still do in fact suffer economic policy discrimination. Domestic
prices for many products are systemafically kept' beneath

international price levels through the use of price controls,

)
\. '

export taxes, and export restf&stions. Agricultural products, for
example, are subject to payment of the ICM tax for exports, a

practice which was elimated in the late 1960's for ménufactured'm”
exports. Specific de facto export taxes also prevail for a number
indi;idual products such as coffee and minerals. In addition, an
involved syétem'of export restrictions and licensing exists for
. €
many products. The bureaucratic justification for such
discrimination against export activity 1is almost always the
stated desire to satisfy the domestic market at lower than
internatiqnal prices for reasons of eduity, inflgtion repression,
and industrial promotion. The result is that the exportable surplus
mentéiity, observed iﬁ Brazil during the 1950;520, still exists
for many basic products. Within the ﬁanufacturing sector by 1979,
despite the observed rapid export growth, there were few
industries where exports accounted for more than 10 percent of
output. (Table 6.2)

The con¢lusion from the analysis is inescapable. At least, and

especially, on the import side, commercial policies in Brazil have =
transformed many nominally tradable goods into another type of

analytically distinct goods. These goods can be regarded as pesudo-

nqntradaﬁiéﬁ.’CGEmércial policies of the type pursued in Brazil

20 o ' .
See Lefi (1967). " .
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have effectivelyVSevered:the link between intefnationgl énd
domestic prices. The traditio;al 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 domestic price

. . ., 21 ' '
formation in Brazil , These goods, or at least many of them, are no

AN
N

¥
l&hger 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 equivaleénts.

. BTN E R
IV, ADJUSTMENTS FOR CREDIT AND FISCAL PRODUCTIOW SUBSIDIES:
IMPLICIT NOMINAL PROTECTION ESTIMATES ‘

The estimated implicit tariffs can not be considefed measures
of nominal ﬁrotection for domestic market sales. To do so would
understate the nominal protection afforded in the domestic market.
Domestic production subsidies, brought about through credit or
fiscal mechanisﬁs, constitute'production incentives since they serve
to increase profitability at a given domestic price. It is'theréfoge
necessary té ineélude such subsidies‘in our estimates of nominal
implicit protéétiqna |

)
First, to handle production subsidies conceptually in our
-6

0

estimates some assumptions must be made regarding average, or unitj

profitability. At a given domestic FOB factory price PD‘ total
J

21 s .
Analytlcailj, the divorcing of domestic prices and international

prlces for many nominally tradable goods also undermines the
usefuliess of many of the two sector open economy models, along
Mundell lines, involving the distinction between tradable and
nonttadable goods, With Brazilian style trade policies some goods
can flip= flop back and forth between the two sectors.
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profits for the price-taking firm are written as

(6.3) 1= PDj - Cc(Q) + SDj

Assuming SD. - the domestic subsidy amount - to be proportional
J B

to output Q, we can write
i
6.4 S.. = s_.'P Q. .o
( \. ) D3 D] "Dy ] {»\
where s_. can be regarded as the total domestic subsidy rate for

product j. Accordingly, unit profits can be expressed as

y . cQ)_ -
6.5) w/Q = P_. (l+s_.) - ————
(6.3 e Dj Dj Q
' -
While this specification separates production subsidies from

the more customary supply-side considerations, it allows us to
view 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 relationship allows us to extend the basic implicit

n .

tariff framewcrk by incorporating direct production subsidies inte
a more generalized measure of nominal implikcit protection (pTMPj)"
. 4

It is expresgsed as

PDj‘1+sDj)

(6.6) Prypy P

Mj

‘This conéeépt provides a measure of the impact that economic policies,
at a given offie¢ial exchange rate, have on imparting nominal
protection to product j relative to the import CIF price. It is

this measure that we have employed in our analysis.
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The actual measuremeng of tﬁe domestic market éubsidy réte
ksD) for different sectors at a dis§ggregated level is exacting
and requires a number of unfortunately rather arbitrary assumptions
in view of the data availability limitations. The basic fiscal and
cred%t subsidy schemes have been described above 1in Chapteg-S, and
Tables 5.1 and 5.3 provide éo@ general indications of their

N ‘s
aggregated magnitude. Our task here is to disaggregate both the
fiscal ;nd credit subsidies to the 4 digit level.

Turning first to the fiscal incentives, it can be note& that
these incentives take various forms. The major type of fiscal .
incentive granted by the governmentvis the reduction or exemption
of.import duties for government approved projetts. Since these’
'benefité do not formally constitute production subsidies, they have
been excluded fronm our,adjustments.22 The fiscallcredit for steel
producers, based upon 95 percent of the IPI, was estimated from the
1979 fiscal credit total and outpﬁt data at 2.5 percent of steel
producﬁ outputs. -For the cépital goods industries two fiscal
credit programs were relevant for domestic market sales. As
described in Chapter 5, a discretionary system of fiscal credits
relatgd to the IPI exists for approval capital goods under D.L.

5

1335. For the products included this constitutes a direct

T .

. - : _ L o L -
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
rate overvaluation exceeds. that of the tariff reduction, There ‘
is no straightforward way, however, that such a consideration

can be incorporated into our estimates. .



production subsidy. While these subsidies can conceivably range up.
toA20.7 percent, as measured on a value of product basig, 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
raté of 2 percent on a value of product basis. A more widely>used

fiscal incentive for domestic _'‘capital goods sales is 'an. accelerated
~ - ' .

. 4
\ d

depreciation provision in the income tax laws. A previous study
has made a rough estimote of the magnitude of this incentive, and:
. s . . 23
it is this estimate that we have empleyed. In general, there
have been few revisions in the relevant fiscal incentive schemes
during the period 1978-81. It therefore seems reasonable to use

-

incentive estimates made with 1978-79 data to approximate the

fiscal incentives for the 1980-81 period.

In comparison with the fiscal iﬁcentivés,ltﬂe credit subsfdies
are more iﬁvolved, more eﬁtensiwa, and even more difficult to
estimate on a 4 digit level. Tﬁese subsidies result from the
ability of producing firms, or farmé, to obfain loans at intgrest
rates beneath what would constitute free market rates. A reglized

credit subsidy rate (s R) can be estimates as:

o
SCRj - QCRj
X. X.
J J

.

(6.7) ﬂsCRj =

-8

- i

. il i
See Tyler(1980). With the present tax rates,and under assumptions
concerning general prefitability, it has been estimated that this
incentive amounts to 5 percent on a value of product basis.
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where
SCRj = total amount of credit subsidy for firm or product j
< | .
= loan amount '
QCRJ
X. = output of firm or product j '
3 o
AN
A 1 = market interest rate
i! = 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 agricultural and livestock sectors
of the economy are preséntly of coﬁsiderable magnitude. For ycears
it has been d. government policy to intentionaliy érovide the rural
sector with subsidized cfedits, but With the acceleration in the
inflation,. in part itself due to the extension of agricultural
credits, the amount of the subsidies grew répidly in the late ' .

1970'5.24 We have estimated the 1980 agricultural and livestock

of ocutput,

24

For good discussions see Sayad (1978) and Resende (1980,1981),
5 " . - . . . .
2_.The credit subsidy rate, as opposed to the realized credit subsuiy"II
rate, was estimated at 39.1 Percent.0ur ‘estimates have been based
on assumed market rate of interest for 1980 of 115.2 percent-5
percent above the increase inthmgemnal<vprice index,a realized

nominal intergst rate for agricultural and livestock loans of 31.0

research 6f Gervasio Castro de Resende and Milton da Mata encitled
"Credits Agricola no Brasil".Their subsidy estimates,while !
compatrable, are slighely higher than ours.
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Our difficulty with uéing such an estimate stems from t&e
fact that it is, by its nature, an average. The actual provision
of agricuitural credit through the banking system, most notably
the Banco do Brasil, 1is extremel% lopsided. Favored crops,
including most of the major export crops, account for
qispﬁnmrthNMtehz large amounts. of credit, while other products,
s;ch as the basic foodstuffsl of mandioc,beans,and potatoes,
receiveﬁlittle. Moreover, as to be expected with such a subsidized
credit bonanza and its implied credit rationing, the recipients
of such governmental largess tend to be large firms. Ferreira
(1981) has estimated that in 1975 in the Northeast oniy 4 percent

<&

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

The average industrial sector realized credit subsidy fate
was estimated in an analogous manner to that fo;_agriculture‘and
livestock. Central Bank accounting and reports list loan balances,
according to ﬁajor sectors 5f Ehejecoﬁomy, for fhe consolidafed
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
peréeﬂt. Adjusting for loan activity as a groportion of output, the

-,

average realized credit subsidy rate for industry Qas calculatedw "
to be equal to 10.3 percent. No inclusion was made for investment
credits through the investment banking, as Opposea to commerciél
banking, system. As such,our estimates may be conservative,

although it caa be argued that it is current production credits

rathet than investment credits which are at issue.
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The individual 4 diéit lfvel industry realized rates were
estimated in a qualitative, bﬁt necessary, fashibn.26 Five
categories of credit preference through the commercial banking
system were assumed iﬁ relation to the averages They are very
low,low, average, high,and very high. Exprggsed as multiplgg of
the average reaiized credit sk?sidy rate, the multiples were

‘e
a\ss‘i-gned values of 0.5,0.75,1.0,1.25, and 1.5, respectively. Thus
‘the realized credit subsidy rates were taken to range from a very
low of 5.1 percent to a very high of 15.4 percent. In consulfatfon
witﬁ bankers and businessmen, the individual sectors were then
each assignéd a2 preference category and consequently a realized

€

credit subsidy rate.

Another type of important credit incentiye has to do with
suppliers' credits for domestically pfoduced caéital goods.
FINAME has in recent years liberally provided such credit,
finadcing at subsidized intereét rates approximately ‘two-thirds
of domestic capital goods sales. The effect of these credits is

S
to make domestically produced capital goods more competitive. For
1978 the net price effect of these incentives was estimated at

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

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

&

use the more conservative 8.8 percent figure. Consequently our Q’g
estimates may be somewhat downward biased for the capital goods

industries.

26
Lendifig aétivity data are simply not collected on a hlghly
disdggregated basxs.
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The domestic market fiscal and credit production subsidies,
including elements permissable under  GATT practices, have been

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

. !
‘s, s . *+ s_ . . Subsequentl the implicit”nominal
Dj FISj CRj 4 s prie
protection rates were computed in conjunction with the estimated .
implicit tariffs. The results_gfe presented in the last column in

N\ .
Tables 6.1 and Appendix Table A6.1. The implicit nominal rate of

protection for manufacturing as a whole 1s seen to be 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 implicif nominal érotection exists
for the capital goods industries, followed by the intermediate-
gpodé-industries'and finally consumer goods. It is precisely such
a structure that one would expect given tﬁe governments' stress
in recent years on import substitution in the capital’ and

pa—

intermediate producing goods industries.

o
While the rates of implicit nominal protection provide a

. ) R 4
“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.
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A Appendix Table A6.1
IMPLICIT TARILNY CALCULAT[U;."J FOR 4 AND 5 DICGIT LOVEL INDUSTRIES,
1980 -~ 81
K Tmplicit Tariff Calculations
Nominal Lexal | Implicit
) IRCE Xndlfstry Tari[f Number of Average Stondard Nc\minu%
"D‘;g‘it"’ 198 Products in Implicit Deviation Frotection
Codes . Sample Tn/r:.ff
i (1) (n) ¢3) (x) ()
0101 Fovestry aad Fishing 80.7 1 -41.2 28,8 -38.2
" o011 Logs : 86.7 1 -22.5 --
clLO12 Firewood & Charcoal ' 32,5 1 -32.7 ———
61013 Fish & Shellfish 1 6.0 .2 ~34.6 6,1
01014 Other Forestry & Fishing "".‘:\.2 3 -54.6 44.0
0201 Agriculture 58.5 29 -17.1 37.1 - 0.4
02011 Coffed Beans 0.0 1 ~35.4 --
02012 Sugar Cane 55,0 - n.t. -
02013 Secd Cottan 0.0 1 . -13.0 -
02014 Husked Rice 45.0 1 ~10.1 -
02015 Wheat 45,0 1 117.9 --.
02016 Beans 55.0 2 01.3 8.8
02017 Tobaceco 155.0 2 -36.7 19.3
02018 Vegetables & Fruits 97,9 11 ~18.4 37.3
02019 Other Agricultural Products 73.0 10 -28.2 18.0 &
0301 Livestock and Poultry 27,9 6. ~24.3 10.7 - 8.3
03Q11 Live Poultry & Fggs 110.0 2 -21.8 15.5
03012 Cattle & Swine 15,8 2 ~27.7 01.3
03013 ‘Unprocessed Milk 0,0 1 -11.2 -
03014 Other Livestock & Poultry 85,5 1 -35.6 --
0501 Mining _28.7 15 -16.7 35.4 - 3.9
05011 Metallic Mineral Mining 6.0 5 232.5 52.8
05012 Non-Metallic Mineral Mining  ° 53.7 10 -15.5 34.8
0502 Combustible Mineral Extraction 11.4 2 , -13.7 19.2 - 0.4,
05021 Petroleum & Natural Gas 13.3 1 0.0 --
05022 Coal & Other Mineral Fuels 2.2 1 -27.3 -
10901 Cement 48,1 2 ~34.1 2r.0 :_2_5_.2
010011 Cement 48 .1 2 ~34.,1 21.0
1002 Glass Products 123.4 _6 19.5 85.2 5.6
10021 Sheet Glass 71.8 4 -18.4 39.2
10022 GClass Containers 145.0 2 95.1 120.3
10023 Other Glass Products 143.8 n.a? n.a. --
1003 Other Non-Metallic Mincral Products 120.8 11 =27.5 63.2 -23.8
10031 Other Non-Metallic Mineral Products 120.8 11 ~-27.5 63.2
1101 Pig-iron, Iron Alloys & Primary Steel _49,2 S -13.7 37.2 - 0.5
11011 Pig-iton 1 -32.9 -
11012 Steel lhigots & Itoa Alloys . 4 - 8,9, - 41.2
1102 Iron & Steel Sheets 37.4 Jﬁ; ~8.5 32.3 4 5.9
11021 Flat Iron § Steel Shcets 38,4 5 - 9.9 36.9 ’
11022 Rolled Iron & Steel Sheets 37.5 & ~22.2 35.2
11023 Scrap Metal 16 .6 5 9.5 17.7
1103 Iron & Steel Castifigs 559 3 it.3 65.3 - 3.6
11031 lron & St&él cdetings 95.9 T3 31.3 65.3
1104 Non-Ferrous Metals 44,1 11 -16.5 64.0
11041 Coppet 44 .5 5 -19.2 96.9
11042 Othék NUii‘_FEt‘fuun Hétﬁi!. 44 .0 6 -14.3 25.4



Appendix Table AG.1{cuntinucd)

’ IMPLICLIT TARLFF CALCULATIONS FOR-4 AND S DIGIT LEVEL INODUSTRIFNS,

* 1yge - 81

I1BGE Taplicit Tariff Calculatlions . .
3 and 5° Nominal Lepal o N I.mp}lcxc
Digit Industrey Tariff Numbor of Average Standard Nominal
Codes 1980 Products in Implicit Deviation Protection

Sample Taciff
: (%) (n) (z) (1) (€3]
¢ a

1105 Miscellanvous Metal Products 105.7 20 10.3 34,2 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 -

? ’ R
11054 . Other Metal Products 119.\ 16 15.7 35.5
N ‘> .

1201 Pumps and Engines 58,8V 17 17.1 65.7 50.6
12011 Pumps and Engines 58.8 17 17.1 65.7

1202 Machine Pirts 58.1 30 85.1 83.8 138.0
12021 Bearings 60.0 n.a. Wells -

12022 Power Transmission Equipt. 55.9 n.a . n.a. --

12023 Other Machine Parcts,inc. Tools 58.1 30 85.1 83.8
1203 Industrial Equipt. & Machinery _51.8 22 29.5 73.2 66,5

12031 Industrial Equipt. & Machinery 51.8 22 29.5 73.2
1204 Agricultural Equipt. & Machinery 42,0 1 ~18.3 8.6 5.1

12041 Agricultural Equipt. & Machinery 42.0 10 -18.3 8.6 e
1205 Office & Domestic Use Equipt & Mach, 130.4 10 ~10.8 23.9 3.5

12051 Office Equipt. & Machinery 58.9 4 -18.3 7.3

12052 Household Appliances 159.4 6 ~ 5.8 30.3
1206 Tractors 41.5 6 =47,8 23.0_ -32.9

12061 Tractors . 41.5 6 -47.8 23.0
1301 Electric Energy Equipment 2.2 2 - 3,0 11.0 24.7

13011 Electric Energy Equipment 72.2 2 - 3.0 11.0
1302 Electric Wire é Cables 68.8 5 12.9 4.0 _45.2

13021 Electric Wire & Cables 68.8 5 12.9 4.0
1303 Electric Equipment 88.5 17 49,1 48.7 91.7

13031 Electric Motors & Generators 62.6 1 -11.3 --

13032 Electric Material 96.3 16 52.9 47.6
1304 Electrical Machinery & Appliances 61.1 16 4.7 B4.7 73.2

13041 Electrical Machinery & Appliances 61.1 16 34.7 84.7 ¥
1305 Electronic Equipment 55.4 11 96.4 69.5 152.6

13051 Electronic Equipment 55.4 11 96.4 69.5
1306 Communications Equipment 144.1 4 63.2 115.,0 85.0

13061 Television,Radiot Reccrd Playing Euipt. 176.9 2 -22.0 44,1

13062 Other Communications Euipt. 88.4 2 148.4 . 83.3
1401 Automobiles 126,3 L4 -23.2 9.1 -15.3

14041 Automobiles 126.3 -23.2 9.1
1402 Trucks and Buses 83.6 3 ~46.2 3.6 gy 232-3

14021- Trucks and Buses 83.6 3 ~46,2 3.6 b,
1403 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 53.8

14041 Ships & Boats 27.0 3 19.6 12,7
1405 Railway Equipt.d Othte Vehicled 63.5 4 - 6.4 32.3 20.4

14051 Railway Roliing Stéck 39.3 3 -21.7 12.6

15052 other Vehicles 84,0 : 39.6 -

1501 Waod 125.3 4 - 8.9 40,1 zh.?
15011 Lumber, Plywodd & Vanoer 117.7 1 336 - !
15012 Wooden Boxes & Cratoes 170.0 n.a. n.a. -

15013 Othet Wood Products 151.7 3 -23.1 34.8



Appendix Table A6.1(contlunued) . -40-

IMPLICIT TARLFF CALCULATIONS FOR & AND 5 DICIT LEVEL INDUSTRIES,

. 1980 ~ 81
Yy
1BCE Nominal Legal Implic{t Tariff Calculations Implicit
4 and 5 Tariff Nowinal
. s Tndustry . . Number of Average Standarcd .
icngn. . . 1380 Products ia Implicit Deviation frotection
odes s ° Sample Tariif
' @ (n) (&) ) =
1601 furniture 148.2 2 20.0 21.2 26.1
16011 Furhiture 148,2 2 20.0 21,2
1701 Wood Pulp . 38 1 -37.7 ! -~ -29.7
N
17011 '\\ Wood Pulp 34, 1 -37.7 --
1702 Paper - 85,2 8 ' ~9.0 - 1.7 0.4
17021 Paper - §5.2 8 - 9.0 41.7
1703 raper and Paperboard Products 166.8 1 ©32.4 - -25.4
17031 Paper & Paperboar'd Boxes,ete. 175.0 . n.a. -
17032 Other Paper & Paperboard Products 125.1 1 -32.4 -
1801 Rubber 107.3 3 -23.3 7.2 -15.4
18011 Tires & Inner Tubes 85.0 2 ~20.9 8.2
18012 . Other Rubber Products 158.8 1 ~28.2 -
1901 Leather & Leather Products 156.6 1 10.0 - 15.6
19011 Leather & Leather Products 156.6 1 10.0 . l
2001 Chemical Elements & Compounds 333 66 55.1 62.9 75.0
20011 Caustic Soda 33.0 1 -33.2 -
20012 ) Sada Ash 30.0 1 36.3 -
20013 Inorganic & Organic Chemicals 33.7 64 56.7 62.8
2002 ° Alcoho!l 160.0 3 -« 9.3 12.3 4.7
20021 Alcohol 160.0 3 - 3.3 12.3
2003 Petroleum Refining ' 20,8 37 26.1 60.5 45.5
20031 Gasoline & Diesel Oil 0.0 2 93,2 116.2
20032 Fuel and Lubricating 0Oils 40.0 1 0.0 -
20033 - Naphta 20.0 1 ~34.2 --
20034 Liquid Petroleum Gas 0.0 1 - 1.7 -
20035 Other Petroleum Refining Products . 58.4 1 11.9 -
20036 Petrochemicals 31.9 31 24.9 59.1
2004 Coke & Coal Derivations 18,0 5 -467.3 54.7 -9 .2
20041 Coke & Coal Derivations: - 18,0 5 ~47.3 54.7
2005 Chemical Resins & Fibers 88.7 48 64.8 73.1 90.2
20051 Polyethylene,PVC & Other Resins 71.2 35 ' 66.7 84.6
20052 Synthetic Yaras & Fibers, 103.0 i 12 63,6 20.3
20053 Synthetic Rubber 59,1 1 1.7 =
2006 Vegetable Oils &0ilseed Products 47,8 2 @ -46.5 8.0 42,4
20061 Crude Vegetable Oils 66, 8 1 -40.8 -
20062 Other Oilsced Products 18. 6 1 -52.1 = O
o~ B
2007 Pigments and Paints 89. 4 4 42,1 30.9 T
20071 Pigments and Paints 89.4 4 42,1 90.9
2008 Miscellancous Chemical Products 52,2 20 71.1 104.0 93.0
20081 Fertilizers 7.8 4 7.8 26.9
20082 Other Chemical Preparations 77.9 16 B4. 4 112,23
2101 Pharmaccutical Produits 21,9 20 79.0 B9.0 97.4
2101t T Basic Pharmaceutical Prodaces 29,5 17 . 65.6 90.0
21012 Dosed Phdrmactutiedl Products 27. 8 3 . 155.1 19.1
2201 Perfumary & SBajs ' 1605 - 8 "28.5 17.3 35.1

22011 Perfumary & Hodps 160, $ R 8 28.5 17.3 {



Appendix Table A6,1(countinued)

IMPLICLET TARIFF CALCULATLIONS FUR

~4] =

4 AND 5 D16LY LEVEL INDUSTRIES,

198u - 81
-
1BGE Sominal Legal ———m ~ Implicit Taviff Calculations ;mp!ic{t
4 and 5 Tariff JNusber of Average Standard or:umi
Digit Tndustrey 19560 froducts in Implicit Deviation Protection
Codes Sample Tariff
(%) (n) (1) (7) )
2301 Plastics ‘ 2038 4 14.3 43.4 28.9
‘23011 Plastics Sheets 205 .0 n.a, n.a. - _
23012 Plastic Wrappings 205.0 n.a. n.a. -
23013 Other Plastic Products 202 4 4 14.3 43.4
2401 Basic Textile Processing Products 21 4 1 - 5.0 -- - 0.2
24011 \, Unginned Cotton & Other Nat,Fibers w, 1 - 5.0 -
N
24012 Cottunsced & Other Textile Residues 66,2 n.a. n.a. -
2402° SyntheticuwFiber Textile Prcd;xcts 197 .8 10 15.3 16.1 t1.2
24021 Synthetic Fiber Textile Precducts 197,8 10 15.3 16.1
2403 Natural Fiber Textile Products 166 7 19 21.7 14.6 27.9
24031 Cotton & Other Nat.Fiber Yarns 105.9 10 22.5 17.9
« 24032 Natural Fiber Fabrics & Products 1%84.9 9 20.8 10.8
2404 Other Textile Products 173,0 3 26,0 11.6 32.4
24041 . Coth Bags 205,0 n.a.
24042 Knitwear & Hosiery 1961 1 12.9 --
24043 Special Fabrics 169, 4 1 30.0 - *
24044 Finished Yarn & Fabric Products 0.0 1 35.0 -
2501 Apparel 185,3 7 23.1 13.2 29.4
25011 Apparel 185.3 ? 23.1 13.2 )
2502 Footwear 170,0 2 27.5 3.5 34.0
25021 Footwear 170.0 2 27.5 3.5
2601 Coffec Bean Products 60.0 -38.6% 4.5 -29.1
26011 Coffee Bean Products ) N 60,0 -38.6 4.5
2602 Processed Coffee Products 12,5 1 -41.7 -- z32.7
26021 Processed Coffee Products 72,5 1 -41.7 -
2603 Processed Rice 50.0 1 -23.8 - -1%2.9
26031 Processed Rice 50. 1 ~23.8 --

2604 Wheat Flour 100.0 2 -28.3 2.3 -24.6
26041 Wheat Flour 100.0 2 -28.3 2.3 e
2605 Other Vegetable Products 122.7 6 23.3 34,4 -29.6

26051 Cereals & Starches,exc.Wheat 107.6 2 21.4 11,6
26052 Other Processed Vegetable Products 151.8 4 24.3 43.8
2606 Meat Products 64.0 [ 6.2 59.4 11.6
26061 Fresh or Frozen Meat 46.1 2 ~25.4 6.4
26062 Prepared & Preserved Meat 115.8 3 55.1 27.1
26063 Raw & Salted Hides 41.9 1 -77.2 -
2607 Poultry Products 100.2 2 -10.5 - 10.7 - 5.9
26071 Poultry Products 1003 2" -10.5 10.7 < .
2608 Preparcd Fish Products 137.8 1 - 2,4 - -5
26081 Prepared Fish Products 137.8 1 - 2.4 -~

2609, Dairy Products 19,0 7 64.2 66.9 72,6
26091 Processed Milk 99.6 2 62.6 3.8
26092 Other Dairy Prodiucts 165.8 , 5 92.7 52.5

1610 _ Crude Sugar Préducts 75.2 3.1 1.8 -47.2 |
16101 Crude Sugatr Prodiietd 75.2 2 3.1 1.8

2611 Refined SUgAt 110.0 1 =711 - -£9.8
26111 Refined Sugar 110.0 1 ~71.1 ~- !
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-
INPLICLT TARLFF CALCULATLIONS FOR 4 AND 5 DIGIT LEVEL INDUSTRIES,

1980 - 381

1BGE Nominal Legal Implicit Tariff Calculations tmplicit
and § Tariff Numbaer af Average Standard Nominal
Digit Industry 1980 Preducts in Implicit Deviation Protection
Codes Ia Sample Tarjift
! (%) (n) (%) (%) 1)
2642 Rakery & Pastry Products 169.3 3 ~-45.8 28.6 ~43.0
26121 Eredd & Rolls 164 4 n.t.
26122 Noodles, Biscuits, etc. 176, 4 3 -45.8 ' 28.6
~ - .
2613 Bdible Oils & Fats 75 5 2 c 3.1 .1.8 8.4
26131 Edible Oils & Fats 75.2 2 ' 3.1 ) 1.8
2614 Other Foof Products 1154 15 -23.4 18.4 -19.5
26141 Animal Feeds . 53-2 2 ~-33.5 7.3
26142 Other Food Products 164.8 i3 ~21.8 19.3
2704 Beverages 179-0 2 ~ 9.9 3.7 - 5.
f27011 Beverages 179.0 2 - 9.9 3.7
2801 Yobacca Products 184,6 -~ 3.6 - 1.3
28011 Tobacco Products 184,6 1 - 3.6 -
2901 Publishing and Printing 85,5 2 18.1 60.5 24,1
29011 Newspapers $ Books 112.8 2 18.1 60.5 €
29012 Printing & Graphics 0.0
3001 Miscellaneous Manufactured Praducts 87.0 4z 73.9 105.6 91.8
Total 676
Notes: 1. nontradable : products :

2,

3.

not available

For the purposes of the effective protection estimates the implicit tariff for coffec bean products
( Sector 2601) was taken to be a simple mean between coffee beans (02011) and processed:coffee products (26021) .

Sources: The nominal tariff averages were generated from materials kindly furnished by Hondrio Kume from his

on~going research at FUNCEX, eatitled "Quantificagao da Protegao Efetiva Apos do Pacote de Dezem - L
bro de 1979 ¢ SimulagGes da Politica Tarifaria”. tihe implicit tariffs rates of ‘implicit nominal protection were
estimated as described in the text.
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Appendix Table A6.2

b e
RELATIONSHIPS 'BETWEEN TRAULE AND OQUTPUT, 4 DICIT LEVEL, 1870 AND 1979

T 2008

-

IBGE . Ratio of lmports Ratio of Exports
4 Digite to Availabe to Output
Code Industry ' Domestic Supply (E/X)
N ‘ [CTASIEN 9]
N\ 2 \ 1970 1979 1870 1979
0101 Forestry and Fishing .018 067 040 073
0201 Agriculture .073 .043 .073 . 056
0301 Livestock and Poultry .005 .009 .012 .00}
0501 Mining ' .099 .189 372 . 961
0502 Combustible Mineral Extraction . 630 .982 . 003 .000
1001 Cement 031 .006 .000- 011
1002 Glass Products .055 .083 042 . 035
1003 Other Non-Metallic Mineral Products .018 017 .003 .016
1101 Pig~Iron, Iron Alloys & Primary Steel L014 .003 065 . 060
1102 Iron & Steel Sheets 113 .039 .047 e .034
1103 Iron & Steel Castings .019 . 005 .053 .010
‘1104 Non-Ferrous Metals L339 176 .018 .032
1105 Mis‘cellanem..ls Metal Products L0861 .086 .0086 .047
T 12017 77 Pumps and Engines 233 354 .003 .739
1202 - Machine Parts 343 .25% .039 $274
1203 Industrial Equipment & Machinery .295 y221 .017 .044
1204 Agricultural Equipment & Machinery .131 E}Oig . 013 .049
1205 Office & Domestic Use Equipment & Machinery .188 ) .;?.13 .120 .283
1206 Tractors .35t .049 .039 134
1301 Electric Energy Equipment L400 .208 .012 .o18 "
1302 Electric Wire & Cables L0646 .037 .001 .010
1303 Electric Equipment .108 L1186 .006 .055
1304 Electrical Machinery & Appliances L145 .133 .006 .012
1305 Electronic Equipment 405 .519 .088 ".176
13>06 Communications Equipment .195 072 .019 . 046
1401 Automobiles .003 .000 .001 e.036
1402 Trucks and Buses .026 006 .007 .207
1403 Motors & Vehicle Parts .061 .011 .016 .120
1404 Shipbuilding .177 121 .10 .162
1405 Railway Equipment & Other Vehicles 424 .225 .006 .263
1501. Wood . 004 .009 142 .089
1601 Furniture L 000 & . 001 .003 .008
1701 Wood Pulp .222 .059 135 .306
1702 Paper .105 107 - .001 061
1703 Paper & Paperbonid Products .031 -007 - 001 W 6023
1801 Rubber .029 L0463 .009 034
. 1901 Leather & Leathet Products .005 .026 -135 +212
2001 Chemical Elemenits & Compounds L6402 L450 011 082
12002 Alcohol . 000 .000 .000 . 000
2003 Petroleum Refifnig .127 .057 .010 .042
2004 Coke & Coal Perivatives .072 .056 .002 .001 -
2005 Chemical Resine & Fibere ,229 .132 .008 .040
2006 Vegetable Oils & Oftsced Products . 008 -023 .288 ' 512
2007 Pigments & Falnts . 070 L0489 001 .00S
Miscellaheous Chemical Products -205 - 149 652 '01‘3_

B et 0N
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Appendix Table A6.2 (continued)

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

’

¢ P
" IBGE Ratio of Imports Ratio of Exports
4 Digit . to Available to Output
Code . Industry - Domestic Supply . {E/X)
. (M/(X + M) )
L . 1970 1579 ' 1970 1979
~ ‘ fy \ - CoLL. Lo
2101 “Pharmeccutical Products .060 .081 .008 .025 |
2201 Perfumary & Soaps .022 : .012 . .002 .ot
2301 Plastics,, . 005 .003 . 000 . +08
2401 Bagic Textile Processing Products .004% Q02 .368 .039
402 Synthetic Fiber Textile Products . 007 .007 002 4020
260‘3 Natural Fiber Textile Products ) .003 © .00l .032 L1117
2604 Other Textile Products 009 .015 .006 L0558
2501 Apparel : .011 . 000 . 004 .018
2502 Footwear . 000 .001 . 023 . 267
2601 .Coffec 8Sean Products X .000 - ,000 1,490 429
2602 Processed Coffee Products . .000 .000 .168 P <267
2603 Processed Rice - ,o00 .161 .012 .000
2604 Wheat Flour ' . .009 .383 .000 .000
2605 Other Vegetable Products .034 .020 .209 417
2606 Meat Products .002 .058 065 063
2607  Poultry Products . 004 .000 . 600 . 137
2608 Prepared Fish Products . .045 .221 .240 .405
2609 Dairy Products .028 .006 .001 .002
2610 Crude Sugar Products 000 -.001, .217 143
2611 Refined Sugar ’ .000 .000 .000 127
2612 - Bakery & Pastry Products . 000 .000 .000 .007
,2613 Edible 0ils & Fats .030 .015 ) . 002 .010
2614 Other Food Products .015 010 004 .035
2701 Beverages .043 CLo13 .003 .018
2801 Tebacco Products ) .000 .001 114 . 220
2901 . Publishing and Printing. .023 .020 . 003 .006
3001 Miscellaneous Manufactured Products ’ .217 211 .022 .o7?
Sources: Estimates of 1979 output were made from unpublished IBGE data for value added. The 1970 output and trade

data.were taken from the published IBGE input-output tables (IBCE, Matrix de Relacoes Intersctorjais.,
?rl8111'1970]a17hevlg79 export and import series were taken from FUNCEX and our own gs:?ggies,
respectively, Yaséd upon manual teclassifications of the published trade dats.
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Chapter 3

EFFECTIVE PROTECTION ESTIMATES AND THE STRUCTURE OF DOMESTIC HARKET
PROTECTION

I. METHQDOLOGY AND ESTIMATING PROCEDURES

Ti measure effective protectiﬁ‘sfor domestic market éales we have
employed the conventional partial equilibrium estimating procedures.
In the foiiowing chapter analogous procedures wil: 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

“gsales can be written as

: : t, -~ Z.a
(7.1) g, = L —7>2l=
3 - r.a,.
: 1 z1.13
where
- _ gj = the effective rate of domestic market protection

for product j

t. = the nominal rate of protection for product jJ

J

5" the technical coefficient for input i used in the
product of product j, as meastired in world prices

. ‘ LW -

t; = the nominal rate of protection for input i. ¢

See Balassa and Associates(1971) and Corden(l1971) for the most
exemplary treatment. It is clearly recognized that the conventional
effective protection estimating procedures imply well known
simplifying assumptions and prescnt 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.
.k » : y
Sincg the aij's in Equation (7.1) are expreséed as ratios calculated
from international price values,ﬁi? adjustment must be made if the
. s
tech;ical coefficient informatioﬁ available was computed from domestic

prices and values. Accordingly, the estimating formula can be

expressed as

: 1+t
t, - T a,, (—3t,
J 1 1] 1+ti 1
(7.2) g5 7 1+t
1 -3 a,, (—219
1 13 1+ti

where the a.j's represent the technical coefficients as measured from
1] - ) : _

domestic price and value information.

The rate of effective protection depends upon.two main_elementét
éa) the nominal profection 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 thege different effects.
First, there exists a subsidy equivalent to domestic pfodqurs as
effected through the protection afforded to the final ﬁroduct in
. question. Secondly, there also exists a tax equivalent imposed on the

same domesti¢ producers through the increase of input prices



associated with commercial *policies. Both components are expressed

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

' ij i -
(7.3) . g. = ] C -

)
.
N
) ‘»

where\fhe_first term;dn the right hand side, tj/(l—§aij)’ represents
the subsidy equivalént component, wﬁile the second term depicts the
tax component working through higher input prices. If the latter
component exceeds the subsidy component, the effective rate of
protection is negative, indicating a discrimination against the

activity producing the final product j.

While we have called these two coméonents of AOmestic market
effective protection the subsidy and tax effect comp;nents,respéctively,
there is no presumption that they always possess those particular’
effects. In the case where the domestic brices for iﬁpdts, through the:
exercise of economic policies, are effectively set at levels beneath
international prices, the tax effect component in the second term of
"Equation (7.3)'s right Band side effectively becomes a subsidy effect
component. It takes on a negative s&gn and thus serves to increase
the.effecfiQe protection afforded to t?e finalﬁﬁroduct. Such effects
are not at all uncommon; conscious gobernment'policy méy, and Yo
frequently does; seek to keep down the prices of industrial inputs

"through subsidies 6t priée controls. Similarly, the subsidy effect

component itseélf fmay 4lso take on quite different features. Again



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

explicity discriminated against, i.e., t, < 0.
. ' "

©d - / .
So far we have discussed nominal protection in -fariff equivalent

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

can be utilized to estimate rates-
< |
arises, however, when we incorporate adjustments for production

f effective protection. A problemn

'

subsidies égﬂ develop what we have termed the implicit nominal
érotection rates., Such protection exists for the-final product, but it
is not representative of the tax effect component of the gffective
proteétion rate. Firms buy inputs at the observed domestic market p;ices.
It is irrelevant for these firms whethér or not the input producing
industries receive p:oductioﬁ subsidies or not. What matters are the
doméstic prices for the inputs in question, even though those prices
would clearly be higher in.the absence of production}subsidies for the
Iiﬁput producing indﬁstries. A distinction is apparent between the costs
to firms and the costs to society as a whole. But, since it is éhe
éosts of ﬁfoducing facing firms that are at issue in analyiing
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 compénent of

) .

effective protection. Accordingly, our estimating equation 1is

R7

expressed as

1+t .
P . - I a,, (—2MBlye .
IMP3 1 ij 1+t . IMP1
B a IMP1
"1 - ¥ a (___lggi)
1 ij "1+t

IMP1



The technical coefficients used in our estimates of effective
prdtpction were derived from the 1970 IBGE input-output accounts
(IBGE,1979). The difficulties in using these tables are readily apparent.

During the period 1970—1981 industrial output has nearly tripled, and
¢ s

P

accompanying changes in indus&rial structure are strongly evidenced. Moreover,
during the period there were significant changes in relagive prices,

)
partiEglarly of energy inputs., Desé@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 estimatiorn of
effec;ive.protection. There is simply no disaggregated and viable
alternative with Brazilian data. While IBGE is planning to up-date
tﬁe 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 esfimation 65 effective protection
for a number of assorted individual products was Qn&értaken. These
results, while not reported here, were in general consistent with our
aggregated 4 digit level estimgtes made with the input—output

accounts. ‘ v

Of the 87 sectors in the 4 digit A’ matrix 72 are ostensibly traded
goods producing sectors. A greater level of disaggregation did not

) 2 )
prove possible. The Corden method was employed to deal with_problem
=
. . ' . 9
of nontraded inputs.These sectors accordingly are incorporated 'into

The IBGE 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 Carvalho.
See his '"Matrizes de Coeficicntes Tecnicos-Brasil 1970:Uma Nota', '
FUNCEX, unpublished paper, May 1981. A lcgical extension of the

. present fea§eafeh would be a further disaggregation, as well as
estimiations with up=dated technical coefficients.



Yalue added.3

L

II. EFFECTIVE PROTECTION ESTIMATES

The basic estimates of effective protection for’gomestic'market
Sales are presented in Appendix Table A7.1 for 72 tradable goods sectors.:
More aggregated figures, at the 2 digit level along with still larger
aggregétes, are provided in Table 713. The ranking of the sectors in
Appendix Table A7.1 according to effective protection rates provides
an idea of the relative ﬁrdering cf 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-Primarj
Agriculture sector, consisting of Forestry and Fishing, Agriculture, Gnd
Livestock and Poultry, is seen to be discriminated against in the
doméstic market with a rate of effective protection of -8.2 percent.
Agriculture itself, on the average, appearé.to Ee soméwhat less
discriminated against but still displﬁys a negative raﬁe of effective
protection for domestic market sales. Withiﬁvagriculture it is clear
that considerable disparities exist in effective protection rates across
prbduéts, or even farms, owing to the way, in which the substantial 4

financial subsidies are awarded.

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

effective protection for domestic market rates was computed to be .

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

3 Had the Balassa_méthod of dealing with nontraded inputs been employed,
our estimates 6f effective protection would have been slightly higher.
We feel, however, that the Corden method is more appropriate..



Table 7.1 ! 7

EFFECTIVE PROTECTION ESTIMATES FOR DOMESTIC MARKET SALES,

2 DIGIT LEVEL, 1980-81

. Effective Protection
Effective Decomposition ‘Net
“Eetimate  Subsidy B prorection
Industry- Estimate
¢ (%) ) (%) % (%) (%)
iing . g - 4.2 - 3.9 0.3 ~19.4
v-Metallic Minerals - - =19.6 -21.4 - 1.8 -32.3
allurgy \ Y ©20.1 ~14.1 12.9
hinery | 93.3 95.3 2.1 62.7
.ctrical Equipment 129.3 144 .4 15.0 93.0
insportation Equipment - 6.5 - 8.2 - 1.6 -21.3
iber & Wood Products | 17.7 - 8.3 ~26.0 - 0.9
‘niture o 52.7 50.8 - 1.9 - 28.5
rer ) -18.5 -24.4 - 6.0 (—31.3
vber : -21.4 -20.3 1.1 —3318
ither. . - ‘ 13.9 C19.3 5.4 o4
smicals : : 86.4 87.8 1.4 56.9
irmeceutical Products ' - 116.3 : 122.2 - 5.9 82.1
‘fumary ' 91.6 - 80.3 ' -11.3 61.3
istics - 28.3 38.7 10.4 X 8.0 .
ttiles ‘ ' 36.7 . 44,2 7.5 15.1
rarel : ’ 46.7 63.8 17.1 23.5
»d Products 26.1 8.4 -17.7 6.2
rerages . - 1.1 - 7.8 - 6.8 ~16.8
yacco 5.7 1.7 - 4.0 ~11.0
inting & Publishing » 31.9 32.6 0.6 11.1
scellaneous _ 171.7 - 172.5 0.8 128.7
AVERAGES! ) ¢ :
Primary Agriculture - 8.2 - 7.7 - 0.4 ~-22.8 .
"Manufacturing 45.0 “41.3 - 3?& V3.1
Capital Goods . 63.3 67.5 4.2 44,7
Intermediate Goods 46.0 40.5 - 5.5 22.9

Consumer Goods 34.2  28.5 - 5.7 13.0;

tes: 1. Valueiéddéd wweights of 1979 are used for aggregating from the
four digit t6 two digit level and for computing the more aggregated

means. \

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

irce: Appentdi Table aA7.1.



relation to the potential effective 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

‘

. ' . s . .
with our measure of implicit nominal protection, the reverse cascade

effect is apparent in effective protection. Capital goods in general
. . J '
receive the highest rates of eﬁfep
\ *
sales. Protection for that sector would appear higher still if

R&ve protection for domestic market
Transportation Equipment, including-automobile production, were
.excluded from the capital goods average.

As indicateﬁ, the effeﬁtive protection averages themselves are a
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 benefi;ted through
Qery 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 thi
72 estimated sectors displayed effective rates of protection greater
than'lOO percent.(Table 7.2) 1In addition to the Primary Agricultural
Qectors, sectors heavily discriminated against in the domestic market

: >

through the exercise of economic policies include Trucks and Buses,
L™~

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

Wood Pulp. éome 27 sectors possessed negative rates of.effective
protection for domestic market sales. In any case, the disparities

in the rates bgtwéeq sectors are very high. The existence of such great
diSparitiés in the protection system is entirely consistent with the

. )
empirical evidence derived from other semi-industrialized ecomomies.



Table 7.2

FREQUENCY DISTRIBUTION Oh\PROTECTIVE MEASURES
‘e

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

Number Num ber Number ' Number
Z) of Sectors - (7%) of Sectors (%) of Sectors (%) of Sectors (%)

' ‘ <

0 ‘ 0 ' 0 30 42 27 39 33 47
25 . 3 4 .15 21 9 - 13 12 17
50 13 18 11 15 . - 9 . 13 8 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
. *

stal 72 - 100 72 100 70l 100 - 70 100

e: 1. Those 2 sectors for which negative value added at world prices was
calculated were omitted from the computations.These -two sectors
accordingly displayed very high effective“protection and would o
presumably fall into the category with effective protection net
effective protection rates greater than 100 percent.

L%

irce: Appendix Tables A6.1 and A7.1.
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It is apparent from Tablel7.1“and APpendix Table.A7.1 that in most
cases the great part of the effective protection is derived from the
subsidy effect element in-}he effective-protectionfpomputation. The
tax effect element is generally rather small, indicating that in
general ﬁrazilian industry,and aégicultﬁre, are not dispropqrtionately.
adve;gely affected from having—t5‘§cquire }nputs at greater than world
prices. There are, o1 course, some exceptions to this generalization.
‘Such sectors such as Synthetic Fiber Textile Prodﬁcts, Apparel,
Communications Equipment, and Plastics are among those with tax effects
amountingAto greater than 10 percént on a value added basis. The use

c

of production subsidies for input producing industries had kept

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

For many industries, incldding 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.
anut prices are kept>down so as to serve as an incentive to user
industries. Direct productioﬂ subsidies havé b&en used to offset, and
in some instances overcome, the &isincentivg inherent to the input o
: B
producing industries. Those industries especially benefitting from
‘policies maintaining less than world prices for their inputs include,

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

wood, paper, basic textile processing, and the food product industries.
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In general, these are industries that are intensive users of primary

or agricultural products.

’

'{‘ . - ’/

ITI. CORRELATIONS AMONG DIFFERENT PROTECTION MEASURES

Previous studies of protection’ in Brazil and other countries have
2N
found significant positive correlétions among the various measures of
protection.A'Table 7.3 precents the results of Spearman rank correlations
émong the different protection measures that we have developed and
estimated for Brazil. While the import-weighted nominal tariffs,the
realized tériffs, and the nominal legal tariffs are demonstrated to
all be ﬁositively related, it is clear ﬁhat the tariff schedules, or
tariff information, do not provide an accurate pigture of the protection
actually present through the.operation‘of market forces and other,non-tariff,
policy measures.S.The nominal legal tériffs, for inggance, possess mno
correlation with the impliciﬁ tariffs, implicit nominal protection; or
rates of effective protection for fhe domestic market. For its part,
éffective protection 1is seen to be significantlf positively corrgiated

’

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

subsidy and tax effect components of effective protection.

4 See Guisinger and Schydlowsky (1971),Bergsmar and Malan(1971),Tylex(1976),

Little,Scitovsky and Scott(1970) and Balassa fand Associates(1971).

5 The exception to this is the realized tariff rates. As indicated in
Table 7.3, significant positive correlations were evidenced between’ ,
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 +1l.4¢,.

° 3
(11.61)

R2 = .66.
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Import-Weighted Nominal Tariff, 1979

Realized Tariff Rate, 1979
Nominal Legal Tariff,1980

Potential Effective Tariff Protection
Rate, 1980

. - 3 v\
Implicit Tariff Rate, 1980-81 . "«
Implicit Nominal Protection Rate, 1980-81
Effective wﬂonmnnwos Rate;..1980-81

Subsidy Effect Component of Effective
Protection , 1980-81

Tax Effect Component of Effective
Protection, 1980-81

Note :

Table

7.3

GOODS SECTORS (n=72)

** jndicates significance at the 5 percent level.

Import Realized Nominal Potential
Weighted Tariff Legal Effective
Nominal Rate, Tariff, Tariff
Tariff, 1979 1980 Protection-
1979 Rate,1580

* %
43 -
Ak wk
.59 .21 -
#% ok Kk
.65 .35 .88 -
*¥k
.15 .28 .10 .12
*%
.08 .28 .00 .00
K .
.01 .20 ~-.01 -.01
nx
.05 .21 .02 -,03
.01 .13 .03 01

£

SPEARMAN RANK ORDER CORRELATION COEFFICIENTS BETWEEN DIFFERENT
L : DOMESTIC MARKET PROTECTION MEASURES, 72 TRADABLE

Implicit  Igplicit . EEféctive Subsidy Tax
Tariff Nominal ‘- Protection Effect Effect
Rate, Protection Rate, Component Component
1980-81 , Rate, 1980-81 of of
’ . 1980-81 Effective Effectiy
.Protection Protectic
.:. 1980-81 1980-81
a
u.ﬁ..ﬁ
. @ N -
e kN
.86 .88 -
"k bR ¥k
.90 .93 .92 -
Kk %k Kk ek
.43 .47 .36 49
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IV. NET EFFECTIVE PROTECTION

The effective protection estimates presented above were made at

¢ e

existing exchange. rates. Yat the existence of the protection system
implies an exchange rate different from that which would prevail under
4 !
a free trade regime. Domestic ﬁariﬁg protection allows the governmental
authoritiegﬁto 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 poiﬁt of reference should involve
a freg 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
overvaluation associated with the prevailing set of trade policies. The
iesﬁlt of\this adjustment, insof#r as domestic marké; protection is

concerned, car be referred to as net effective protection.

Incorporating the effects of exchange rate overvaluation (or
conceivably, undervaluation), the net effective rate of protection(g}).

for domestic market sales can be written as

7.5 7= - (1+g.) -1
(7.5) gl = I3 (1+s
where r and r* are the prevailing official and *shadow exchange rates,

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

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

industry j will be less than' the effective rate of protection (g.).
. J

The problem, ¢f course, is determining what an equilibrium, or

shadow, extéhange rate would be. There is a literature on the subject, '
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: . "' . 7
and some estimating procedurfes do exist. By and large, these
procedures consitute measures of the trade flow impact of existing
trade policy distortions. Problems arise with the counsideration of

Sy

/ ‘
capital account movements in the balance of payments, the ferrmulation

of domestic monetary policies, nontradable goods, and protection in

1

g
trading partners. Elasticity consé&srations are important as well, and "
AN v . .

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 recént study by Roberto Incer.8 Employing the Bacha-Taylor estimafping
formulation, Incer estimated a shadow exchange rate premium of 18.8
percent over the prevailing official rate for 198i. It is this figure

that we have employed.

Our estimates of net effective protection for domestic market sales
are pfesented in Column 4 of Table 7.1 and Appendix Table 7.1, Adjusting
for exchanée rate overvaluatioﬁ, 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

-»
>y

effective protection estimates for domestic market sales,the net effective
protection estimates show considerable variance between sectors. It
can be noted iti-Table 7.2 that 33 out of 72 sectors displayed negative

See Bacha and Taylor(1971), Balassa (1974) and UNIDO(1972).

Roberto Inecer, "Brazil: Shadow Exchange Rate Estimation for 1980-85") -
unpublished paper, May 1981. L
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¥ rates of net effective protection., Presumably these are the sectors
that would benefit the most from-any dismantling of the protection
system.

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

TEe industry ranking of effeg?iye protection possesses important
implications for the gllocation of economic resources. The theory of
efective protection suggests that resources will be pulled into
those econmic activities receiving high effective protection and out
of thosé receiving low effective protection. Iﬁ a two good general
equilibrium moéel this result is clear. A problem, however,‘arisesr
in the general equilibrium context when there are many products. The
rénkiﬁg of the industries, while describing the protection received
through economic policies, may not entirely predict-regource flows
feSulting from protection or its elimination.9 Demana considerations
and the effects of changes in factor pricgs can only be incorporatéd
in a genéral equilibrium frameworkl ‘These objectives metwithstanding,
it can nevertheless be argued that in general terms the ranking of
effective protection éhould provide an aﬁproximate indication'of the overall

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

the extremes of the range of effective domestic market protection.
. o

-~

R -
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 gnd \
Srinivagat (1971), 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 these .fests are reported

in Table'7.4; For comparison purposes, dorrelations with the tariff

rates are presented alongside of{ggose with implicit nominal

. »

protegfion and effective protection. Because of the ordinal nature

of the problem and the accompanying difficulties in interpreting the

.cardinality relationship between the variables concerned, we feel

that thé Spearman correlation coefficients are more meaningful and

repfesentative‘of the relationships we seek to explore. The Pearson
-

coefficients are nevertheless presented for comparison purposes.

fhere is some evidence, although.flawed, to suggest that protection
‘gnd profitability are positively related,'as hypothééized from the
theory of effective protection. Both our measures of implicit nominal
protectfen and effective protectién are significantly positivelj

correlated with the ratio of gross profits pér unit of output.(Table 7.4)
' y

For this correlation result to be meaningful,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

5
captures all the returns to capital, and is therefore a measure of

K>3

capital intensity as well, the profitability pattern, at least as wel -~

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

Reflecting any possible increase in profitability resulting from

domestic market protection, one would expect, as hypothesiéed by the

10 NS ; ‘ . ‘
Alternatively,; for our results to hold,it:could be assumed.that thg

struétuite of protection has not changed since 1970. This assumption,
however, is unrealistic.
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Table 7.4

CORRELATIONS BETWEEN DOMESTIC MARKET PROTECTION MEASURES AND

~

N

ECONOMIC STRUCTURE. AND PERFORMANCE VARIABLES,
72 TRADPABLE GOODS SECTORS

Implicit Nominal
Protectidn Rate

Nominal Legal
Tariff Rate

Effective
Protectio
Rate

n .

Pearson Spearman .
4

Pearson Spearman Pearson Spearmar

B\
¢

N\ . .
brts to Output Ratio,i.e.,

.03 -~12 -

1/X,1979 -.14 .08
>rts to Total Available
2stic Supply Ratio,i.e., % %3 $* % % Tk %%
4/2,1979 -.39 -.4 .32 .40 .20
1e Added Growth Rate:
: . %4 &%
1970-74 ~ -.02 .01 .16 24 .03
. <
*
L974-79 .15 .07 -.13 .01 .01
. _ %
£L970-79 .07 .06 -.04 .18 .02
ie Added to Labor Ratio,
'! N

i.e., V/L" %% %%

~.35 ~-.38 .09 .09 .07

%% &% %% * % o
rage Wages ~-.34 -.39 .26 .32 .11
act Labor Iﬁputs per 1' ot
>ut Ratio, i.e.,. L/X -.09 .32 -.10 14 -.13
sct and Indirect Labor ‘ ’
its per Output Ratio,i.e., %% %% % -
/X1 .03 .29 ~.38 -.38 -.04 -
fits Eer Output Ratio,i.e., % * %
1/x1s ~.09 -.10 .22 .36 .06
"
2s Cost per Value Added %%
io, i.e., wW/vl .10 .12 .20 .16 s .03
) ' “ - V.
Notes: 1. Variables were calculated from information in the 1970 IBGE

input=6utput aceouiits.
2.'Prdf1té wWere -¢aleulated
retdrns to Capltala

as a gross residual, including all

3. %% 1n61ﬁates smgnflcance at the 5 percent level.
4. * itndiecates significance at the 10 percent level.

)

.01

.09

.18

.06

.15

.22

”»
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theory;éf effective protection, to find a positive associafion betWeeﬁ
effective protection and output growth over industries. This association
ié suggested in Table 7.4. Significant.positive Spearman coefficients
were évidenced between b?th implicit nominal and 9ffective protection

and value added growth for the 1970-79 period.11 For the 1970-74 sub-~

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

~ -

N . '
Yy

disconcerting that there is no apssrent 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
. ’ €

SUbstitption are noteworthy. A strong negative relationship between
1éga1 tariff rates and the ratio of imports to total available
domestic supply is evidenced in Table 7.4. The latter variablé
éeasured for 1979, depicts the degree of import substitution that
has occurred and the possibilities for future imporf substitution.
For those sectors which have inherently‘completed all possible
‘import substitution, i.e.;possawing an M/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 p;omot; import substitution and industrial development. Presumably
at some poiﬁt the presently observed tariff reflundancy did not exist.

The appearence of widespread redundancy, as evidenced Ey comparing i

Lol

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 future prospects for further

.Appendix Table A7.2 presents the computed annual value added growth rates for
the 72 tradable goods sectors used in our analysis. \

11
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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 receiveéd heavy protection in the”

past have grown
and become more efficient. Those sectors which have undergone the
. . > . 4 . . . ' . %
. import substitution process have sgen their relative prices fall.
\ N\
Table 7.4 also demonstrates that those sectors possessing the

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

. -

M/Z2's are those sectors receiving the most protection, both in
nominal and effectfive 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
. < _ \ ,

.12 . . -
fact possess a logic. At the same time, however, the magnitude of
some of the effective protection estimates indicates that the welfare

)

costs of'this 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
. . . g
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

2 C . .
1 By the same t.kén, it is clear from Table 7.4 that the legal

tariff system preséntly 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 coErelated with both mominal and
effective protection. While our data base does not p&ssess a
reliable measure of physi&él capital, the variable value added to
labor (V/L) is frequently used as a proxy of the-capital—labot:
ratio.13 The correlations between ¢ /L and both nominal and effective
N “\
protection, while positive, are not statistically significant.
Stronger eJidence is apparent with our proxy measure 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 positively.-related to
both nominal and effective protection.Acco%dingly,one can conclude
that the Brazilian system of domesfic market protection favors human

capital. Analysing the factor intensity structure. of profection 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 relationship between the
ratio of fotal,direct and indirect, labor requirements per unit of

output and both nominal and effective protection. It thus appears

that labor and especially unskilled labor, is disprotected by the

domestic market protection system. The distributional implications of
. N a .
the.domestic market protection structure are apparent in both economic
- . . hd
and political terms.

13 This widespread empirical shortcut dates from Lary (1968).
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¢ . Appendix Table A7.1

EFFECTIVE PROTECTTION ESTIMATES FOR DOMUSTIC MARKET
»
SALES, &4 DICIT LEVEL, 1980-81

Eflfectivc Protection

éggi Industry ‘Effecziyc Decomposition NE‘.
Protection Effectivae
Estimate Subsidy Tax Protection
Effect Erfect

-{: (Z) (E) (2) (%)
OiOl Fogestry and Fishing . -38.9 . -39.3 = 0-5‘ -48.5
0201 Agriculture - 1.1 0.4 ' 1.5 -16.8
0301 Livestock and Poultry ’ - 8.0 =10.1 - 2.1 -22.6
0501 Mining ’ R ~ 4.6 - 4.3 . 0.3 -19.7
0502 : ‘Combuscible Mianeral Extraction - rl\ - 0.7 - 0.4 e.3 -16.4%
1003 Cement ~29.2 ) -32.1 - 2.9 -40.4
1002 Glass Products 27.1 © 32,9 5.7 7.0
1003 Gther Non-Metallic Mineral Products -26.0 -28.9 - 2.9 -37.7
1101 Pig-Iron, Iron Alloys & Primary Stael 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
1104 Kon~Ferrous Metals - 0.5 - 5.0 - 4,5 -16.3
1105 Miscellancous Metal Products 50.6 48.1 - 2,5 26.7
1201 Pumps and Engines 73.1 81.2 - 8.0 45.7
1202 Machine Parts 259.7 263.1° 3.4 202.8
1203 Industrial Equipment & Machinery ) 91.6 94.3 2.7 & 81.3
1204 Agricultural 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 7 Tractors -40.0 -47.6 - 7.7 -49.5
1301 " Electric Energy Equipment 32.2 : 33.6 1.4 “11.3
1302 Electric Wire & Cables . 62.7 61.2 - 1.5 36.9
1303 Electric Equipment 157.0 161.9 4.9 116.3
1304 Electrical Machinery & Appliances 119.8 125.5 5.7 . 85.0
1305 Electronic Equipment 229.3 241.6 =12.3 177.2
1306 Communications Equipment . 147.6 183.8 -36.1 108.4
1401 Automobiles -23.5 -26.6 - 3.1 ) -35.6
1402 Trucks and Buses ‘-58.17 -65.4 - 6.7 -65.2
1403 Motors & Vehicle Parts ~11.0 -13.0 - 2.0 ~25.1
1404 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 2885
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 & Leather Products . *13.9 19.3 5.4 - 452,
2001 . Chemical Elements & Compounds 128.0 130.8 2.9 91.9
2002 Alcohol e ¥ 19.3 -129.3 169.3
2003 Petroleum Refinig ‘ 64.4 63,4 - -1,0 38.4
2004 Coke & Coal Derivatives “43.0 o -47.0 2 4.0 B52.0 -
2005 Chemical Resins & Fibers 137.1 147.4 : 10.3 99 %
2006 Vegetable Oils & Oilseed Products -50.5 -56.2 -~ 5.7 - -SB.4
2007 Pigments & Paints 83.5 i 91.9 8.4 $54.5
2008 Miscellancous Chemical Products 139.2 145.7 6.4 101.4
2101 Pharmeceutical Products 116.3 122.2 5.9 82.1
2201 Perfumary & Soaps 91.6 80.3 -11.3 61.3
2301 Plasties 28.3 38.7 . 10.4 8.0
2401 Basic¢ Textile Yrocessing Products 21.2 - 0.5 -21.7 . 2.1
2402 Syathetic Fiber Textile Products 16.3 33.4 17.1 - 2.1
2403 Natural ¥Fiber Textile Producta ©82.0 57.6 5.5 28.0
2404 Other Textile Products . 38.2 .49.3 11.1 . 163
2501 Apparel a 41.7 62.6 20.8 19.3
2502 Footwear ) 60.3 67.2 6.9 35.0

2601 Coffee Bean Products . ~38.4 ~52,7 -14.,2 -48.2



Appendix Table

EFFECTIVE PROTECTLION ESTIMATES

SALES, 4 DIGIT LEVE

AT

FOUR DOMESTIC MARRET
L, 1980.81

Effective Protection

22

- " . Decomposition Net
o s mmw o gn
. Estimate Effece Ettect
: %) ) () (x)
2602 Processed Coffee Products v.h.1 B - - -
2603 Procesued Rice -22.4 -34.3 “11.9 =347
2604 Wheat Flour “42.4 =35.2 6.7 ~51.5
2605 Other Vegetable Products , 100.4 73.7 ‘ -26.7 68.6
2606 ~ Meat Products ; \\ 37.7 21.8 -15.8 15.3
2607 “Poultry Products ’ 22, ‘ T -1s.7 -38.6 3.4
2608 Prepared Fish Products 104.4 11.1 -93.3 72,1
2609 . Dairy Products 278.7 251.8 -26.9 215.7
2610 Crude Sugar Products -62,7 -68.5 - 5.8 -68.6
2611 Refioned Sugar ~82.0 . -110.3 -28.2 -84.,9
2612 Bakery & Pastry Products -53.8 . ~70.9 ~17.1 -61.1
2613 Edible 0ils & Fats v.n.t -- - -
2614 Other Feood Products =-21.4 -28.3 - 7.9 ~33.8
2701 Beverages - 1.1 -~ 7.8 - 6.8 -16.8
2801 ‘Tobaecco Products 5.7 1.7 - 4.0 ~11.0
2901 Publishing and Printing 31.9 32.6 0.6 it.1
3001 Miscellaneous Manufactured Products 171.7 172.5 0.8 128.7

Note: 1. Value added in world prices was calculated as negative,
effective protection,

Source: Couputed from implicit nowinal protection estimates. For
enployed see text. .

indicating very high estimates for

a description of the methodology



Appendix Tuble A7.2

VAtGE ADDED ANNUAL CROWTH RATES,4 DICIT LEVEL, 1970-79

23

‘Value Added Annual CGrowth Rate:1 (%)

JBE Code Induscry Pl
101 Forestry and Fishing )

101 Agriculture ¢
0l Livestock and Poultry

301 Mining

502 Comdustible Mineral Extraction

201 Cement .
302 Glass Products .’\
203 Other Nou-Metallic Mineral Products
101 Pig-Irom, Iromn Alloys & Primary Stecl
102 Iron & 'Stcel Sheets

103 Iron & Steel Castings

104 Nen~Ferrous Metals

105 Miscellaneous Metal Products

201 Pumps and Engines

202 Machine Parts

203 Industrial Fquipment & Hachinery

204 Agricultural Equipment & Machinery
205 Office & Domestic Use Equipment & Machinery
206 Tractors

301 Electric Energy Equipment

302 Electric Wire & Cables

303 Electric Equipment

304 Electrical Machinery & Appliances

305 Electronic Equipment

306 Communications Equipnent

401 Automobiles

402 Trucks and 2uzes

4013 ’ Motors & Vehicle Parts

404 Shipbuilding

4905 Railway Equipmwent & Other Vehicles
.501 Wood

601 Furniture

.701 Wood Pulp

.702 Paper

-701 Paper and Paperboard .Products

18C1 Rubber

t901 Leather & Leather Products

2001 Chemical Elements & Compounds

2002 Alcohol

2003 Petroleum Refining

2004 Coke & Coal Derivations

2005 Chemical Resins & Fibers
2006 Vegetable 0ils & Oilseed Products
20G7 Pigments and Paints
2008 Miscellaneous Chemical Products
2101 Pharmacevtical Products
2201. Perfumary & Soaps

2301

Plastics

1970-74 1974-179 1970-79
6.82 3.7 5.1
_€.8% 3.7 5.1
6.8° 3.7 5.1
20.0 5.5 11.7
2.2 3.2 2.8
12.9 9.3 10.9
11.5 12.5 12.0
26.9 6.6 15.2
10.9 10.2 10.5
16.6 12.3 4.2
26.8 4.5 13.9 -
13.5 9.4 11.2
264.0 7.3 14.4
30.5 19.4 24.2
5.4 -12.0 - 4.7
24.0 0.9 10.6
45.1 1.0 18.7
22.4 6.7 o 130
19.6 4.3 10.9
12.1 5.2 8.2
26.7 1.3 12,
15.8 7.3 11.0
20.2 1.2 15.1
24,9 - 0.2 10.3
24.2 10.5 16.4
29.9 2.9 14.1 -
10.9 2.9 6.4
59.0 8.6 28.6
- 4.9 13.8 5.1
17.1 - 0.7 6.2
19.5 6.6 12.1
19.6 6.6 12.2
35.4 7.0 18.8
" 14.6 5.6 ns
15.2 6.0 10.0
18.5 5.3 11.0
18.3 6.6 11.6
17.9 8.0 12.3
0.3 43.0 22.2
12.8 4.3 8.0
8.9 10.3 9.6
27.7 8.0 16.3
11.5 11,2 oy 1143
27.4 7.4 ¥ 15,9
27.2 7.8 16.0
19.2 4.7 10.9
12.3 10.1 11.1
23.3 11.8 17.9



IBGE Code

VALUE ADDED ANMUAL GROWTH RATES,

Industry

Appondix Table A7,2

4 D1GIT LEVEL,

2401
2402
2403
26404
2501
2502
2601
2602
2603
2604
2605
2606
2607
2608
2609
2610
2611
2612
2613
2614
2701
2501
2901.
3001

Notes: 1.

2,

Source: Cowputed from IBGE estimaceg.

Basic Textiles Processiag Produgis
Synthetic Fiber Textile Products
Natuvral Fiber Textile Products
OtHer Textile Products

Apparel

Footwear

Coffee Bean Prouducts

Proccessed Coffe Products
Processed Rice

Wheat Flour

Other Vegetable Products

Meat Products

Poultry Products

Prepared Fish Products

Dairy Products

Crude Sugar Products

Refined Sugar

Bakery & Pastry Products
Edible Oils & Fats

Other Food Products

Beverages

Tobacco Products

Publishing and Printing

Misecllanecous Manufactured Products

The growth rates were computed on an annually compounded basis.

24

1370-79

Value Added Annual Growth Rntesl(z)

1970-74 197479 1970-79
~1.5 0 - 0.7
7.5 8.0__ 7.8
10.1 1.0 5.0
12.1 2.4 6.6
16.3 ' 6.1 11.4
7.3 2.7 4.7
9.9 6.1 7.7
18.1 7.8 12.3
9.9 6.0 7.7
6.8 7.5 7.2
20.7 12.3 16.0
2.8 1.2 1.9
32.6 12.9. 21.3
5.2 3.1 4.0
8.¢% 1.0 4.4
6.4 4.5 5.4
9.4 4.b e 6.6
13.5 6.6 9.6
9.5 10.4 10.0
11.6 5.8 8.3
12.8 7.7 9.9
7.1 6.5 6.8
19.5 6.6 12.2
19.5 6.6 12.2

For sectors 0101, 0201, and 0301 only aggregated estimates were available from the national
income sccounts, Our analysis proceeds on the
agricultural sectors was equal.

assumption that growth for the 3 primary

The 1BGE data are preliminary estimates and subject to revision.

a b A e

R
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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 literaturé.l Our intention here is not to repeat
these efforts but to present an up-dated picture of fhe system as;it
affeéted different tradable goods sectors during the-period 1980-81°7
Noﬂtime.series analysis or involved discussion of the sy§tem's
 evo1ﬁti6n over time are undertaken. Nor is any analysis provided
iﬁtegrating commercial policies with broader macroeegnomic pblicies,
which involve the exchange rate regime and affect e;change rate
levels. After some general remarks as to the nature of the system,
this chapter ﬁili di#cuss‘in turn direct export coﬁtrols, export.
’credit subsidies; and fiscal measures affecting exports.
The major policy instrument affecting the prices of all tradable
goods relative to nontradable goéds is the exchgnge rate. Beginning in

August 1968 and lasting until December ‘1979, the government pursued a
e

mini-dévalua;ion policy based upon a rough purchasing power parity

See von Doellinger et al.(1973), Barata (1979), de la Cal (1981),
Pastore et al.(1977), Savasini (1978), Suplicy (1977), Senna(l980),
Cardoso (1980), Braga (1981), Musalem (1981), and Tyler (1976).



férmulé. The studies computing real exchange rate time series all
demonstrate that movements of the real exchange rate ddring the period
were relatively minor.2 The government's policy was to devalue the
cruzeiro regularly, ranging from one to four weeks, in accordaﬁce with
internai inflation and that observed in the country's principai trading
partnqis, primarily the United Stqﬁﬁs. The ?bjective was to' maintain
the real purchasing power equivalent of the currency and in so doing
eliminate swings in the rezl exchange rate. Since the overall

movements in the real exchange rate were minor, exchange rate policy
dﬁring this period did not serve to either appreciably increase or
decrease the real remuneration of Brazilian exporters.What in fact q}d,
serve to- increase such remuneration in the late 1960's was the

establishment of an elaborate system of fiscal incentives 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 fiscal credit export
gubsidies, eliminate the import deposit scheme, reform the tariff

reducing industrial incentive system, and establish export taxes for

. : ' » )

key agricultural exports. As such, the devaluation was in fact a
compensated develuation. On the export side, since the fiscal export S

subsidies averaged around 20 percent for the manufacturing 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

In addit%on.colgbe studies cited above in Footnote 1, see also Coes
(1979), Fendt (1981); and IPLAN/IPEA(1980).



were heavily subsidized such as textiles and apparel, the net gains

were quite small.

s

The abandonment of tﬁe purchasing power pa;itiibasis of the
country's mini-devaluation policy was further emphasized with the
announsgment in January 1980 thaf\subsequently both mo;etary correction
and nominal exchange réte depreciation were to be pre-fixéd, i.e.,
announced in advance. These amounts were then set for 1980 at 45
percent for monetary correction and 40 percent for exchange rate
deéreciation. In the face of inflation then runningvaround 80 percent
annually, the difficulties and inherent dangers of such a course verne
clearly evidenf:.4 By November 1980, in the face of increasing economic
unéertainty, the government decided to cut its losses and abandon
this policy course. It announced that beginning in January 1981
monetary correction would be fully based ﬁpon the naéional consumer

price index and that the purchasing power parity basis in exchange

3 See Kume (1981).

o]

L - . ) . .
For those who applauded the December 1979 economic policy 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 "explanations. Yet, when
in the preceeding month — December 1979 — the money_ supply (M;) 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 the line.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 terms,the 'legacy is that sometime in the future another
compensated eéxchange rate adjustment, along lines similar to that of
December 1979, cleaning up distortionary commercial policies, will
undoubtedly prove imperative.



rate policy would be r;stored; Yet, by this time there had been
witnessed a substantial real appreciation of the currency, thus
Aundermining Brazilian competitiveness in internmational makkets. From
December 1979, prior to the maxi-devaluation, to the end of December

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

AN
N

fiscal subsidies for manufacturing ifports, appreciated by 19 percent

on the average for such exports.

Many of the commercial ﬁoligy measures_implemented during 1980
and 1981.were undertaken in response to the constraints imposed on
exchange rate p@licy by the pre-fixation -directly of the nominal B
exchange rate depreciation and indirectly of the monetary correction
in&exes. The intention of these commercial policy measures has been to
reduce the loss of 1nternat10na1 competitiveness concommltant with the
conduct of exchange rate policy during 1980 and the accompanylng,
although unstated, desire of the governmental authorities to increase
the p;ice;of Brazilian tradable goéds vis—-a-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-deprecigtion,?
eqﬁi?alent for those products covered. The proliferation of direct
import controls and other nontariff barriers during 1980 and 1981 is
also consistent with governmental desires to rézress the effects of
the real exchange rate appreciation. On thgféxport side, both the i "
increase of Ehe export credit subsidies and the reinstitution of a

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

pensate exporters for their loss in real remuneration. To a great

5 Gee Senna (1981) and IPLAN/IPEA (1981).
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degree, these commercial policy measures undertaken in 1980-81 have
served as substitutes, abeit imperfect dnes to be sure, for more
appropriate exchange policy measures) which however were constrained

in 1980 by other policy objectives.

A. Dipect Export Controls

In addition to a response to exchange rate coaditions and policy,
commercial policies have also reflected, and ser;;d as én accompaniment,
to other economic policies pursued by the government. The clearest
case ié the one of direct export controls mnecessitated by the pursgjt
of domestic price controls. If domestic prices, for whatever reason,
are kept beneath international price levels, exporf taxes and/or
controls wiil prove a necessary accompaniment. Foerany years the
prices of domesfic agriculturél producté have'freqhéntly been maintained
béneath internatipnal prices by the government, Consequently, these
products have been subjected to either periodic export prohibitions de
facto or quotas. While specific export tax equivalenfs hafe involved"
only aAfew basic products such as coffee, cocoa, and minerals, export
licensing, administered by CACEX, has been prevaleﬁt.~Until very

recently,.agricultural exports have been those primarily affected by

such export restrictions.

As discussed in Chapter 5, the year 1980 witnessed an extension
of the industrial price control system administered through the CIP.

Price control$ were consciously used as a means of combatting inflation,



o

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 éertain 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 ye;rs have become more extensi;e. Despite CACEX lip~service as to
the desirabiﬁity to debureacatratize export procedures, CACEX controls
oﬁer exports, particularly for some products, seem to have grown.

The discretionary nature of this system, especially where export quotas

. 7 .
are concerned, lends itself to abuse.

B. Export Credit Incentives

There are presently functioning in the country two basic types
of . export credit incentive; - suppliers' credits and.direct production
and working capital financing for exports. The sys;ém of suppliers'
credits dates back to the mid-1960s and conéists primarily of long-
term financing for maﬁufactured 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 doilars-at terms
comparable to, or slightly more attractive than§ those prevailing for

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

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

A recent CAGEX listing of prohibited and controled exports, along with
the pertinefit ¥Fégiilation references, covered 46 tightly spaced pages.
See CACEX; No¥mas Administrativas que Orientam as Exportacoes,Comunica-

It should be noted that CACEX also administers a system of export
quotas 1in t@e cases of products for which import quotas for Brazilian
p?oducts exist in the importing countries. For example, CACEX allots
different export quotas to firms exporting textile and apparel products
to the Europeéan Economic Community.




for periods up to 8-10 years, 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

e

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

. . s . ' 1
under which CACEX interest rate subsidies for suppliers credits are

A

extended through the commercial bé¢king 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,
origiﬁally referredvto as Resolution 71, manufacturing exporters could
‘avail themselves of specified amounts of credit through the commercial
banking system at heavily subsidized rates of iﬁterest. These loans
were discbﬁnted by the Central Bank. This system has evﬁlved since the
early 1970's, But its fundamental features remain.essentially in tact.
fhe amount of thg subsidy expressed as a percentage of FOB export unit
values varies according to the amount of credit obtained relative to
ekports aﬁd the difference between the market, or shadow, interest
rate and the subsidized interest rate. In 1977 these export credit
subsidies were estimated to havelan 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

-

&

Information k%@diy>furnished by CACEX. The operations in 1977 -
totaling US$ 376 million - amounted to about one-fourth of Brazilian
capital goods exports for that year.

Savasini et 41.(1979). The intesectoral differences in these estimates’
were substdfitidal and were not stable over time, as is evident from a
comparison between estimates for 1975 and 1977..



and increase the subsidy levels in order to compensate for the real
. ) i

exchange rate appreciation and the removal of the fiscal incentives

for manufactured.exports:

‘

.The. curreiitly prevailing system, i,e., that as of July 1981, 1is

0 Whi1et

-gove{ned By Central Bank«Resolutign 674 of January 22,198f.
its financial resources are channeled through the commercial banking

systém,theramount'of»credit-for which an exporting. firm is

authorized: is determined by CACEX in accordance with an involved

set of regulations. CACEX issues firms a basic Certificate (Certifica

&o de Habilitacao), which subsequently allows these firms to obtainm: °
ResaLugioh 674 resources- through the commercial banks. This
Certifi@ate is awarded on the basis of.the firms' export performance
.ih the preceeding year, its trade balance, and a set of allotment
rates specified in Resolution 674. if a firm shows a negative trade
saianae, i.e., an excess of its imports.over exports, %t is not -
eligible for Resolution 674 unless some accomodation can be reached
with CACEX. After the basic Cetfi?ibaie'is issued,a firm may_quglify.
for an additional certificate if it shpws.an increase in its exéérts
greater than 10 percent in a 6 month period. The interest rates for
Resolution 674 funds are set at a nominal rage of 40 percent

annually, paid semi—annually.11 These credits, given_the export
——— _ o S ’ _ - <
The system of direct production financing for exports has been
governéd by & number of different ..Central Bank Resolutions. The
most recernt have been Resolutions 398, 515, 602, and 641,

L

10

11 The Resolutioh ‘governing the system for most of 1980 was Resolution
641. While Resolution possessed some allotment rates of up to 50

percent, the effective nominal interest rate under Resolution 641
was substantially higher owing to the fact that the interest was

pre-paid. .

LA mmeh A e W



experience of the firm, are generally renewed every 6 months.

While the Resolutiop 674 system is not automatic as far as CACEX
is concerned, some estimates of the nominal subsidy.value of the program
are poss{ble. The allotment rates vary over pfoducts and are set at
0,12,50,30 or 40 percent of the pféVious 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 (SCR) is estimated as:
L 34
.' i- 7
8.1 s .=k, (
( ) ECR3 j 1 + 1 )
where '
k. = export credit allotment .rate for industry j,
J expressed as a ratio of observed export performance.
i = nominal market interest rate expressed annually.
- ‘l LR B a Ld ’
i” = nominal subsidized interest rate available under

Resolution 674 expressed in annual effective terms.

The Sectoral export ¢redit allotment rates (kja an computed as simple

means over the products comprising the sector. A nominal market interest
R4 .

. .
- )

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

-SECRj is equal to 10.4 percent.



..10_

Estimates for the nominal export credit subsidy rates for 72
tradable goodé sectors are presented in Appendix Table A8.1 for 1980
.and 1981. For 1981 they range up to 13.8 percent (for synthetic textiles
and for footwear), with a lgrge number falling in the 8-11 percent
’range. Table 8.1 presents averages at the 2 digit level for
manufaunring industries. Foriménu£é§turiné as a whole the average
"nominal export credit sub31dy 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 f1nanc1ng for'agriéultgral product

exports, the relevant tables indicate that some such products have been .

recently included under the scheme.

OQur estimates are overestimates to the extent that (1) CACEX'
dées not in fact authorize the full amounts of credits to which firms
are entitled, (é) the bgnking system does nqﬁ provide the authorized
financing at the stipulated interest ridtes, (3) exports are growing,
.and (4)>exporting firms possessbnegative trade balances. In 1981 the
coﬁplaints of firms regarding (i) and (2) were relatively minor, and
the availability of additional fihanéing with'rapid%j growing exports
diminishes the importance of (3). Qualification (4) is harder to assess.
It can be noted ﬁowéver that some firms have set up separate importing

affiliates in order to circumvent such difficulties. ~

_ The govVéfrimétit ratlonale for eXpandxng the export productlon credlt

!

subsidy systeéti has been the need, co compensate for the removal of the

fiscal credit export subsxdles and for the real appreciation of the
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Table 8.1

NOMINAL EXPORT INCENTIVES
< 2 DIGIT LEVEL, 1980-81

Export Credit 'Exp?rt Fiscal Nominal Export
Subi;gy Rate,sECR ‘ Subsx?;)Rates,sEF . Substgg Rate,sE
. Novgmber Projected Projected
Industry 1980 1981 1979 1981 1982 1980 1981 1982
ining 1.8 2.3 -~ 6.5 - 1.0 - 3.2 - 4.7 1.3 - 1.6
sn-Metallic Minerals 7.9 10.3 12.7 12.2 . 7.9 22.5 13.9
ecallurgy 6.9 16.9 13.2 " 7.9 5.8 20.1 12.3
achinery . 10.4 17.7 15.0 9.0 8.8 25.6 15.7
lectrical Equipment 8.7 8.6 16.5 15.0 9.0 8.7 25.4 15.6
ransportation Equipment 7.4 8.7 19.4 15.0 9.0 7.4 23.7 14.5
umber & Wood Products 4.4 5.8 12.3 "8.6 . 5.2 4.4 14.4 . .8.9
arniture 9.4 11.2 21.0 15.0 2.0 9.4 26.2 16.2
aper 7.6 8.8 18.8 14.3 8.6 7.6 23.2 14.3
abber 5.4 8.8 17.1 13.6 8.2 5.4 22.4 13.8
eather 9.2 11.5 4.4 11.3 6.8 9.2 22.8 . 14.1
hemicals 3.4 4.1 . 8.4 6.1 3.2 2.4 10.2 5.9
harmaceutical Products 6.4 7.7 11.0 14.9 8.9 6.4 22.6 13.9
erfumary 5.3 7.5 17.4 12.5 7.5 5.3 20.0 12.3
lastic¢s 6.0 10.6 13.4 15.0 9.0 6.0 25.6 15.8 ..
extiles 10.8 11.7 26.7 o 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
sod Products 4.3 5.1 2.4 - 0:2 - 0.9 2.4 4.9 2.4
everages 7.7 9.0 12.8 6.4 3.8 7.7 15.4 9.6
obacco 7.5 7.3 - 5.7 1.8 - 1.2 1.8 9.1 3.5
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® '
Primary Agriculture2 - 6.8 - 5.7 - 6.4 - 5.7 - 2.7 - 4.5
Manufacturing 1 14.1 11.1 6.5 .5 19.3 11.8
Capital Goods .3 17.9 15.0 . .3 24.9 15.3
Intermediate CGoods .9 12.9 11.0 5.1°" 17.9 x?10.9
Consumer.Goods 7. .6 13.0 8.9 5. 6.8 17.5 15.5

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 ForeStry and Fishing, Agriculture, and Livestock and Poultry.

Source: Appendix Table a8.1,
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cruieiro during the 1980 period of exchange rate pre-fixation,
Conseqﬁently, one would expect to find a.strong positive correlation
between the intersectoral structure of the export credit subsidies and
the pre-December 1979 fiscai subsidies. This is in fgét the case. A
APearson correlation coefficient of .62 was computed between the two

over the 72 sector cross-section. T\e comparable Spearman rank

correlation coefficient was .57.

C. Fiscal Export Incentives

fhe fiscal system dealing with exports is involved aﬁd complex,
comprising a variety of incentives and aisincentives. There are fisc;1
measures, mentioned above, which constitute de facto export taxes for
certain commbdities, such as for coffee and cocoa. Similarly,there is
a tax on minerals ( tﬂe IUM) applied to exports. Aftér the December
19%9 maxi-devaluation, temporary export taxes were imposed in rates
varying up to 30 percent on practically all agricultural productQ. The

taxes have been gradually eliminated, and by early 1981 all had been

removed.

A spec1f1c fiscal instrument that affects exports is the state
valve added tax (the ICM). In the mid- 1960's the payment of this
indirect tax was exempted for manufactured exports. The payment of VW .
the ICM for ﬁon-manufactured product exports,however, remains. In
éffect this constitﬁtes an eiport tax for these products, unless of
course they are excluded from the ICM 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 (ox 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

¢

ICM on nonexempted exported products.

The ICM tax and tax credit s§§tem 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 ICM as well as
from the IPIL. These subsidies, which gradually evolved during the
late 1960's, existed only for manufacturing exports. Because of thee
variations of the IPI tax rates across products, the export subsidy
rates diSplayed substantial variance across manufacturing sectors.
Column 3 oé Appgndix Table A8.1 and Table 8.1 present estimates of the
fiscal subsidice aé'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 éxport 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 ICM based fiscal subsidies for export were eliminated.

During 1980 there were mno comparable fiscal export subsidies.
- »

-~
-
ooy
b

Refleqting 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, consistefit with Brazil's international commitments made in
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éonjunction with the GATT Subsidy Code.12 For those products co;ered
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./A1though referred
to as the IPI credit premium,owing to its basis in the previous
1egi§1ation, the néw system cons?ﬁutes in fact an_autom&tfc,
nondiscretionary,aund 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
écross the board. From a resource allocation viewpoint it makes sense
to have a uniform subsidy. Yet,as it turns out, all products are not
coyered,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 i981 fiscal export subsidy rates,
presented 1in Appéndix Table,8fl and Table 8.1, are baséd upon simple
averages of the covered and noncovered producté comprising each sec€0f.
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 Sﬁecifiés 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 1is

projected, barring any further changes in the governing legislation.

1 2 . N 5 3 ' .
Ministry of Finance Portaria N¢ 78, April 1,1981.
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The estimates presented and employed in this study do not
reflect other fiscal measures desighed to promote exports. Two
such programs are worthy of special mention. First, there exists
an income tax provision enacted in the mid-1960"'s exempting
firms from income tax on that part of their profits deriving from
export sales. While previous §§$dies have found this-particular
inéentive to be quantitatively rather small, i.e, 1-2 percent,
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 question.

A second distinct fiscal program for export promotion is
the drawback. For those products destined for export, firms are
_allbwed to import intermediate products without paying import
duties. The idea 1s to permit export producers t; obtain tradable
inputs at world prices instead of at higher domestic prices bréught
abouf through protection of the intermediate goods industries.

With an effectively functioning.drawback gystem, an export'pro~
ducer is not penalized from having fo purchase higher priced
éomestically produced inputs. We have not attempted to measure
the magnitude of this scheme. It should be noted, however, that

Y

our estimates of the tax effect component of the effective pro-

tection rates were relatively low.

13

Tyler (1976), Savasini et al.(l1979),

1 . : . .
4 This does not mean, however, that the drawback 1s inconsequen-

tial. Some inputs have prices substantially above international,
prices. ‘ -
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D. Combined Nominal. Export Incentives
The combined nominal export incentive rates (Sﬁ) are estimated

as a simple linear sum of the credit and fiscal subsidy rates. They

v /-J

are presented in Appendi%x Table A8.1 and Table 8.1 in the final

columns. While there are a number of the 72 sectors with export

1
.

sugsidy rates greater than 25 pékcent, the 1981 average for manu-
facturing was 19.3 pefcent. 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 muct be noted. As discusscd above, our implicit tarifs
computations were based upon actual price observations. With ad-
justments fbr.domeétic'production subsidies these implicit tariffs
served as the basis for our implicit no@inal protection estimates; '
The export incentive measures, onvthe other ﬁand, are not base& on
actual price comparisons. They quantify the direct magnitudes of
pdlicies'themselves. The sectoral average export incentives repre-
sent the amount by which those sectors' firms can reduce their in-
ternational prices in relation to their domestic FOB factory pricg;{
while maintaining their unit profitability. Alternatively, these
exporf incentives ean be viewed as the proportional increase in
domestic cufrency export remuneration received by exporting firms if
their extcfrnal sales can be sold at prices equivalent to their

domestiec FOB factory prices.,
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IT. THE MEASUREMENT OF EFFECTIVE EXPORT.PROMOTiON

A. Methodology .

The rationale for making estimates of effective export promo-
tion is analogous to t{at for undertaking estimates of effective,
as distinct from nominal, protection for domestic market sales.

The effect of protection on ins\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

_ 1 + t_j
oo Yoospy Iy ) N
(8.2) Op: = > ' '
J 1+ ey .
Lo tagy e ‘
i i
‘where
'GEj = the effective export promotion rate for sector k)
sEj = the combined nominal export incentives for sector

‘The technical coefficients a;j are measured in domestic
priceé, and adjugtments must be made as before to estimate value
added in inernational prices. Since exports constituted smail pro-
pQrtions of sectoral output for the years of our inpuf—output table,
the azj!s reflect domesfic prices for f%nal products rather than
international prices. Accordingly, we havelfmployed 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 IBGE 1970 input-output transactions table, problems
and all, was uéed to make our estimates of effective export promo-

tion rates. As before, estimates were possible for 72 tradable goods



-18-~

sectors. The Corden method was employed to make adjustments for

nontraded inputs by incorporating them into value added.
B. Estimates ) .

&he estimates for the effective export promotion.gates are
preéented in Appendix Table A8:;\and Table 8.2. The cbmbined nomi-
~nal expért incentives are reproduced‘in bQLh these tables for com=-
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 ﬁhe nominal
incentives, the effective export promotion rates increase, in soﬁé
Eases 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 1in the export incen-
tives. For 1981 the weighted average éstimate of the effective export
promotion rate for Priﬁary Agriculture was - 3.2 percent. For manufac-
turing the average was 34.9 percent. At the two digit level, fates ?
of effective export promotion exceeding 50 percent were estimated
for perfuﬁary products, lumber and wood products, and furniture.
The reVefse cascade effect that was apparenf in with our domestic
market protection measures and with.the nominal export imcentives.,

' : €
is no longer apparent. The differences in the group averages among
capital goods, intermediate products, and final consumef goods
are no longer appreciable.

Table 8.3 presents information on the frequency of our ex-

' port incentives measures according to the magnitude of incentives

provided in 1981 for our 72 tradable. goods sectors. While the
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Table 8.2 T

NOMINAL EXPORT INCENTIVES, ?FFECTIVE EXPORT PROMOTION RATES,
AND NET EFFECTIVE EXPORT\:ROMOTION RAT® ESTIMATLES, 2
J"
\ DIGIT LEVEL, 1980-8l1 :

Net Effective Export
Promotion Rate,g”

Effective Lxnort
Promotion Rate.o:

Nominal Export

bsi , B
Subsidy Rate E

(%) (%) o (%) E
Projected
: Industry 1980 1981 1980 1981 1982 1980 1981
Mining - 4.7 143 - 5.5 1.1 - 2.3 ~20.5 -15.9
Non-Metallic Minerals 7.9 22.5 11.4 29.3 18.8 - 6.2 8.9
Metallurgy 5.8 20.1 25.7 54.1 38.7 5.8 29.7
Machinery 8.8 25.6 11.3 36.4 21.7 < 6.3 14.8
Electrical Equiﬁment 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 & Wobd Products 4.4 l4.4 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 17.8
Rubber 5.4 22.4 6.0 28.5 S17.2 -10.7 g.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 5.3 20.0 23.3 57.0 39:4 3.8 32.2
Plastics 6.0 25.6 - 2.3 23.9 10.8 -17.8 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 2.4 4.9 23.6 28.9 23.7 4.0 8.5
Beverages 7.7 15.4 18.1 29.6 21.0 ~ 0.6 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
Miscellancous 8.4 25.0 15.0 6.2 28.2. - 3.2 23.1
AVERAGES ! )

Primary Agriculture - 5.7 ~ 2,7 - 6.8 - 3.& ~ 5.4 -21.5 -18.6
Manufacturing 5 19.3 13.4 34.9 22,2 - 4,5 13.9
Capital Goods 24,9 8.& 34 .9 197 - 8.6 1523
Intermediate Goods 17.9 13.8 34,7 23.3 - 4.2 3.4
Consumer Goods 17.5 16.0 35.0 22.5 - 2.4 13.6

Notes: 1.

and for computing the more aggregated means.

2. Includes Forestry iiid Fishing,; Apriculture, and Livestock and Poultry,

Source:

Appendix Table AB8.2,

Value added weights of 1979 are used for aggregating from the four digit level
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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
age of Subsidy Rate Promotion Rate Promotion Rate
zentives -

Number .of ‘ ‘ Number of Number of B

(%) “.  Sectors (%) Séﬁtors (%) Sectors (%)
< 0 5 ‘ 7 5 7 16 | 23

- 25 41 - 57 16 23 44 63

5 - 50 26 36 39 - 56 7 10
) - 75 0 - 2 10 1 B
5 -~ 100 -~ 0 - 1 - 1 . 0 R
> 100 0 - L2 3 . 2 3
OTAL 72 100 70t 100 70 100

ote: Calculations have omitted those 2 sectors for which value
added in world prices was estimated as negative.

ources: Appendix Takles A8.2 and A8.3.
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nominal export subsidies are rather tightly concentrated, it can
be observed, as té be expected, that this is much less the case
with tﬁe effective export promotion rates. For the latter measure
the range of greatest frequency is the 35-50 percent range, but

'a L
10 sectors displayed effective rates greater than 50 percent. With

both the nominal and effective rate measures 5 sectors displayed

i v

negative rates. These sectors w@Fe absolutely discriminated against

by export promotion measures.
IIXI. 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 accqmpanying the prevailing com-
mercial policies, but retaining the nominal export incentives, can
provide a notion of the structure of export promotion resulting
froé the expoft incentives and prevailing input protgction. An ap-
prosimation'is possible as to which sectors are absolutely benefit-
ted or discriminated by these measures. }he nominal export incen-
tives in fact serve as substitutes for exchahgé rate policy. The
question is how appropriate are the nominal export incentives in
overcoming éexchange rate overvaluation. This question can be con-
. . P

- 4 . 3 . . .
sidered on an effective rate basis with the concept of net effective
’ . N . . B

k%
export promotion. o

Similar to the adjustment made with the effective rate of
protection for domestic market sales, the net effective rate of

export promotish (Gg) can be written as

i

: . - X . _
(8.3) gy = =% (1 op) -1
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where, as before, ¥ and r* represent respectively the prevailing
offical exchange rate and the shadow, or free trade equilibrium,
~exéhange rate. As was the case with fhe gg estimates, we: have

employed the Incer estimates of the shadow exchange rate premium,

L ' <15 g
amounting to 18.8 percent,

2

-Appendix Table 8.2 and Table 8.2 present estimates of the
ne;“effective rateé of export.g\omotion for 1980 and 1981. As ob-
served, most of the estimated rates were negative in 1980 indica-
ting that the export incentives existent during that year were of
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.iate of
-21.5 perceﬁt for 1980. The manufacturing average was =-4.5 percent.
In 1981, while agriculture continues to be discriminated against,
it cén be obgerved that the export incentives have more than over-
come the exchange rate discriminaticn effect for most manufactu?ing
industries. As demonstrated in Table 8.3, 54 sectors (22 percent of
the t&tal) posseésed positive rTates of net_effective export promo-

tion in 1981. The manufacturing average net effective rate was

calculated to be 13.9‘percent.

1V. THE STRUCTURE OF EXPORT INCENTIVES

o

Given the nature of interindustrial relationms 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
\

-
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sales. As observed in Table 8.4, an analogous, but much weaker,
‘'relationship exists betwéden the nominal and effective rates of
export promotion. As computed over the 72 tradable goods sector

cross-section, the Spearman rank correlation coefficient was .38,

’
-

significant at the 5 pefcent level.
.A more interesting question concerns the relationship between
thg‘export incentives, both noq&eal and effective, onlthe one hand,
and the various measures of domestié market protection, on the other.
b .

It is possible thét 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.
?able 8.4 provides evidence supporting this geﬁeral hypothesis. The
?éasord énd 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 protéction rates. With the important exception

of effective domestic market protection, the correlations between the
effective rates of export promotion and thegvarious measures of domestic

market protection, while generally positive, are weaker. . n the case

.4‘“

of the two efféctive measures the Pearson and Spearman correlation
coefficients aré .45 and .39, respectively. This suggests similarities
in the stfuctire of domestic market protection and export promotion

measures §e8fi 46ross 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

- Nominal Export Subsidy
Rate, 1981

Effective Export Promo-
tion Rate, 1981

Anti-Export Bias Rate,
1981 |

"Realized Tariff Rate,
1979

" Nominal Legal Tariff
Rate, 1980

Implicit Tariif Rate,
1980-81

Implicit Nominal Protec—
tion Rate, 1980-81

Effective Rate of Domes-
tic Market Protection,
1980-81

Notes:

% indicates significance at the 5 percent level.
. ’P~

*% jindicates significance at the 10 percent level.

Source:  Author's computations.

Subsidy Rate Promotion Rate
198; ‘ 1981 1981
Pearson Spe;;}an Pearson Spearman Pearson Spearman

1.00 1.00 - - ; -
.11 . 38%% 1.00  1.00 ~ -

-.02 L19%% .43 .04 1.00 1.00
.06 . 30%* -.01 .14 .03‘ L16%
3285 34k .03 L 21%% -.13 -.09
43K 4% -.02 .15% L60%% L B4¥H
6% S1E% ~.02 .14 LB1%% .§6*%
S 21%% . 32%% .45**l «39%% L87F% .88%%



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 physical'.capital and digfavors more
labor intensive economic activities. If the domestic market protéc—
tion and export promotion measures are themselves rather tighly
positively correlated, one would expect to find a similar economic
structure of the export prom;t%§€ measures, As it turds'out, how-
ever, this expectation is not fulfilled. The evidence on the
structure of the nomina. 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
,yari;bles. As observed,there is little consistence in signs or
signfficance levels, There is no clear cut or rational economic
structure for export promotion incentives across sectors. There is
some evideﬁce'to suggest, however, a positive relétionship 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.

V. ANTI-EXPORT BIASES: THE BALANCE BETWEEN DOMESTIC MARKET
AND EXPORT INCENTIVES

~

Up to this point we have considereddomestic ﬁarketnproéectioﬁ
and export incentives separately. In their effect on presumed re-
source allocation and economic performance there is of course a
connection. The question 1is 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.effcctive rate measures of both domestic market sales and
export promotion provide rankings of the resource pulls into tﬁe
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 dgfine the anti-export bias (Bj) as the difference between
the efféctive rate of protection for domestic m.rket sales and the

-

effective rate of éxport promotion, i.e. Bj = gj'— UEj' The anti-
export bias represents a proportional increase in domestic value
added permissable as a result of producing for the domestic markst
over that possible for export produétion. If Bj > 0, there exists
an anti-export bias in economic policy, &hile if Bj < 0 a pro-
export'bias exists. In the case of Bj = 0 therevis evident a
neutrality of economic policies between domestic market and export
activities. An approximation of this ngutrality_is normatively
desirable on resource allocational and efficiency grounds. This
questi&n of the policy bias.towards domestic market or éxportb
activities is a question apart from the more generalized questiocon
of the sectoral ranking according to either effective domestic
market protection or effective export promotion. For example, a
&

sector may be discriminated against by both ddmestis market pro-

. - ’ o
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 situation.
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Appendix Table 8.3 and Table 8.5 present)estimates_of the
anti-export biasesnapparaﬁt 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 secto%. For industry as a whole in 1981 the
average anti-export bias was 11.5 percent. While considerablér
sectoral variance’exists in thé\fnti—export bias estiﬁatgs, the

. Ty

revérse cascade effect, revealed in the effective domestic market
protection estimates, 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

kl

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 instancgs deriving from neggtive
domestic market effective protection. |

Whi}e the value added weighted meaﬁs for the larger-manu—.
factufing aggregates all displa& anti-exXxport biases, the variances
in the estimates over sectors 1is great.'Fof this reason care must
be taken in interpreting the means. Moreover, a great ‘number of
'séctors display pro-export biases. Table 8.6 provides the frequency
distributions of our anti-export bias estimates. In 1981 40 out of

o
the 70 sectors measured had pro-export biases. At the same time

~
RS

15 sectors were seen to possess anti-export biases of greater

than 75 percent.

6 This is evidenced by the estimated Pearson and Spearman correlation

coefficiénts 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 not
of sufficient magnitude to offset the high rates of effective !
dome§tig market protection.
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Table 8.5

ESTIMATED AND PROJECTED ANTI-EXPORT BIASES; 2 DIGIT LEVEL, 1980-83

Anti-Export Biases

(%)

Projected
Estimated Estimated Projected june
Industry ' 1980 1981 1982 1983
Mining 1.3 {‘\: 5.4 - 2.0 14
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 - 71.5 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
Leather . 7.9 - 8.8 1.8 11.2
Chemicals 83.4 70.9 77.9 . 84.4
Pharmaceutical Products 114.1 93.8 104;8 ' 114.9
Perfumary ‘ 68.2 34.5 ‘ 52.1 68.3
Plastics 30.6 bt 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 , 127 24.1
Miscellaneous 156.7 125.6 143.6 159.9

AVERAGES® ) T 7

Primary Agfiéﬁiﬁuréz = 1.2 - 4.8 - 2.6 - 0.8
Manufactufifig _ 33.0 11.5 24.2 35.6
Capital Boods - 63.4 37.0 52.1 66.0
Intermedidte Goods 28.2. 7.2 18,7 29.2
Consumer Goods  19.8 0.7 13.2 24.3

Notes: 1. V§1ue added weights of 1979 are used for aggregating from the four
digit to two digit level and for computing the more aggregated means.

2. Ineludes Forestry and Fishing, Agriculture, and Livestock and Poultry.
‘Sourée: Appendix Table AB.3.
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Table 8.6

FREQUENCY DISTRIBUTION OF ESTIMATED AND PROJECTED

ANTI-EXPORT BIASES, 70 TRADABLE GOODS SECTORSI,

_ 1980 -~ 83
Anti -~ Export Bias
nge \ 1330 July 198;\ Projected 1982 Projected 1983
wumber of ' Number of Number of Number of

%) Sectors (7) Sectors (%) Sectors (%) Sectors (%)
< 0 34 5 40 57 34 49 32 46
- 25 9 13 10 14 14 20 11 16
- 50 8 11 5 7 3 46 T 9
- 75 5 7 4 6 8 11 7 10
- 100 3 4 3 4 1 S 3 - 4
> 100 11 16 8 11 10 14 11 16
1AL’ 70 100 70 100 70 100 70 100

Note: 1. Two sectors with very high protection and effective export
promotion have been omitted. These sectors were estimated to
possess negative value added in international prices.. '

Source: Appendix Table A8.4.
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Despite the peaks in the ‘anti-export biag 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 attfibuged to the fact

that freqdently the effective incentives for domestic and export
market sales offset one anothe?\ Privileged individuai sectors are
often afforded high domestic market protection and exﬁort 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 -
domestié sdpply.l? Where the possibilities of continued import
substitution are the greatest, the impact of economic policies is
seen to be heavily in favor of forced import substitution. For
those sectors the high effective rates of domestic market protection,
as evidenced in Chapter 7, outweigh the effect of any export inéen—
tives.

The presence of anti-export biases in economic policiés
possesses implications for export perférmance. Those sectors wi;h
the heaviest anti-exporﬁ.biases are those for which exports should
be expected to grow the least. Given thé lack of an earlier bench-

o
mark estimate of effective anti~export biases, it has proved im-

v

possible here to measure the effect of such policy biases on

17 The Spearmain rank correlation coefficient between sectoral anti-

export bissegs and sectoral ratios of imports to total available
domestié supply was calculated to be .33, significant at the
5 peftent level. (Appendix Table A8.4).
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observed export bghavior across industries.18 The recent changes
in Brazilian commerciai policies prevent assumptions of stable
-anéi-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 Qill have on export performance. Yet the
theoreticai basis for such conjecture is both straightforward and
sound. Comparing the 1980 estié‘tes with those for 1951, it is
clear that the restoration of the fiscal subsidies di& much to
reduce the observed levels of anti-export biases apparent in 1980.
Qonsgquently, it can be expected that exports should respond
favorably, as distinct from any response resulting from the mana-
gement of exchaﬁge rate policy. . ' -
Sincé the export incentives are scheduled to change in 1982
and 1983, a useful exercise is to project the amti-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 19837 The
assumptions made in these projections are presented in Table 8.?.
For their part, the effective rates of aomestic market protection
are assumed to remain unchanged from the estimated 1980-81 levels. )
Tpe fiscal export credit premium subgidy is reduced in accordance
with the prevailing legislation. It has been further assumed that
the credit subsidy mechanism remains a§ it is presently.constituted

4 .
but inflation rates and therefore nominal market in}erestarefmsummito

. B

. . . - . -
fall, signifying a reduction 1in the credit subsidy rates. e

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 antl=export biases in the prevailing constellation of economic

policlies are expected to rise in 1982 and 1983, reaching by June

1983 levels exceeding those evident in 1980. The manufacturing

T8 . cnim et '
??g Eirgss=gection study (Tyler, 1980), based upon nominal tariffs and nominal
§¥?§ft.§Ub§iﬂléS, found that changes in the nominal sectoral anti-export biases
Betwien 1974 and 1978 partis" "~ explain sectoral differences in export perfor-
Wankd during the petried.
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Table 8,7

ASSUMPTIONS UNDERLYING®PROJECTIONS FOR EFFECTIVE EXPORT

PROMOTION RATES AND ANTI-EXPORT BIAS

! 1981 1982 1983
ort Credit Sﬁbsidy Rate:
arket Interest Rate ,:i?OZ/yr. SSZ/yr.‘ 65%/yr.
ubsidized Nominal Effective Interest |
atel . 44% Iyx . 447 [yr. 443 /yr.
ector Credit Allocation Rates as determined by same as in 1981 same as in 1981

Resolution 674

ort Fiscal Subsidies and Export Taxes:

xport Credit’_Premium2 157

'thers Fiscal Measures Affecting
xports3 same as in
’ January 1980

‘ective Protection Rates for Domestic
‘ket Sales same as 1n
' 1980-81

est

2. as stipulated by law, in the Ministry of Finance's Portaria n? 78 of

April 1,1981.

3. does not include the specific export taxes of 1980, covering mostly’
agricultural products and imposed with the maxidevalyation of December
1979. These export taxes were eliminated om a product by produ

during 1980.

97
same &as in

January 1980

same as in
1980-81"

ct basis

L
3%
same as in

January 1980

same as in

1980-81

1. as specified by Resolution 674 and computed on an annual affective basis.



average
for the
‘sectors
will be

allowed

..33...

anti-export bias in June 1983 is projected at 35.6 percent;
second half of 1983 it is expected to be even higher. Those
receiving the highest present nominal export subsidies

those most adversely affected. If this situation is

to. come to pass, economic polcies will exercise a considerable

hindrance on export activities and efforts. The government has in

effect bought itself a breathfﬁ} spell with the reintroduction of

the fiscal export subsidies. This time could well be used to un-

dertake

some desitrable, although painful, basic reforms in commer-

cial policies.
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e . ) Appendix Table A8.1

NOMINAL ENPOXYT INCENTIVES, 72 TRADABLE GOODS SECTORS

- . 1980 - 81
Export Credit ’ Export Fiscal Nominal Export
Subsidy ;")’m"kzca Subsidy(g&te.aEF Subsidy Rate,sy

égg; Industr Novemhar ‘ Projected Projected

4 1880 1981 1979 1950 1981 1982 1980 1981 1982
2101 Forestry aud Fishing 1.7 2.1 5.2 0.0 0.1 0.1 1.7 g 1.4
3201 Agriculture 1.6 2.2 ~11.4 -11.4 -11.3 -11.3 - 9.8 -9.1 - 9.9
3301 Livestock and Poultry ) 2.8 6.6 - 1.5 - 1.5 5.8 2.9 1.3 12,4 7.1
2501 Mining ‘ : 2.0 v2.5 0 - 1.2 - 7.2 -1.1 - als - 5.2 1.4 - 1.9
0502 Combustible Mineral Extraction 6.0 ,\.0 0.0 6.0 0.0 0.0 0.0 0.0 0.0
1001 Cemen{ 5.8 6.9 12.0 0.0. 0.0 .0 5.8 6,9 4.4
1002 Glass Products 8.6 10.3 13.2 0.0 15.0 9.0 3.6 25.3 15.6
1003 Other Non-Metaliic Mineral Products 8.3 11.2 12.8 0.0 15.0 9.0 8.3 26.2 16.2
1101 Pig-Iron,Iron Alloys & Primary Scteel 5.1 G.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 . L4.5 8.7 6.2 22.0 13.5
1103 Iron & Stecel 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 Miscellaneous Metal Products 9.0 10.1 20.1 0.0 15.0 9.0 9.0 25.1 15.5
1201 Puaps and Engines ¢ 8.6 10.4 19.0 6.0 15.0 3.0 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 8 Machinery 8.8 10.5 17.0 0.0 15.0 9.0 8.8 255 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 Office & Domestic 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
1301 Electric Energy Equipment 8.6 10.4 15.0 0.0 15.0 3.0 8.6 25.4 15.6
1302 Electric Wire & Cables 8.6 9.2 15.0 0.0 15.0 3.0 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.%
1304 Electrical Machinery & Appliances 8.6 10.4 9.9 0.0 15.0° 9.0 8.6 25.4 15.6
1305 Electronic Equipment . 8.6 10.4 16.2 0.0 15.0 9.0 8.6 25.4 15.6
1306 Comaunications Equipacut 8.6 10.5 15.5 0.0 15.0 9.0 8.€ 25.5 15.7
1401 .Automcbiles 5.8 6.9 19.6 0.0 15.0 9.0 5.8 21.9 134
1402 Trucks and Buses 6.2 7.5 19.5 0.0 15.0 9.0 6,2 22.5 13.8
1403 Motors & Vehicle Parts g.4 10.6 19.4 0.0 15.0 9.0 9.4 25.6 15.3
1406 Shipbuilding 8.6 10.4 17.9 0.0 15.0 9.0 8.6 25.4 15.8
1405 Railway Equipment & 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 1.8 0 g
1601 Furniture 9.4 11.2 21.0 0.0 15.0 9.0 9.4 26.2 “16.2
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 & Paperboard Products 9.8 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 13.8
1901 Leather & Leather Products 9.2 11.5 4.4 0.0 11.3 6.8 9.2 22.8 14.1
2001 Chemical Elements & Compounds 5.6 6.8 7.3 039 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 4.4
2003 Petroleum Refining ) 0.3 0.6 2.9 0.0 0.1 0.1 0.5 0.7 0.4
2004 Coke & Coal Dervivatives 1.3 1.5 9.5 7~ 0.0 3.3 2.0 > 1.3 4.87% 3.0
2005 Chemical Resins & Fibers 3.5 4.9 24,3 0.0 13.3 8.0 3.5 ’ 18.2 mlg,l
2006 Vegetable Oils & Oilseed Products 4.8 6.0 -10.3 -10.,2 - 9.8 -10.0 - 5.4 - 3.8 - 6.1
2007 Pigments & Paints 5.8 6.9 15.1 0.0 15.0 9.0 . 5.8 21.%9 13.4
2008 . Miscellancous Chemicdl Products 4.5 5.4 11.5 0.0 10.7 6.4 4.5 16.1 9.9
2101 Pharmaccutical Produdts . 6.4 7.7 11.0 0.0 14.9 8.9 6.4 22,6 13.%
220! Perfumary & Soaps 5.3 7.5 17.4 0.0 12.5 7.5 5.3 20.0 12.3
2301 Plastics 6.0 10.6 13.4 0.0 i5.0 9.0 6.0 25.6 15.3
2401 Basic Textile Procemsifg Products ~ 2.5 3.4 18.6 Q.0 2,7 1.6 2.5 6.1 3.8
2402 $yntheric Fiber Textile Products 12.7 - 13.8 30.1 0.0 15.0 9.0 12,7 25.8 17.9

2403 Natural Fibe¥ Tustile Products -10.9 1.5 ° 25.4 0.0 14.2 8.5 10.9 25.7 15.9
\
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Appendix Table A8.1

-
NOMINAL EXPORT INCENTIVES, 72 TRADABLE
1980 = 81

Export Credit
Subsidy R“le‘sECR

COVDS SECTORS

Export
Subsidy

Fiscal

Rates ,s

Naminal Export
Subsidy Rate,sg

N (&S] . (2)
BGE Novenbor frojected
Jode Industry 1980 1981 1979 1980 1981 1980 - 1981 1082
104 Other Textile Products 11.6 12.9 28,2 0.0 14.4 11.6 27.3 16.9
301 Apparel 10.0 1.1 24,7 0.0 14.3 10.0 25.4 15.7
02 Footwear ‘ 14.4 _}Y $.0 9.0 15.0 14.% 28.% 7.9
501 Coffee Besn Products 0.0 0. -13.0 -13.0  -13.0 -13.0 -13.0 -13.0
302 Processed Coffee Products 4,1 5,0 - 4.6 - 4,6 - 4.6 - 0.5 0.4 - 1.4
303 Processad Rice ¥ 0.0 0.0 -13.0 -13.0 -13.0 -13.0 ~13.0 -13.0
504 Wheat Flour 0.0 1.0 -12.9 ~12.9 -12.9 -12.% ~11.8 -12.2
505 Other Vegetable Products 5.1 5.8 13.8 0.0 2,3 5.1 8.1 5.1
306 Meat Products 3.9 4.0 8.8 0.0 1.0 3.9 5.0 3.2
$a7 Poultry Products 7.7 9.2 - 1.6 1.6 1.6 1.6 6.1 7.6 4.3
308 Prepared Fish Products 9.5 10.7 6.8 0.0 5.6 3.4 9.5 16.3 10.2
509 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 6.0 0.0 4.6 5.5 3.5
511 Refined Sugar 0.0 0.0 7.5 0.0 0.0 0.0 0.0 0.0 0.0
512 Bakery & Pastry Products 8.3 10.0 2.1 0.0 3.4 2.0 8.3 13.4 8.4
513 Edible Oils & Fats 5.2 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
701 Beverages | 7.7 9.0 12.8 0.0 6.4 3.8 7.7 15.4 9.6
301 Tobacco.Products 7.5 7.1 - 5.7 5.7 1.8 1.2 1.8 9.1 3.3
901 Publishing and Printiag 7.4 8.9 8.7 0.0 15.0 9.0 7.4 23.9 14.7
001 8.4 10.2 16.8 0.0 14.8 . 8.9 8.4 25.0 15.4

Miscellaneous Manufactured Products

otes: 1. Includes the credit premium based upon the IPI and indirect taxes imposed on exports such as the

ources :

2, The specific ‘export taxes for 1980,

ICM and IUM.

covering mainly agricultural

products,

are not included.

See text for the description of estimation procedures. The November 1979 fiscal subsidies for export

were kxndly furnished by Hondrio Xume from his on-,01ng research.

dos de Comercio Exterior, unpublished paper, 1981,

Sce his
Efetiva Apos Pacote de Dezembro de 1979 e Simulagoes da Politica Tarifiria"

"Ouantxfxcnqao da Protegao
Fundag¢aoc Centro de Estu
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Appuendix Table A8.2
NOMINAL EXPORT INCENTIVES, EFFECTIVE EXPORT PROMOTION RATES,
AND NET EFFECTIVE EXPORY l‘RO.‘lUTJON RATE LESTIMATES,
72 TRADABLE GOQODS SHCTORS, 1980-31
Kominal Expore Effeccive Export -Net Effective Export
Subsidy Rate,s, Promocion RaLc.oB Promotion Rntc,u;:
(%) %) ()

IRGE . ) Projected
Code Industry 1980 1981 1980 1981 1982 1980 1981
101 Forestry and Fishing 1.7 Z.X 2.2 2.7 1.9 -13.9 ~13.5
201 Agriculture - 9.8 - 9.1 -12.5 ~11.7 -12.6 -36.3 ~25.7
301 Livestock and Poiglcry 1.3 12.4 3.7 17.3 10.8 -12.7 - 1.3
501 Mining ’ - 5.2 1.4 - 6.1 1.2 - 2.5 -21.0 -14.8
502 Combustible Mineral Extraction c.0 . 0.0 - 0.3 - 0.3 - 0.3 -16.1 -16.1
001  Cement 5.8 6.9 10.1 116 8.5 - 7.3 - 6.1
002 Glass Products 8.6 25.3 5.3 26.7 14.3 -11.4 6.7
.003 Other Non-Metallic Mineral Products 8.3 26.2 12.9 34.17 22,5 - 4.9 13.4
101 Pig-Ilron,Iron Alloys & Primary Steel 5.1 18.2 47.0 79.8 62.2 23.7 51.3
102 Iron & Steel Sheets 6.2 22.0 23.3 54.7 37.8 . 3.8 30.3
103 Iron & Steel Castings 8.6 25.4 27.8 58.4 40.6 7.6 33.3
.104 Non-Ferrous Metals 1.0 9.4 5.9 17.7 12.5 ~10.9 < - 0.9
1065 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 1.7
.202 Machine Parts 9.6 25.9 14.9 46.1 27.2 - 3.3 22.9
1203 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.%
1205 = Office & Domestic Use Equipment&Machinery B.6 25.4 4.4 27.5 ’ 14,1 -12.1 7.3
1206  Tractors 7.9 24.5 19.1 43.1 29.5 0.3 20.5
1301 Electric Energy Equipment 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
1305 flectronic Equipment 8.6 25.4 1.4 27.9 12.5 -14.6 7.6
L1306 Comaunications 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 Buses 6.2 22.5 17.1 44,2 29.7 - 1.4 '27:,.3
1403 Motors & Vehicle Parts 9.4 25.6 15.4 38.7 : 24,7 - 2.8 16.8
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
1601 Furniture 9.4 26.2 20.1 . 52,9 33.% 1.1 28.7
1701 Wood Pulp 5.8 16.9 17.7 34.0 24.5 - 0,9 12.8
1702 Paper 6.6 22.9 20.0 g 6.6 31.2 1.0 21,7
1703 Paper & Paperboard Products 8.8 25.0 15.1 8.4 24.6 - 3.1 16.5
1801 Rubber _ 5.4 22,4 6.0 28.3 7.2 -16.7 8.2
1901 Leather & Leather Products 9.2 22.8 5.9 ” 22.7 12.1 ” -10.8 " 3.3
2001 Chemical Elements & Compounds 5.6 20.9 7.0 33.6 19.5 N - 9.9 1?.‘0
2002 Alcohol 14.4 6.9 188.5 157.7 147.5 142.8 116.9
2003 Petroleum Refining 0.5 0.7 1.7 2.0 1.7 -14.4 -14.1
2004 Coke & Coal Derivatives 1.3 4.8 5.5 9.8 7.5 -11.2 - 7.6
2005 Chemical Resins & Fibers 3.5 18.2 - 4.6 19.5 7.9 -19.7 0.6
2006 Vegetable 0i{ls & Oilseecd Products ~ 5.4 - 3.8 - 1.5 0.7 - 2.4 -17.1 ~15.2
200~ Pigments & Paints 5.8 21.9 0.9 27.1 13.4 -15.0 . 7.0
2008 Miscellancous Chemical Products 4.5 16.1 0.6 18.8 9.1 -15.3 0.0
2101 Pharmaceutical Products 6.4

22.6 2.2 22.5" 1t.5 - 4.0 3.1
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Appendix Tuble A8,2

NOMINAL EXPORT INCENTIVES, EFFECTIVE EXPORT PROMOTION RATES,
AND NET EFFECTIVE EXPORT PROMOYION RATE ESTIMATES,
72 TRADABLE COODS SECTORS, 1%980-81

.

é;minal Export Fffective Export Net FEffective Export
Subsidy RaLo,sE Promotion Rute,UE ~ Promotion Ra:e.oé
(Z) (%) (%)
1BGF, ‘ Frojected
Code Industry 1980 1981 1980 1981 1982 1980 1981
‘ N

1201 Perfumary & Soaps 5.3 20.0 23.3 .57'0 39.4 3.8 32.2
1301 Plastics 6.0 25.6 - 2.3 23.9 '10.8 -17.8 4.3
1401 Basic Textile Précessing Products 2.5 6.1 27.5 35.7 30.4 7.3 14,2
402  Synthetic Fiber Textile Products 12.7 28.8 2.9 28.4 11.1 -13.4 8.0
2403 - Natural Fiber Textile Products 10.9 25.7 17.0 47.4 27.2 - 1.5 24,1
1604  Other Textile Products 11.6 27.3 6.5 30.4 14.6 -10.3 9.3
1501  Apparei 10.0 25.4 0.4 33.2 12.5 -15.5 12.1
1502  Foaatweac 14.4 28.8 21.6 50.1 28.4 2.3 26,3
2601 Coffee Bean Products ~13.0 -13.0 ~ 9.3 - 9.3 - 9.3 -23.6 -23.6
1602 Yrocessed Coffee Products - 0.5 0.4 v.h, v.h, v.h. v.h. v.h.
1603  Processed Rice -13.0 -13.0 -10.5 ~10.5 © -10.5 ~26.6 . =24.6
1604  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
1606  Meat Products 3.9 5.0 23.2 25.3 21.9 3.7 5.5
2607  Poultry Products 6.1 7.6 54.9 59.0 50.1 30.3 33.8
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 4.8 5.5 12.5 13.9 . 11.0 - 5.3 - 4.2
2611  Refined Sugar 0.0 . 0.0 28.2 28.2 28.2 7.9 7.9
1612 Bakery & Pastry Products 8.3 13.4 - 30.8 39.1 31.0 10.1 17.1
2613 Edible 0Oils & Fats 0.7 1.5 v.h. v.h. v.h. v.h, v.h.
2614  Other Food Products 5.6 13.9 16.3 28.7 20.8 - 2.1 8.4
2701 Beverages 7.7 15.4 18.1 29.6 21.0 - 0.6 9.1
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. Sce text for the description of the estimating proccdures.
&



18GE
Code

0101
0201
0301
0501
0502
1001
1002
1003
1101
1102
1103
1104
1105
1201
1202
1203
1204
1205
1206
1301
1302
1303
1304
1305
1306
1401
1402
1403
1404
1405
1501
1601
1701
1702
1703
1801
1901
2001
2002
2003
2004
2005
2006
2007
2088
2101
2201
2301
2401
2402

ESTIMATED AND PROJECTED ANTY-EXPORT BIASES,

g ~

Appendix Table AB.3D

72 TRADABLE COODS SECTORS, 1980-83

Industry

A\

Forestry and Fishing

Agr}cu%ture

Livestock and Poultry

Mining '

Combustible Mineral Extraction
Cement

Glass Products

Other Non-Metallic Mineral Products
Pig-Iron, Iron Alloys & Primary Steel
iron & Steel Sheets

Iron & Steel Castings

Non~Ferrous Metals

Miscellaneous Metal Products

Punps and Engiues ’

Machine Parcts

Industrial Equipment & Machinery

Agricultural Equipment & Machinery

Office & Domestic Use Equipment & Machinetvy

.

Tractors

Electric Energy Equipment
Electric Wire & Cables

Electric Equipment

Electrical Machinery & Appliances
Electronic Equipment
Communications Equipment
Automobiles

Trucks and Buses

Motors & Vehicle Parts
Shipbuilding

Railway Equipment & Other Vehicles
Wood

Furniture

Wood Pulp

Paper

Paper & Paperboard Products
Rubber

Lenther & lLeathér Products
Chemical Eiéments & Compounds
Alcohol

Petroleum Refinifg

Coke & Bodi Drrivatives
Chemicdl Resins & Fibers
Vegetabie Dlis & Dilésed Products
Pigmentd & Paitits

Misceliaheous Chesiical Products
Phormdccutical Productu
Perfuthary & Soapa

Plasclca

Bas ¢ Text{le Proceaning Producta

"SyuntHebdit Flber Textile products

.

4
/

. ool
Anti-Export Bias

%)

Estimated Estimated Projected Projected
1980 1981 1982 1885
-41.1 ~41.6 -40-8 -20.1
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 -0k - 0.4 - 0.4
-39.3 -40.7 -37.6 -35.3
21.8 0.4 12.8 26.1
-38.9 -60.7 -48.5 -37.5
—14.1 -46.8 -29.2 -13.0
- 1.4 -32.9 -15.9 - 0.3
78.0 47.5 65.2 81.4
- 6.5 -18.2 -13.0 - 8.0
32.1 3.7 20.7 36.2
67.3 40.5 56.1 70.2
244.8 213.7 232.6 2469.7
81.8 58.2 72.0 24,5
- 5.0 -28.2 -15.0 - 2.4
-7 -30.2 -16.8 - 4.6
~59.1 -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 -%6.2
-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
-51.8 # -68.12 -58.7 -50.1
- 9.3 -33.9 -20.6 - 8.3
-49.4 . -72,8 %58.9 -46.3
-27.4 -49.9 -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
-48.5 ~52.8 -50.5 -48.5
141.7 117.5 129.2 140.0
-49.0 -51.2 -48.2 -45,8
87.6 56.4 70.1 82,9
138.6 120.4 130.2 139.2
114.1 93.8 104.8 14,9
68.2 34,5 52,1 58.3
30,6 4.k 17.5 29.4
- 6.3 -14.5 - 9.2 - 4.6
13.5 ~12.9 5.3 20.7



IBGE
Code

2403
2404
2501
2502
2601
2602
2603
2604
2605
2606
2607
2608
2609
2610
2611
2612
2613
2614
2701
2801
2901
3001

- 39 -

Appendix Table AB.3
o
ESTIMATED AND PROJECTED ANTI~EXPORT BTASES,

72 TRADABLE CoCDS §ECTORS, 198G-03

Anti~Export Biasl

(7)

Estimated Estimated Projected jected

Industry 1980 1981 1962 1538

Natural Fiber Textile Products 35.0 4.6 24.8 43.0
Other Textile Products 31.7 . 7.8 23.6 37.7
Apparel 41.4 . 8.5 29.2 47.8
Foutwear 38.8 10.2 31.9 51.2
Coffee Bean Products -29.1 ~29.1 ~29.1 -29.1
Processcd Coffee Products 414.4 4.8.5 409.7 403.1
Processed Rice -11.9 ~11.9- -11.9 -11.9
Wheat Flour -170.0 -18.6 ~-18.0 ~17.6
Other Vegetable Products 61.0 53.5 61.0 - 67.2
Meat Products 14.5 12.3 15.8 i8.6
Poultry Products ~32.0 -36.1 -27.3 ~20.5
Prepared Fish Products -29.5 ~58.6 ~32.6 -10.5
. Dairy Products 247.7 266.8 248.6 249.9
Crude Sugar Products ~75.2 ~76.6 -73.7 ~71.5
Refined Sugar -110.3 -110.3 -110.3 -110.3
Bakery & Pastry Products -84.6 -92.% -84.8 -78.1
Edible 0ils & Fats . 350.6 353.1 347.7 343.7
Other Food Yroducts -37.7 ~50.1 -42.2 -35.2
Beverages -19.2 ~30.7 -22.1 -14.7
Tobacco Products - 0.6 ~10.3 - 2,8 3.7
Publishing and Printing 22.6 0.3 12.7 24,1
Miscellaneous Manufactured Products 156.7 125.6 159.9

Note 1. Defined as the cffective rate of domestic market protection minus the effective

Sources:

rate of cexport promotion, i.e., Bj L] gj - g

Author's estimates as described in text.

Ej.

143.6
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Appendix Table A8.4°

CROSS-SECTION CORRELATIONS BETWEEN EXPORT INCENTIVE
MEASURES AND ECONOMIC STRUCTURE AND PERFORMANCE VARIABLES,
72 TRADABLE GOODS SECTORS ’

4

Nominal Export Effective Export Anti-Export Bias;
Subsides Rate, 1981 Promotion Rate,1981 1981

Pearson Spearman Pearscn Spearman Pearson Spearmar

Export to Output Ratio, i.e., 3

E/X, 1979 - 27%% '304 ~-.04 14 -.04 ~.06
imports to Total Available
Domestic Supply Ratio,i.e., 4 )

M/Z2,1979 -.04 .13 -, 17% . —L27E% 14 . 33%%
Value Added Crowth Rate:

1970-74 RALL .39%* -.03 .18 . 01 .12

1974~-79 -.08 -.07 L29%% .04 .07 .04

e

1970-79 _ L27%% L23%% 14 .22%%  -.03 .10
Value Added fo Labor Ratio, :

i.e., V/L —.25%% —-.30%* -.10 - 24%% .13 .15
Averége Wages, i.e., W/Ll 7% $23%% -.12 -.05 .10 .19%
Direct Labor Inputs Fery
Qutput Ratio, i.e., L/X - 21%% 49 %% -.18% 15% -.07 ' .05
Direct and Indirect Labor _ :

Inputs per Output Ratio,i.e., - 74%%  — L6%% .16% .11 .18% -.16%

L% /X! |
Profits per Output Ratio,i.e.,

'ﬂ/Xl’2 .13 L 24 %% -, 20%% -, 20%% .06 L30%*
Wage Costs per Value Added
Ratio, i.e., W/V' 66%% 69%x Oly  .31%%  -.08 .01

-‘ L-'r

NOTES:

1. Variables were calculated from information in the 1970 IBGE
input-output accounts.

2. Profits were calculated as a gross razsidual, including all
“retuvns to capital. ,

3. ** indicates significance at the 5 percent level.

4, * indicates significance at the 10 percent .level.

Source: Author's computations.
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William Tyler
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. Chqpter 5

MAJOR .CONCLUSIONS AND POLICY IMPLICATIONS

I. MAJOR CONCLUSIONS.
In terms of the total array of commercial policy instruments

Brazil must be regarded as one of the world's most protectionist

N r

countries. The magnitude and coverage of the various import re-
strictions 1is substantial. As we have seen, the average tariff
rate for manufacturing as a whole approximates of 100 percent;
a level which ié exceptionélly 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 authorizatians. The overall system{of import regu-
lations is complex, obtuse, and in clear violation of interné—
tionally accepted GATT norms. .

In addition to the direct import resffictions, there also existg
an elaborate system of production incentives. This .system involve;
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 governmeﬁz purchasing policies,
de facto industrial licemsing, and market reserve progiams. Opn%
the export side, market intervention is also widespread with the
coexistence of selective direct controls, some de facto export
taxeé, and export subsidies. In sum, the prevailigg trade regime
constituged 5y the diverse commercial and industrial policies

is highly repressive and distortionary. -

t



industrial policies 1s highly repreésive'and distortionary,

The examination of the different poiicy instruments separately
inexorably leads one to the conclusion that the allocative costs
of the trade regime must be substantial. Government intervention
in the goods markets implies divergences between international and
domestic prices, which in turn entail static welfare cosfs. The
conclusion of considerable‘ﬁelocational costs impoéed by the
tradg regime, however, must bé tempered by the fact that economic
ﬁolicies frequently work at cross purposes and in doing so pos-
sess at least partially offsetting effects: Qur study has fo-
cused on the net effects of the constellation of egonomic poli-~
cies. The use of the implicit tariff computatioms, based upon
actual price comparisons for a wide variety of products, has
permitted us to measure realized divergences between interna-
tiohél and domestic price comparisons. In general,-the social
welfare éosts of the prevailing trade regime, while significant,
are far less than one would sﬁrmizg from an examination of the
very restrictive policies themselves.

fhe price comparisons conducted as a part of the étudy have ,
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

ph
lesser magnitude, our analysis indicates that important changes

.
.

in relative prices have occurred. The development of tariff

vy

el

redundancy can be at least partially explained in terms of technolo-
gical progress, economies of scale, learning effects, and favorable
externalities in industry environments which present some semblance

of cempetitive market conditions. The prevalence of such redundancy



implies that the current system of tariff and non~tariff import re-
stri.tions is outmoded. For many products substantial liberalization

‘'of import restrictions could take place without affecting imports.

- In addition to demonstrating widespread tariff redundancy,

) » 3 < . '/I
the price comparisons have presented evidence of export compe-

titiveﬁess. Eﬁén at the presently overvalued exchange rate, it
'\is clear that many 1ines’0§:¥razilian tradable gooés are inter-
~nationally competitive. The rapid and continuing g?owth of manu-~

factured exports observed since the early sixties provides sup-

p?rting evidence attesting to major changes in relative pfices
-and the growth of competitiveness of Brazilian manufacturing.

In view of the development of tariff redundancy and the "

,emergenée and growth of Brazilian industrial exports, one can

venture some observations as to the changing costs of the forced

iﬁport substitution policies pursued in the post-war period.

As has been noted elsewhere (Tyler, 1976) and suggested in this

study, relative prices for manufacturing have fallen. While the

social welfaré costs of the impoft substitutién policies may

at one point been great, it is a mistake to analyze thesé costs

in a strictly static sense. The méturation and growth in com-

petitiveness in many.Brazilian manufacturing industries suégest

that the welfare costs associated with %?mmercial policies have

been reduced with time. In many instances these costs have proved

v~
I -

temporary. The national automobile industry is now international®
1y competitive, but it is doubtful whether the industry would
have developed as 1t has without government protgction. Infant
industriés; or at least some of them, do in fact grow up. The
trick of course is picking the right ones..Fofced import subs-

titution, while assocaited in Brazil with high costs and un-



desirable socio~economic effects, can, 1f appropriately pursued,
generate eventual diviaends.

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 pséudo-nontradables.
While ostensibly tradable goods, redundant tariffs and ample
non-tariff barriers have reQ<ced these goods to a nontraded
-étatus. Virtually no imporgs of these products are effected. In
Brazil many intermediate and consumer goods fall into this cate-
gory. Economic theory demonstrates that internafional prices,
ih conjunction with domestic trade policy distortions, determine
the domestic prices for tradable products. In other words, in-

<
ternational and domestic prices are 1inked. 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 prices. Fof those products
subjected to such policies, domestic market conditions, as is
tﬁe 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 fears has witnessed
a growth in Mundell type:  two sector models conéisting of
tradable goods and nontradable goods segfors. In cases where
commercial policies of the type observed in this study are L
prevélent, the distinction between tradables and nontradables becomes
problematic. The existence of pseudo-nontradables goods, which
we have‘obée;ved, undermines the relevance of the tradable-non-
tradable goods models. Indeed, with the ability to ecbnomical-

ly flip~flop back and forth between tradables and nontradables,\

depending upoti economic policies, pseudo-nontradable goods



pose probléms and present interesting poﬁsibilities for the de-
velopment of economic theory.

In our analysis of the levélsqof protection for domestic
market séles, 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 effectfsé protection for domestic market
sale$ was evident for capital goods, followed by intermediate
géods and finally consumer goods. The policies 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-
.péqially other Third World cpuntries, the Brazilian averages

appear quite modest. In fact, as indicated above, the overall
welfare costs of thé trade regime appear lowrin relation to

ﬁhat they could be. Yet, the comparisons between the Brazilian
averages and those of other countries are misleading for reasons
beyond the obvious dissiﬁilarities in computational procedures.
Moreover, the fempting conclusion that the Brazilian protection
system is not somehow overly restrictive is uﬁwarranted. The

means for protection are rendered misleatiing because of the

high degree of variance over the sectoral protection tates. Alr
: - &R

D

location efficiency in the economy.would be increased if such
variance were reduced.

As is evident from our estimates of domestic market protection,
such protection, either expressed in nominal or effective terms,

can be very high. Even on the most liberally interpreted dyna-



mic efficigncyrgrounds it is impossible to justify rates of
effective protéction jn‘excess of, say, 50 percent. Yet, 25 out
.0f 70 sectors demonstrated such rates. On the other'hand,.our
analysis has also demonstrated negative effective rates of
domestic market protection, e;en.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 poligies.

E;idence has been presented indicating that the actual domes-
tic market protection system is geared toward continuing import
substitution. Rather than being random, the system does pbssess
" an underlying logic or consistenéy. Moreover, the étructure of
protection favors physical and human capital. Expressed in a;;th—
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 desirable that greater attention should be
given to the employment and distriﬁutional dimensions of domestic’
market protection. Trimming both ends of the effective protection
continuum would have a favorable impact on employment and povergy.
Qur 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 fér the fiscal incentives. These afe best considergd
as uﬁper 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 promotioﬁ for ﬁanufactgring in 1981 was estimated to be

34.9 percent. As was the case with domestic market effective
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protection, tﬁe estimated sectoral effective export promotion
rates display'gfeat Yériance around the means., Positive cor-
relations were revealed békween domestic market ﬁrotection 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 hﬁman capital. Invfact, unlike the case
‘with domestic market proteétion, there is evidenced no clear
relationship between factor intensities and the export incen-
tives.,

The reinstitution of a‘measure comparable to the previ&us
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 incentiveg, it has had an effect

on the balance between‘incentives to produce for the domestic
market and those to produce for the export market. In 1980 the
tilt of economiec policies, as expressed in our measure of the
anti-export (or pro-export) bias was on the average in fayor of
domestic market production and sales. The estimated 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 pefcent, with many sectors’
displaying pro-export biases. Exports 'can be ekgéctef'to respond
to the export incentives and the concommitant rgduction in anti=-
export biases. With the scheduled reduction of the nominal ex-
porf incentives, however, sectoral anti-export biases are pro-
jected éo inc;ease again in 1982 and 1983,'presénting retarding

effeects oh export growth. .



In view of the trade restrictive nature of Brazilian economic
policies a qu;stion.hust ?e 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-
tellectual history. The inward orientation with import substitu-
tion type growth over the nfst 50 years has proveﬁ to be a suc~

“»
‘cessful formula for fostering industrialization and economic
growth. The argument that growth might have been even faster,
with fewer socioeconomic problems, under altermative policies
is a counterfactual and academic one bound to fall on deaf
ears. It is-hard to argue with success. Moreover, unless pok}cy—
makers can be convinced that in fact Brazil's economic circums-
tances are substantially different in the 1980's than they havé
been previously, there will be reluctance to depart from what
hés proved to be a successful formula for suétained 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 bené—
fits of trade is not as great as would prear from an examina-
tion of individual trade policy instrﬁments, we haveﬁseen thé% 3y
the éosts of the existing trade regime are in fact considerable.

Finally, a more fundamental conjecture concefning reasons for
Br%zilian'intefnational 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—\.

try's intellectual elite in the form of a sense and feeling of
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national inferiority, economically as well as culturally. Such
attitudes are no longer consistent with the economic facts of
Brazilian industrialization and national growth. The modern

day cquivalents of the 19th centﬁry 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
eéonomic circumstances have changed markedly over the past

50 years, and the countryr£§ 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.

'_II. POLICY IMPLICATIONS

In general terms the policy implicetions of the study are
to take greater advantage of international trading oppbrtunities.
We believe that a greater opening up of the economy would re-
- sult in a more efficient allocation of resources, higher rgtes
of economic growth, greater labor absorption inﬁo productive
activities, and a concommitant reduction in poverty and eventual
improvement in the distribufion of ‘income. On a more specific
level, directly'reflecting the results of the study, a number
of poiicy implications are apparent. These implications are
présénted and discussed as the cautiously offered recommenda-

_tions listed below. These measures can be regarded a§ constity-

ting a timid, though not painless, first step towards a more

liberalized trade regime.

A. Reduce the dispersion in domesti~ market protection,

In order to improve allocational efficiency, the rates of ,
domestic market protection should be trimmed at both ends of

continuum of nominal 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 thé peaks, nominal protection for
those sectors‘displaying léqels of effective protéction 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
redundancy, there still are some secctors for which the impli%it
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'ﬂw nontariff bar-
riers protecting them.

As a whole the capital goods ppoduciﬁg industries are séen
to frequently receive very high effective protection, In these
instances, this protection ;an only be considered as ekcessive..
Until the mid-1970's this sectof, to be sure, received relative-
ly low protection and in fact was frequently discriminated
against by economic policies. Yet,'capital goods production

3
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

domestic market sales,

\

Y

A& 4 part of cutting the peaks and reducing the dispersion

in duiiestic market protection rates, the overt discrimination
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against those sectors with negative effective protection should
be removed. This can, be accomplished by (1) easing domestic
price controls for the productsiin question, (2) dismantling
restrictive ex}ort controls, and (3) removing de facto export
taxes for products other than coffee. With respect. to agri-
cglture, additional gains in allocational efficiency could be
achieved by substituting iq€roved price incentives .for the

)

prevailing, and distortionary, system of direct production

subsidies operating through the credit system.

D. Initiate liberalizing reform in the system of tariffs

and non—-tariff barriers.

14

As has been demonstrated, thé tariff system is outmoded aﬁd
'anachronistic. The presence of widespread redundancy in tariff
levels would allow considerablé tariff reductions without ac-
tually affecting imports. Such possibilitieslshould be ex— 
ploited by the goverﬁment in international bargaining with
trading partners in order to cbtain 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
be'considered as undesirable. lncfease;limports are to be ex-
pected in any program seeking to alter the tra&e'reé?me so a§’ ;
to éxpand 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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E, Increase the transparcncy in the system of import restrictions.

The prevaiiihg system of non-tariff barriers should be dras-
tically simplified and rendered npore transparent with a view to-
wards its eventual elimination. The CACEX systemof "import prog-
rams" is especially onerous and deserving of ébolition. To the
extent that protection is deemed socially desirable produétion
xsubsidies and the tariff syﬁﬁem can be used to supbly the desired
protgction.rThe reform of the tariff system can be used to restore
its role as an instrument of industrial policy.

F. Reduce the discretionary basis for providing incentives,

Providing greater automaticity in the way in which productjion
subsidies, especially fiscal incentives, are awarded would in-
.crease allocational efficiency and reduce the scope for poséible
abuéé. The discretionary element 1in government policy is par-
ticular1§ high for the capital goods producing industries. There
can be no economic justification for varying incentives on a case B&
case or firm by firm basis for a specifié economic activity. Suchv

governmental discretion, however well meaning, should be curtailed.
7

G. Encourage competition and promote technological progress.
In addition to greater economic openness and reliance on

A v .
market forces, other measures to foster competition and technical

> - ..
- o

progress would bring benefits to the economy. Income tax measures
can be envisaged which provide greater incentives for reséarch
and developmeént. Also; existing market reserve programs should

be reexamined in view of any effects they may have on market

structuré, competition, and technological progress.
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H. Reduce anti-export biases in economic policies,

In keeping with th> 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 ageinst those sectors possessing

’

negative rates of effectivq\sxport promotion.

I. Undertake measures to institute a free trade regime for

export production.

Exports should not be penalized by cxisting 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 pos;ibilities 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

mos t pfeférably in the Northeast.

J. Undertake a study of the options and effects under trade

regime reform,

Special attention should be provided to the sequencing of
‘ »

policy changes and the interactions of different policy instru-

g )
24
[ 3]

ments.

IIXI. POSSIBLE DIRECTIONS FOR FUTURE RESEARCH
Once there is consensus on the desire to have a more complete
unders tanding of the net effects of different economic policy

\
UERES bh fesource allocation, there are several implica-

My

ingt



- 14 -

tions for futﬁre research along iines similar to those advanced
in this study.'In general,efforts .could be made to improve upon
and and extend our analysis. Fir;t, a greater degree of disag-
gregation is desirable and evideﬁtly possible. Second, the
technical coefficients used in our estimates of effective do-
mestic market protec&ion and effective export promotion should

be up-dated, possibly with,information from the 1980 economic

census. Third, a larger and Yetter 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 international 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 sectors,
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