


1'h.a porplexf.na th1n� about tho prGsont Drazf.lian sittro.tion 
is the s1Dul�'1!1eout pr-osone.o -of ·1nfiat1on o.nd stu.�na:;ion., Industrio.J. 
QUtput has ineronsod b:, no oorc than � durfntl thc lust 5 yoo.:rs und 
a3r1cul �ural • production h:ls bcon �l'Otd..11[! u t urount 2;! l'K r yoat1> <n..U"h1ti 
tllo sooo pGriodo Priccs havc o.ore thnn 11u:idruplo'1 du.rina tho.t paritx1 -
fhG cov(rnoont has hz1d thc uorut ot both vorlds, 1nfl:ttton ·.1ithcut 
ir0t:1tho Tho�h dif'fcx-in� in c.1otu1la 0 this J.oseript�l.,.on np; J.:Z.t.�et to he":: 
thG Goulc.rt ana. tl18 CUstollo Dranco por1od.so Wo, e 1

• nuidorir,e po?s:O,. �­
cI�es 1n t hc oeoncr.dc pclie;y proscntly 1n rorco 9 rn:wt c,sú-r \) uh.a.:� t;c: • 
urong? What cha.ractaristic in ih is oconor.,y al.lo"4s incro .sos i�i th'1: 
aonar supply to bring hichor _pr!aea but bot oore goodao 

Tho phon01:1Snon of infla t • o:a ui thv",lt grouti J:1..o.a lcd oon.v 
ob:.orvcrs to conclude that I1raz1l 1n in a coot :1ush inflntiono ThG 
arguol;_lont ia that thG prices of zovornoent cooda, sorv:lccs cnd 1-✓0r,.,.-.1oú 
monay haw incrensocl s1cn1f1cani;l1' 1n rGlatiw torrns9 thus rais� 
f1xod costso At tha sn.r.10 time_ tho govcrnocnt has bocn x•€:ducine 

aacrre�ate dOJ:1<."Uld b.7' ra1sitm taxes �d roüistribu.tin.11ncomG a�{J)J' rrom 
ua1e Gumerso If f1rn9 use a mark-up pr1co systao9 thon roducing doITUUtr' 
tdll ruiso pr1cos 0 1JGcause ot h1gher p�r unit costs t1hich aro rurt� 
dua te the 1ncrcusing coot ot �ov-:nlí-:Janbllf rmpplied 1nputs 9 o.nd 
partl.7 to the louer i,oluma of oparutj onso 'rha.::efore it' f.:1s;;-'ffl lL'!io a 
pr1c1ng uyntem 'ba.sGd on un!t costs, o.nd 1r doi:.an.d is x•edlJ.Ced a.t t;oo 
sa.rJo time that untt prioos are 1neroas1na� the rcsúlt u:L11 ;Jc un 
inf'lation uith no-raul nrcmth 1n outpúto 

fhe cost push ox�luno.tion of the nrad. llan expGi•ioncc hn� 
one uaalmes::. tbit han causod Cal\V' peor,la to aoncl udo thn.t th<-r i:trr1.ut-i,,. 
1s priJ:ruirily ono or oxcess rlGCUU'ldo In order for f:.ill.1.ng m2.trut 01? 
idlo eupaci tl' to oecur9 thorc aus t bG a 1.�cduction 1n az:-rre ,!a ta der.m d'.} 



Sv.raly 1t is c11fficult to scG hCM thoro could bo o. rsduction in total 
c1GI3l:md uhon tha aoney supply nnd ooney incone lmve 'baen oxpnndine n� 
f'ast .. ao they have in Bruzil dt1rine tho lumt f our years, Ir thi� 
expannion hn.� not broueht grouth as uell us inf'lution, tho demand pu.1 
3roup vc-uld nr3u.o that th1s nust bG üuo to sooG structural fnctors 
such as a rndicul ahirt sponcling ln pattems� or inafficioncGJ broU3h:t 
Qn by U1e inflo.tion itsolf º It is thoorGticully posoiblo for. incoaa 
redistribut!on or increaeod gove1YJ.0Gnt spcnding to so d1ange th!â 
stru.cture of detiund tbat certain seetors tiro f:lccd uith cxcess doDê.U'.ui 
Md are roreed to ra�so prices wh!lc . si□ul tanao�ly oth�x, sectorm ha1Hj

rcduced ooles � PrieGD ?isa on nvera:-;c, ao.d output r,my ovcn :í.'.:ll.19 
dop<mding on tho i□portn.nce of tile soctore �hoae d@�d 1n reducad� 
This·. iQ. til8 dorxu:id 3h1f't inflo.tion() The o:geess deoond axplanntion CD!"

only uceotmt i'or oconomic sttl31'llltio�- !f it ca11. shcriJ sono �it or 
struoturul ron.djustF.lflll.t 1n the oconouqe ·for it is quite clenr that 
durinS the past fou.r yoors tho infla tion ili �uzil htls not 'broueht 
oithe tu11 omplOfrtant or economic g�o�th1 tuo of. tho cbiof distin­
zuishine clmractsro1st1cs of an oconomJ' uith. ex:coss n�grcgo..to dcrn.aud e 

In summa:ey- eost push ond demimd pull oxplat"lUtions uppsa.r to bo incor� 
patiblQ 1:1:tth tho B1 .. az1J..in.n oxperionco, the f1rst becaUBo rapid .monot:1l: 

• ' • 
exponsion in impcsa1blo to oq�to tf!th reêluced d�d, nnd tho soeond 
boca.use tharo has bGen une:r.iploymont anc1 stc."lenn tt on º 

It is 1mposs1'blG thooretice1lly to distinguish l�t111een eost 
puah and denon<.1 shift 1nflationso Onc can ouly loolt o.t tb.e o.ctual 
record to see uhothcr thorG htl.s bcGn u shift 1n the leading and lagging 
sectors and t:thich are tho prif:lley suurcês of- inflationuey _.11ressurco 
In a damnd chift si tuat1onfJ one uoul.d oxpoct n. c�o in loac1.ir41 
sectore uith the ncú leadGra �houin{: a.ltôvo uveruge incrcasos� Tl'lia 
is not ths caso 111 Drazilo Looking nt industry one f.inüs theit tho 
dynamio sectors hava ooon ruid conti.nus to bG papar, ruboorw ehaaicaltJ 
and aotallurgyo TãxtilGs 9 foods, clothing11 o.nd leáthG� p.rod1'.l@ts 
haw ooen and eont[t41uo to· ba sto,gnant,.. Thess laad:tng sect� s a:t--o 
cbl\of'� into:rmedinto proüucts, ond a Blgnif."icnnt purt of thai1� grouth 
must bo duo to 1opon roplaca.mGntG Bt\t tha market for final p1 .. oducts 
has n�1; bGGn oxpand.íng so 1,apidly uh1ch is tshat ons uou.1c1 oxpect in 
nn oê.on+.inw uha1"e thEH'G has.; 'bean .:1 detí.-rj orat1on 1n the rsul �taGa 9 a 



. 
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riso 1n tha peraonal tax rate, anda. acarcity or consumor credito This 
ia not a nau a1tuat1ca1 1n thtlt �� the sCl!lo rol.ativo crrouth 
pattom uh1oh uaa. prosent 1ll 1951 1s at1ll prosGnt toclay º ln tha 
earllor poriod� tho con&ur:.aer 1ndustr1oa uero aquooJSod to nakc De.To 
resouraes availablG for boaia 1nclustry I iIJport ropl,1caccnt, ::ind 
1nvoatmart.o lloo thoy n:i?o bo� aq�eze4 lno.dvertantly bcca\16$ or the 
inflatio:i control prq;rano Du.t tbo rcrnult ia tbot thore is no evidon·:-: 
� o. sh1tt_ 1n spsndtng pattcma, na required 11'. tlw domund shii� thGC' . .-. 
to oxpltdn tho staariation uftor 19�. 

� nou to tha ov1donco cm relativo prico "m!lmviort om 
f1n4a 1t, too, dooa not euppol"t thB demand sh1tt bypotbesia � A 
chamctcr1at1o ot thia typo of 1nrtat1on muat .that aectors experionchv 
inoroasea 1n doatmd ra1aa thoir pricea fo.stGr than thoao f'roo \thoa 
demnd ia àh1ft1ng •. ln the tollowiQg t:lblo I shOtiY tho pr1co ot var.1.ou.w 
in�uatrlal· producta rel�t1ve .to· tba industrial. prico 1nciox, uith 19tS3 
equo.1 to 100. Seotora 111 th vc.luoa sr00. tor tJum 100 are 3enorct tbli
nbovo avo�30 1ntlAtionó.17 pressuroo 
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llllJJFê<mffi§Q PRI<;liê �IyJTIVE tP IlJUUGtllA� PljI Cfi 

laA4 Pr3Rkl zua11 

1961 994 89.6 -�.,
1962 �.2 99.7 103.ta, 
1963 100.0 100.0 100.0 

19� 121.1 109.0 1cr.r.9 
1965 114.3 .109.9 120.s
19&5 16705 Ul�S· 112.1 

Sqgnas • Conjuntwa Econônd.«1.

. Dltf'J.1 §heop Xcqttla .Qbw;J.sat 

sa.o 116-4 l03a7 7908 
�.2 116.3 101�5 87oO 

100.0 100.0 10000 lOOoO 

9�., ," _87.9 94�8 l23o0 

102.2 88.1 a9.a 127.0 

• 100�0 100e3 91.() 10301 



4o 

Some of the most 1ntl�t1ona.ry soctora are onoa Uitll slower th!ln nvora�a 
ra t,ea of' 3?'0\lth such aa foods, and· bover1d3ea º others are üom1rui tad 
tr atate oQ.op:..miea such os f.'uGla ond choc1culs t1b:3rc pricos ony bo sot 
an nOIM!IUrltGt cond.derat·�ona. Thia set or 1n<l1coa 1a a crudo oet1.suro� 
but 1t doos 1ndicnt& that thoro is nc ui<lo divorgonoe 1n thc r,riao 
b&havior of � occtol'o .A turthsi- bit ot evidonce, diso'U!ised 1n a. 
prGVlous papor, ahouod thüt rankcorroluttona babJGGn grouth and 
inf'l..:ltion rntoa tor vurio:t• industrial sooto1•s uorc negativo and sietª 
nlt5.cant tor 1963 and 19�. It sooma tbllt tho bohavior of soctoral 
pricos doos not aum,c,rt tbo dGtltUld shitt bypothoais. 

It ono ro Jects tho deoand shitt bypothca1a 011 tho bnsia ot tha 
evi<lence just c1ted ono nppot.11'• to be lGtt 1n tha unco.Qf'ortuble posltion 
or hD.vlng to choosc bott1oon tuo o.ltemc.tives nei thor õf uh1ch oxo.ctl.7 
fi ts the Braz111� econo.m;v º 'lho oscoss dooand thoo17_ llaa _to oxpla1n
unemployoent anel atagna,tion, uhile t.b.e cost ;::u.sh coupled uith· deoan.4 •
control has to .1ccount for the r�p1d aonat:'..1'7 oxrxmsion, t1h1ch aeea 
1ncons1stent T.dth dêmand controlo I am nou co1ng to t17 to shmJ that _ 
a1nco 19fS5 thta d1ler.ltlll is n rwo c:me. Dathor thon havinu. had pitber. 
exceas clomand a coat push 1nf'ltit1on, Braz:ll haa wid both o.t clifferent 
pcr1õaa1 nnd ia nou 1n � cost-puah pbaao. It ho.a 'been d1f'f.1cult to 
rscogniso th1a pure],1' bGcauao tho pboalnc uo.s not by calendar »·aarso . 

. 
Dur1ng tb.o noc,.-nd �ucrtGr ot 1955 the gOYoftlriD nt movod to 

rGduce taxoo to otf'•ot an tzioubl.Gscma rec06i;lcn1 ond hmko inarausad 
tholr loan o.ctlvity. In retl toffl.G botb louna to 11P private sector 
and thG conq stock bacron to axpo.nd 1n lhrcho Product1on rospondod 1n . 
tba follOtd.ng t-LU,."lrtor5 und lt uould bG accaptable to dato the bo�inning 
of a docand pull 1nfl:�tion us ot 3ul.7, 1965. D1ldng the ysnr that 
tolloutd tho Donç suppl.y 1nc1'Gaaed by 4�, output rooG b7 9o�t and 
prices roes by � total of '5(.81,1• 'lbl• Bppouru to be n classic· damand
pull ai tuat1on w1 th excees 0onet.ll'7 clo-4, rar)id oxpans1on of output, 
und;inf'l..3t1ono 

1 Tb1s gl'Ol:lth r,1to 1a cnlculo.ted f'ronf tho qunrter� output Got1nntt,s of'
tho ContnU Bonk, BQl4t.grip 195Gt Po ?li. 



ll0t:1evar the excass <lomand s1tu4tion dld not lo.sto The 
aOf;rncent, o.ctill(I to curb tho oxceas monebry axpantiion or ln.te l9G5t 
ar)pl1od n r1g1d oonota.ry control :,rograc19 Tl'-&> axpansion ot tha oonoy 
otock·ro:i,1 f;.i.r belou th::J.t of pr1cas !ltartine 1n J'anwey, unci tho rnto 
ar incrcasc of output :.:lso foll. Do.nl-:o off::.ot this contructir.'.n t� 
aoma extent b1' roclucinc sho.rp]:' th.e levol. of' thoir rosorveso UmtoVGie!'

the 1nci-oo.s1n�: ae_rci ty or llt1uidi ty, couplo.d ,,1 th ovorull rcdueod.

domand t1rully stqppod tho crooth of the cconocy-, and 1n thG fourtb 
::uarto of 191G, output fcll irt ronl tcrnn for the first tino 1n fivo 
1ua.rtorBt1 UntortunatcJ.y th1s cont.rol !}?'O;_:;í:uD <lid r1ot ntop the 1nfl.at:to;:1. 
In tho tolloulng t,ablo u 'C shoun tllo ,1u..1.rtor-J-1 rotes of 1nr1n ti. on of th� 
uholesnla {)rico 1nc1ox th.:?-t ocei..,n-e;d d�in__� bo·th thE! IJGriod tmclo� 
discusoiono In tho first 11 .o aro the ti:rst th:reo .1.1.'J.rters of ,e pcrioo.
I am laboll!ng clomand pull innatit:nº In tha nccond line aro ,:pa 

C.'

. T4WtE 1:'� 
�d11,;�w =1,.-.1�.� oF .J�Iéf! ou

Deraond Pull Phnao(l9!>5) 
Coot Puab Pbaae (195S) 
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J.1:'«e',ka. 
13o0 (196G} 
10o9 • (1957) 

�5 '?tf 
I.. (J._J, 

24�4 

Til.o .:10nota17 con rol pro3roo uurinc 19GG d1c1 not stop iõfiation 3S cm 
cun soe frôf:1 tJla t.iblo º Dul 1 t tlid stop ocot1ocic 3rowth and p1•oduoe "

tho clasn1e s1ens of coat l>WJh 1nfl.ut1 on - inf'lsxiblc pricoa9 rcduced 
dGilUD.d and. unomployme;:1t 0 

Let ua revlou c.�;Qin the GVidonco tn �nvor of the cost puah 
bypothesia º t:lo lmou tha t thoro haa ·bc e;n u subs to.ntial upt:1ard movs ln 
both tho cost of covarntlent sor·vlcos, nixod <.mm� products and 
1ntGrc:;t ru.tea (u toblc 1» prcncntly 111 prepu:rution sho111ing tbe 
rcl .. �t1vu pricos of soco 1mportQ.nt pmc.1.ucta un.<1 sarvicos) º •r.:otcn h.'.l.ve 
been 1ncraasedo Tho govornnentti monata.ry �roeram lms raiscd the cost 
ot boJlrwed wor.king cup:lt al.-, Wblle tbe extrn 1n.�arest charges eould 
b8 passed along 1n the torm or bi�her pr1ccs 0 it del!l!lnd woro suf:fici-a•, 
th1s has not bean po:;si :.lo bocuusG the levol of <11sposo.blc incoz.w� 



aagro0a.to bAs not boan o�panding fçiat onough., For,. demnd has 1n fuct 
boon controllodo '?hora htls boen n substant1nJ. rcduct1on ln thG rool 
wngo, disposablo 1ncomo haa beon cut 'tu hieh(jr t:.i..�cs 9 untl h13hor 
intaroat rutGs huve rcducecl invotJtoont 8X1,and1turo sbnrplyo ln 
ooneto.17 tcrr;is tho ond re�ult has bocn a rcductim 1n the rato ot 
1ncrcusG or tho meo.ns or rnyaont. Froc 3uno 19�6 to Fobl"Wl.17 1967 tm

rneana or Pül1DCnt mvo rison only iz-;9 � aodast incrcase by Drul111an 
standard.aº 'l'h1s <l1aposos of tha nc.jor c.rauanant a.1ainst cost-1Juah 
1ntlc.t1on - tho 1nconstancy of' lack of donanc1 :.md .rap1d r.mnct. � 
mtpanaiono S1noo last J'uno tha oxpansion lua not boon r, :_11ido • Duriag 
tho aGc<nd half' or 1965, uhon 1t uas, so vus tha sxrruiston of outputº 

Tho concl uaion onc clro.us froni the expcriance or tho paat 
ttlo yoo.rs ia tho pass1a1st1c one: th;.t t:t prGnont thar-:-: io ;_� nird.mum 
ro.to of 1ntl:.t1on or bctl.foen ?� and 25�), �1 thot any ;�ov-.. t"'tlOCntn.l 
a.ttampt to r educc tho GXpansion of tho money su:,pll' bolou this rato 
ulll bo •t9 bJ' f'.:ill� output, not f':�111113 111.i OG�o 1o somo oxr.cnt 
th1a r.mst b8 duo to one-tioe coot incr(.;:.nos :...uch as t:.ma ru1d intorc ot 

_uhich could oo looorod throu�h :ovomr-.iontal pollcyo llovovor9 1nfl..1tion 
bus alt,o boon lnstltuti:t.nulizod 1n price correct:lons for aontr;,cts, 
u:igoa nnd 3ovomoont :.1obto 'rhis civea thc systom u built 1n 1nfluti onary • 
1nort1a _uhich c�1 only be cor�ectocl over e nuubcr. of yoa1•ao Tha 

• nppropriato 3ovcrnr.ias policy ct proacnt uo:lld bo to expund tho r oney
aupply o.t n ston.dy rutc :;oncuh .... t fastcr thnn tho 1�uti on�1ry "looro
J'udclng .:v�a.1n by tabla 2 9 us on:� as thorc: 13 oxccns ca.pacity,. this
should bG pos�i ble to i:;o ui th hur� any d1ff'Grential arroct on pr1cea º
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