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, This note is concerned with planning aggregate finanecial aid
to Brazils the amount of sid implied by a given set of assumpiions
about policy and behavior, the domestic implications of given aid
levels,; and appropriate policy measures to b2 taken by the Brazilien

government with a given aid program,

Such an analysis must bs centered on the factors determining
aggregate needs for finanelal resources., Th2 conventional way to
analyse this problem (cn which we have no improvements to suggest) is

.to estimate either the difference between desired investmeni and

expected domestic savings, or the difference between import demand
and expected exports. These estimates can b2 called, respectively,
the domestic gap and the external gap., The two are egqual in an
accounting or gx-posf sense., However, they are usually calculated
independently of each other, either because of an g priori judgement
that the factors influencing one are more important than the factors
influencing another, and that therefore the other will adjust in value
to equal the first, or in order to investigate the relative importance

of each, : The g 2riori Judgement usually leads to calculating only
one and forgetting the other; the investigation of relat,ive importance

leads to something like the recent "two gap" work by chenerv and others.™

Every estimate with which the author is familiar considers or
implies that the external gap is the more fmwportant one for Brazil,
This includes a preliminary try by the author in 196l, the work by

.Cheziea'y and Strout cited above, and, perhaps, the EPEA "“framework", (I

say "perhaps®"because the similations with ths framework alsc bump into
an inflation constraint, which is certainly a symptom of a domestic
gap.)

« -Bstimates which are based on econocuetric studies of historical
data have, of course, éne very important wealnesss they show only what
the gap would be under continuation of those past conditions and
policles which are not ineluded in the model, This, of course, does
not mean that the results cannot be useful; 1t means only that we must

¥ ges, for example, Chenery and S’crcut, "Foreign Agsistance and Econcmic
Development", Amer . avioy, Sepi. 1966,
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keep the gg;'@m papitvig in mizxd when making imerences fron the

e resultso

- The EPEA “"framework™ model has sevemi strevgﬁm@ in this sansas

whiezh few other such medels have had, It has (completely or partially)

taken out of the gaterls Daribus such factors as the relative price
of imperts, the government defieit, and the rate of inflation, I% bas
nat been possible, hu%zwerg to imelude such cther important factors as
a total domestie regdwpe . gaps. private demand, income ai,stsm&mtimg
the effec%,s of the balence of pa;yments on in"latmng and wags levelss
The simulations done with the model for the Figno Decenal did net
include the effects of varying the price of imﬁmﬁ‘sg The import
demand functions are haged on the structure of vﬁraziliw produetive
capacity throughout the 1950's, and early 1560°s. That structure was.

of course changing rap:‘v’ dlys and at present is rather differsut than it

was in the period on which the model is basaﬁo :

It is not clear to me in what semse, end vnder whot conda.m@nsg
the ext:e:mal gap will be a more serious probl, em than the domestic gap;
’sQ_,_ vhat extent the single, actual gap which way in faet appear should
be dealt with by measures aimed at imports end exports rather then by
moasures almed at domestie comsumption, inmvestment, and savings; and
vhether aid meeds are really determined by & structural imability to
export enough to pay for certaim goods whiech must be imported, or
vhether, on the contrary, ald needs are determined by the domestic
Eap, which in turn implies managing mpori,s m_& exparts so as to let
.“che desired amount of aid flew in, :

Dm'ing 1965 and 1966, Brazil®s balanoe of payments hag been in
: sm*plusg and a significant amount of aid ha: been 1 ent at the same
time, The mplu., hasg aggzwateé ini‘.!.aticaﬁza: 5 pmssuresg and ‘the _
eoinei&enee of smpms and the ald has c:auscé cme embarassuent. There
is sone diffieultv in using external gap an ;gs:is to. Justify ald vhen
a comtrv ‘has a surplus in 1%s halance of peymentgs Non=economie
faetcrsss of course,. ara impartcmﬁg but the moss- @ifecx,.we defense on
eeommic grmmds ﬁs probably the g &ortmma wture af th@ smmlugo

' ?5‘ a -reééﬁi‘}%fnoﬁe b@f‘-ﬁam_t«mﬁey i nousses t}ﬁss paﬁnﬁ;@,

a
4
4
S
!



=-3-

Imports fall and exports rise as the domestic sconomy stagnates; resume
domestic growth and a deficit will surely reappear. In splte of the
obvious likelihood that this will in fact happen, the apparent in-
congistency in the short-run situation has induced some people %o
question even the longer-run justification of ald as a device to pay
for imports. There is a growing feeling that large amounts of finan-
cial aid are not only not sufficient, but not even necessary for
satisfactory economic growth in Brazil., I think that this feeling is
based on an externale-gap way of looking at aid needs. The idsa goes
as followss First, there probably exists 2 set of policies whereby
Brazil can grow at a reasonable rate and not run afoul of balance of
payments problemss second, large amounts of ald will not imsure either
growth or the eventual end of apparent needs for aid, in the absence
of proper steps by the govermment and people of Brazil; finally, does
a country with an industrial park as extensive and diversified as
Brazil's really have a structural import demand problem that can only
be solved by aid?

Set off against these questions and doubts is the obvious fact
that Brazil is a poor country, Poor in incoms. Poor in education.
Poor in housing, Poor in health, Real material resources are needed
to provide capital and other inputs vhich will raise the productivity
of labor, build schools and pay teachers, build houses, ete, Aid can
finance real material resources, Who says Brazil doesn't need aid?

Perhaps the relevant way to estimate aid needs is to look at
the domestic gap. If structural problems can indeed be solved by
slow but steady export promotion and intermediate-run import substitu-
tion where necessary, the constraint that remains is the basic insuffi-
ciency of total rescurces to meet total demands,

If one compares the list of Brazil'’s imports to her productive
capacity, one may guess (as does the author) that somewhere between
one third and two thirds of these imports cculd be produced domes-
tically, at costs not ruch more out of line than Brazil is already

paying for a wide range of recently substituted products. (Some
empirical investigation of this would be interesting.) One ig led
more and more to believe thaty with reasonable growth of exports and
perhaps some extemnsion of foreign debt repayzent, Brazil's constraint
will not be that it can't produce the lathes, locometivesy and
transformers but that it can’t save emough te pay for them,
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The thesis of this note can be summarized in three pointss"

Firsts It makes more sense to think of the total need for ald in
torms of a supplement for domestic savings, iocilitating growth by |
nllowing more imvestment with less inflation end less drastic squeezes
on consumptiony, than o think of it as additicmal foreign exchange
with which to purchase neaded imports.,

Seconds Aid can cnly be absorwed 5f Brozil impsrts more than 1%
exports. The foreign sector must be mapaged co as to allow the desired
amount of résources actually to enter the couniry. (Note that in this
schemey imporis are in a sanse determined by 2id needs, rather than
vice versao) :

Thirds Actions which aid donors might oppropriately deasbie g
thus focused on elimination of the domestic gep, (In addition to keep-
ing exports growing fast enough so that the ralance of payments in fact
does not become the'key problem), These acticns would bey, I Suppqseg
a mixture of fiscal diseipline to increass scvings (eomtinued control
of public consumption, inereasing tax,receipt ' caplital mavket reform9
etco) and a balanced cnd profitable»inptheﬂlx&g«run investment program, -
includ.mg a lot more rrosress im education thcr has recently taken place.

How would a desiraile level of aid be a)tablished within such a
scheme? On the side of the reeipient, one ctn think of two possible
limitations, One is the ability to find things on which to spend
~ produetively, The basic linit here must be jyetty far awsy, but
practical limits might bo reached in'the abiiity to implemsut  and
administer the investrmenis, or if donors and 1ecipients did mot agres
on priorities, or if donors emphhsizéd a "proleet" approach.( A sscond
limit might be reached in problems in ruming a large balance of pay-
ménte deficit- Az a ecunterpart to these "ahsopptive capacity® problems,
limitationa on the donor side, in addition %o the DaSL" availability of
fundsg inelude tying aid to purchases from tlic donor country: £%b’s 1s
eSpecially a problem if a large part of the _ending is for pvojectsg £
well=industrialized rceipient like Brazil sy then have real trouble
in findlng enough things to 1mpcrt)9 the time and infcrmntion requiremnetits
of the preSect approanh, and the relvctance Hio finance local~currency
expenses. (This last need have no restricting effeeﬁs if azé is avail-
able to finance a brOmd range of gemeral iuruzts@)



Regardless of the forms in vhich aid is lent or the ways in which
it is administered, the calculation of the total amount and the desired
parformance of the %*ecipient are global matters. The actual funetion
of the aid is to add to total resources. The need for aid will be
reduced only by increasing the amount and pmductivity of total resource:
‘l‘his does not mean that inefficiency or negleet of important problems
should be permitted in aided projects; rather it means that only through
increasing efficiency in all activities and working towards solutions
of all important problems will Brazil become mdependent of the need
for finencial aid,



