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7 The ‘év‘gg@ﬁ%@@ s}m@hm@ 'mﬁe"l@@i&m' m@, progear of export
@mm@%im ex*a pmsm‘%@ﬁ ag & series ﬁsﬁ' PESOTIG q@@%i@mg &M' '@3" these
reccmnendaticns ave f@%@ﬁ@@i&iﬂg and m@”@g@m@ gubstantiel depaviuves
from the presend system. It is @&w@z@gm fem thab %b@% ehouges ave
reguived Lo eff@im% ‘@g&%ﬁim of the f@m gm sector of the Br*am iisn
| Exporboticn ons be strongly migaemé@& by the .@;ga‘ﬁzmg@ goke
systen together with related monotary and fiseal policies avd imebi-

m%i@ml errangeacats. 08 ‘&:n@ @ ther kaamﬁg grchange vaie mgaﬂa‘?sﬁ@ﬁ%
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.ﬁ@%@m@a in g@ﬂ@?&l fiz@si; e presented t&a@w F&@@m&@é@mm@ pewtain-
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were not @i sim@@ e &%%ﬁg&%@@@ the m%m%imi seeto® o an ¢nd
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Bragilian esonomy. | |

T
------



e 2 -

The recoxmcndations are first prescnted in outlime form
in order to show the gemsral framowork of the syastem being proposed.
Related to each reecumendntion is an oxplamatory mote. These notes,
bacause »of the.tr igngth and posassible distrection from t-he composite
pleture, follow the outline of recommemdations. The rotes sexrve %o
explain the recommendations in deoteil, the vaticaele for their adoption,
rolatimhlp in the systen, and the nechenies of thely utilizetion.

The proposed system for Poreign exchamge eonversion and i
export prouotion we designed %o possese characteristles ofs siuplicity.
sutometicity, smoothmess of change, flexibility s coaéistmey, and
continuity. Relevanes 60 the system of caeh of thage desired charac-
teristics ie deseribed Below.

1 &‘ueitg - The systea ought tc ke devoid of confuslomn and easily
understeod by all interested pPOrscRs. Paperwork and
processiny %me should be reduced to a mimisum. The
systen should be so eoasﬁmetad that anycne with
reasonabls intellegence ean eonducht his o affalrs
in the foreign sector without requiripg assistemee
from a apscialist or an intermediary betwesn himself
and governmeat offisials.

2. Autona ticitx Adjuatxem;a in the system should ozecupr according

to pre-determined formulas and should mot depend
upon individusl disereticnm.

3. Smoothmess of shange - Adjustments im the aystem should be graduel,

| smooth, and well-ordered. Shexp and spesmodic
fluctuations should Be aveided.
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&. Flexibility - Ths system should be suffieiemtly flexible to permit
efflcicmt operation uader gli economic eonditicme
%o which the system is likely to be erpesad.

5. cqnainﬁmz - Pactors and forces withir the system should comple-
Bent each @ther harmonricusly. PFulfillisg ome polley
ghould pot nullify nor limi% the sucsesaful carrying
out of aaother poliey.

6. Comtinuity - %he system should be long-lasting - providing widers-
tandable and predictable processes for pursuipg
specified end long-range policies. |
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OUFLINE OF RECOIMEEDS
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HARERZ F@@ F@@E’i@ﬁ EXCHABGE

A Mehas@ and m@&@ af f@@@im @m&@@g@ gi@@'@ﬁ.@% %m
- freely pmﬂ.‘éz%@da T o

Bo ‘T‘h&m should be mo offleisl zv:e@i B%@M@g oy lia
’- @@mmg of foreign exchange tmxgss@e tions.

A. The rate at whieh the eruzeirs is srchanged for
sny foreign wmit of account should Be permibted
te luctuate aseording so the reldtad forees of
eupply and demend. I, |
B. The govermment's only effort %o mzfma@@@ di=
restly the ezebange vate should Be %o reduce
very showt-term {e.g. day-to-day) oseilatioms
‘W@ﬁgh employment of the m@@p@@@@ STERS fumd.

. E@mgim &M @@V@l%@@%ﬁ @f & ’é' ;;,.:‘9_1:: TN,

market should be stromgly

If Recommendation 2 i no% &@@@m@ 8248 & g@gg@@ ez
ehenge rate is mmmm@a. then the effective exn-
chongs rate for exports should be adjusted in com-

formity with domestie producticn coste.

A., I%imles%@ml mizg &g&w@aﬁm‘%@ shouvld be @w&mu&%@a
imdividuanlly z2d Be forsed undsy em&iﬁi@m whien
allow Bragilism @fﬁei&m greater f’lm%amﬂ ty te
m@g@tmma

B. Subsidies under @iwmmml %m@i&g &g;m@@m%a
should eonform _%@ Emmn“% exchenge rate system

and general ¢rade policles.



Outlin_e of Recommendations, p. 2

6.

7.

9.

10,

SIMPLIFICATION. AND TMPROVEMENE OF EXPORE PROCEDURE

A, Eliminate all export licensing execpt for a
- few specified products.

B. Use one reporting form.

C. Pernit aself-gervice

D. Improve Custons Adminiasgpaition.

REGULATION OF INTERHAL, FRICES THROUGH EXPORT CONTROL

A, All quantitetive restrictioms oa exports should
be elininmted as the meavs for iaflusncing io-
ternal priccs. ‘

B. Instead, there should be employed a sysitem of ex-
port taxes combimed with tax refund for similar
imports withir a specified period. -

EXPORT CREDIT AND BANKING

A. There should de egstadliched a spaciel Export Cre-
dit Purd ¢o permit cosmerciel banks ¢to provide
low cost fimancimg of export contrastis.

B. Inexpensive loams should bs offered for encourag-
ing expamsion of export capacity.

C. Coopuration bBotween Brazilien ard foreign danks
should be stremgthened,

I(MG-TERN EXPORT AGREEVEETS

A governmaent sponsored agency should investiazmte owos .
sibilities for estadblishing loag-term export a2grec-

meats with important international marketing ~rgaus.. -
tions or distridutors.

POREIGN PROMOTION OF BRAZILIAN EXPORTS

8. Makse watEsr A o7 twg oo e Lowm
¥ Aoy S ST

& o5
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12,

13,

15,

ADDIFIONAL SUBJECTS FOR RECOMMENDATTONS

Quality Comtrol of Exporte
Edueaticral Program about Exportation

Tex Insentives fop Exportation

(Perbaps) Development of Foreigam Tourism ip Brazil



NOTE 1 - FREE MARKET FOR FOREIGK EXCHANGE

There should exist complets freedoa for all typss of
foreisn exchange transaetioms. |

The basic objestives behind proposal of this and the
successive recommendation are: provide the proper simosphere for
strengthening the foreigi exchange market im ¥razil, enccurage
inflow of foreign savings and investments, reduce presemt trade
distortions and diserepancies, and make automatic and harmonious
the equilibratimg process im the balance of payments.

The domestic Benking system can amd shouid serve as an
important adjunct of the foreign exehange market. Therefore this
note meludcu suggestioms related td the role of Braziliae Mmking
im conjunction with the recommended form of the foreign exchange
market. |

In order %o provide a fres foreige exchange market with
the desired ancillary relationshipa, the following eight eoaditionsa
should be preseat im Brarnil.

A. Buyers and Sell.ors of Foreign Exehange Should Be Free
To Determine For Theamselves The Transfer Prices of All

Forel )

The goverameat should not try to favor 'nbr to penaiize
specific types of: forsign exchange, tramsactions, sources, or buyers
(dy imposing special rates or eonditions, restricting markets, ete.).
Thus with a free forelga axchange market there would tead to be at
any given t:l_.ne in Prazil only one exchange rate detwsen the sruseiro
and any foreign umit of accoumt. Of courss some differerises will
oscur because of commissions and other costs of transfer, various
degreess of liqﬁdity and aafety for differemt typea of money
instruments, imperfect kiuowledge, ete.



It is intendod thot there de full figcdom of exehange emosg
2ll moneys. Thercby, avbditrage (in wvhieh the goverameni, through the
Ceatral Bamk, also can participate) tould femd to elimimate disparate
erose rates im tho Brazilian navpket.

£

Quantity Of Foreign Exchamge Anywhgre and In Any Form

B

The Brosilian Goverzzea® chould ot restrict meimteasmse of
funds anywvhere By eny of its ecitisens noP limit holding of funds in
amy form in Bragi) by anyome. Thue Brazilien banks would Bo shle to
hold custoncr depositis ip any unit of accouwnt.

€. Anyore Should BEs Able To Engage In Porelgn Exchange

Thore chould Be ro offiecial limit on the numbor oF kimd

of axchemge houses and baaks engaged im corversion of ferelgn MOREYS.
. Eolders of forcigzn enchange should Lo able to dispess of

their foroigp exchonge as they derire within the full rapge of

posaibilitics offercd by the free nmarkets vhile pmm:swa should

bo able %o obtain forcign enchange from amy avalloble souree.

The goverrment would have ro speoeial privileges im ¢the
Bragilian foreign onchonge marked amd would operate subjeet o the
sone kindo of foyees an any othory buyer or seller. However Racause
of the potential size of its tramsections, the govermmant can groatly
influsnce exchonge Pates. In & fyee onrkot tho governmsmt's potentlal

abiligy %o couse opproeintion of ¢the rates cquels its forcign reserve
ard interiationnl borrouving capseity. In the other diveetiocm, the

goveranent's potential abilisy to eause depresiation is emly limited
- by ite eappeity to ercmtc domestic momey. The extent te wvhish the
governpnent should imflucnce oxechange Fates 1s deseribed in Hote 2,
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B. Taeve w@@@m Be Ho Official g@i@mri“ﬁ dor Sny Othey Form OF

‘%’f-

@wemmﬁal f”@mf»@@, on_Tremefer OF _ﬁrag@:ﬁs JInte And Out OF
gid |

gonplete fracfon of interasticaal transfer of funds is
eﬁa@mm for @gﬁ@m%im of & free fopelign emh*mg@ markeb.
| Egessm%y there exists sonsiderable m@%ﬁ@ﬁ*@ ef r:a;géﬁ tal
m%@ and out of Bramil which is not weeordcd hecause such mevesend
egeuwr Lllegally through undew &e‘%@ @W@?ﬁiﬁ?@i@i&@g smuggling, otg.
» 211 of which ecrRecursge sovrupticon end disBort trade ﬁgﬁw@a ugm
‘mm.eh '92‘*@33@%&@1’& ard plaas m?@ based. mm _‘é’&ﬁ@‘%&lm'@f imgﬁimg
for this eiveumventier of the lew - by allewing full, wmeonbwollied
freedem in the intermatioual trenefer of funds - Brasil gaimes
1} eonfidence of fovelgs and @@%é@i@ m%@@m , 2) olimlmeticn of
- meh mg'eummﬁ,m sentrel, and 3} reduetion in ?@ggﬁ.@mi@m@ and
@wﬁgﬁ&tﬂm@ fow @@mﬁ@&a v |

4 priseipal mﬁ@ﬁ for retninieg ﬁ@?ﬁig&é invesbtuent im
Brazil has been %o limid gsmﬁ% verittanoes. &gﬁ@&x@wmv thig aid
othey m@%ﬁemm efforie have been mmeees "’%z:é - a8 ig #not surprise
i.@@g g&m@. ‘i;ma am&mm@ oppogtunlties of @mg% mo Although sinee
1958 much Bew f@?@i@@ i&wea‘&m@m eeourred ﬁ,:za ;3’*@@1 1s the decliaped
reburm on this inves tment @m averaged beobtweem 3 end p@mmi’:
Is m estimnsed @m&: f@ﬁ*@i@% invegtment in Es‘&&iﬁﬂ, requives at lgast
a 20 @@mmﬁs m%:_ peduwrn (in weal value} im evder %o prove akivasiive.
0o mist thepefore asswme that a levge poFiica of astusl prefits
mxfa ﬁ% declioved and %m“é @m@l@@zﬁ@m i&l@gﬁa}. “ronsfor @»"’ Poulive
tomscs bas taken .@2@@@0 - Gffieials ef the @ewﬁmﬁ. Bank bellewe that
%@9@ illegal ?&%ﬁfé’%&ﬁ@@ﬁ are novy belng mﬂz«s 3.@%3@@3@. through the
rallel mavket {whieh is :@@%wmg the we-official gm@@@% &f

Lo

I% m ﬁ’izﬂaly f@m “hat @.ﬁ@*@i@ﬁ @ﬁ‘ vh@ m@‘ii@i@@ wgg@ﬁ*&@ﬁ

. Z;aw‘@ m.m e@@%& M @%@z@@i’a@m @@ﬁéﬁm@im e g%@’i@%mg ferel gn geplite
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in Brasil or 2 ssale conaldorably larger '%m gould Be eecured by
oven puccessful Feptrietion of profit yemittances. For thig reason
thie policy of full fresdom of capital twapsfer should be epplied
to profits the same as to capital derived from any other sourde.

B. Imtorest Bates Should Be Frecly Determined Witheut Governe
mental Intorfereice,

There chould be no fixing of legal muximum rates of
intorest nor limitation on interest payments fof any type of deposlb.
Adopticn of this poliey may veduive o series of gradual adjusiments.
Otherwise, imstoptagnedous conversioa to funy free intewest rates
uight cause meeesaax‘uy severe ccaneomie memusslmc 08 a
general rule, 1t would scea that the greater the diffexranse batvesr
exicting imtorest vates amd those umder the antieipated free mavket
situation, the leagor is Teguired for relaptively uviedisruptive
converaicn to freec wates. |

Fresdon of intersst rates whem ocupled with fyeedon im the
forolgn cnchange market would provide an important s;%abimgm foree
for Bragilia hahaee of paymemts., Foreign held capital should be
ottracted tc Brazil 1o lavge sumc Dy the cubstential imtewest rate
diffcrentials mow existimg. The antieipated lavge eapital inmflow
11 lower istermal iatereet rates whish in turm will geeatly improve
imvestment opportunisies im Brazil. R

Ii‘: is importamt to realize that freodom of the interest
¥ate to fluctuate according €0 the market forges of supply amd
demand will provide i comjunction with the sxchemge rade (sees
Recomzondation 2) éhe tasis Pows 1)' mintainiag balance of payments
squilibrium, 2) deternining the flow and gize of private capital
movements, and 3) allocating efficiently private (Brezilism and foreign)
inmvestmants. _ |

The czehange wate e&d the intorest vate cam and should be
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eloscly imterrelated. %he frecdom of ome W fluetunte cheuld not be
restricted or disterted by lasck of fresdom for the othar %é fiuectuaie.
Given thiz freedom, resultimg smooth amd harmoalous adjustments inm
rosponse to interpel and ¢xtermal ckanges should provide the aimos-
phere and mesne foy Brasil to eontinue development along ¢the esoro-
mieally most effieient path.

F. Anonynity OF Dopositors Should Bse Ailowed

Isdivigual bank accounts should be frse Irem governmsatal
inspoction po that Brazilian banke een legally provide mmebersd
aegounts o other meana ¢f sesrecy if dosived by their ¢lients,

Provigion of serpesy is one methed of coxmpeting with Tovelgn
soney mevrkede im attventirg both foreign annd Brazilien saviogs. Fresend-
1y bearor type stosk chares (i.e. agles ao portndor) sewve as auother
method by which private wealth can be held sesrotly (imeluvding fiom
the govermment). Thus officially-canstioned ceoret holdimg of wealth
in form of baak deposits would rot represemt a untique eezditica for
Braxil but could prove ar lmportant additlomal astimulus for imsreasn-
ing the supply ‘oi‘ loepable funds in the Bragilien baukiug syseem,

G. There Should Be Ho Taxation 0f Inscne Eorned From Baumk

mgsifks. _ | _

"ith seewecy of mk aceount owmership thewe would really
Be po Wy to saferce payment of mém Pegeived from bank doposita.
Many coumtyies f0% exeapt from taxatiom all income dewived fwom baak
deposits keld by fovelgners. Brazil should do llkewise in ords® %o
compate for imtormationsl capltal, and im cddition shouid alse
‘elininate taxation of imecme from deposits 'gem by Breziliane.
Hith this removal of any roral stigme oF doudbt aboub obligatiosm
of rolated incomn tem payment, Brasilians might thea e furthes
eacouraged to place thelr funds with domostic beaks.
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, Prere is prosently no tazaticn of iveome
derived from enportaticn of most memufpetured produets. @@@%m@ form
of export caFmimge is obkaimed fwom the iptevest and dividends earned
‘en Brasilisn-ouned loomable funds held abrond. Ineome fyom this cource
vsually is nobt deslaved end often peither this income ne® the prinelipal
is veturaed %o Drazil fep fear of I& ,

getion ey canfiseation, ¢ve. Wheve-
fore frecing fwem Saznlion luccme easned from forelgn held Dank deposits
pechably would ot dimimish g@vﬁmﬂmﬁ@i tax FeveRues end might well
cnsoursge & onpital imfioy into Brazil, espeeially if imeeme Iyom
prazilion bask deposits is free from LAmAYLMm. |

H, 1s¢ ei6s Should B@&@eﬁmm&z Tnsured

?ﬁ‘é%ﬁi&l deponiiors may doubt thad Ghe Ezﬁaaiﬁ isn Goveromesd

n&ﬁl adhere %o @ program scmposed of the preoeding seven canditvione.
Such deubts, umless satisfactopily asguageﬁg sould seriously Limi% )
the fiow of eepitel izto Beasil and the full fumstiomivg of this
 progvam. T pasbleuier, potentiel forelga (and Brazilien) investors
may worPy about eemiimuemce of uarestricted rupatriaticam of thels
funde held im Brszil amd about the solveney and so1iability of

| w@mm banks. &@ﬁmﬁi@ag i€ not wemovel, of these doubts should
m %e@ﬁ-plmha@ ek

ough @%ﬁ’iai@ﬁk of two types of imsuvanse.

OBe type @f imsuronce would guavaniee transiegance of bemk
@@gz@a&m {end g@@aﬁﬂy wealth held m okher foyme} from Bramil.
Tais msme shevld be provided te Bapk depositors, a‘%@e sf"?@
soupees ovtside @f Bragillon eontvdl, @.8. Loyds ef Lsndon. Tk
Brazilion Goverameut eould vaderuwrite this foreign @u@@im@

lpsurence through assigament of some of its internatiomal deposits.



%he othor type of insuranse would gurarantes solvensy
of deposits held im Brasilisn Banks. This insurance could ke
supplied, or at lesst wmderupitteon, by the Brozilian Govermment.
In sonjunction with this sesond ¢ype of imsuramee (which ghould eovor
deposite of all sigzes), the government should imposc and steictly
enforce kamking reguvleticns in ceder %0 prolfsct itseslf Orom insuvance
claims and to ccfadlish an internaticma) reputation of dupendability
ia Brasilicn benking. | |

Fhrough uge of these two Lypes 'or' insurance, depoaitors
in Bresilien banhs would be fully protected, and the fres foreige
exchange narket; as eavisaged here, could be utilized for maximum
benefit to Braszil. |



NOTE 2 - FLOATING EXCHANGE RATE
A. 'The Exchange Rate Should Be Permitted To Fluctuate

Aes Fo The Forces Of The Freq Market And With-

out Govermmemtal Intervention (Exsopt On The Limited

Basis Deserided In Part B)

"0 principal objetivo & simplifi-
eor © sistema camblal vigemte, com a umi
fieagid :mmim:imlgl vg; por ue
ma tata de cfmbio @ que
ForTies as tendoncias Tuforins ¢ Erternas
::‘ Pra3gos, bem como as eondiqdes de mer-

(- 78 i

Fonte: de /\gfio EconBmisca do
Coordenaqgio BeonGmica, Malo de
1965, p. A8.
| There are many advantages im usimg the type of flexible
- exehange wate which is resommended here for #eazil. This type of
exchange rate will hereafisr be referred to as a "floating exchange
rate” and is d.tm.d;aeeordmg to the fres merket forses with
the government providiag limited and preseribded reduction of short-
tors oscillations.

Objections to uze of a floatinmg exshange rate usuplly
consern reserve (or key) curremcies. The Braizilian eruszeiro ie
notsuch a curreney and, therefore, thsse objestions are not applieable
for Brazil. Rate variaticns under the floatiaz exchange zate system
proposed for Brazil woulé mot disturd ecomomiss of other countries.
Aetuglly, the opposite should occur. The imereased stability aseruing
to Brazil's economy through use of & floatimg exchange wate chould
prove bemeficial to other coumtries.

The traditional advantages of a flcating exchange yate
have besn described oftes in the ralated teckaical literature.® Some

1. Some of the primeipal literature in whick use of fleating exechange
Tates is recommended ic: Miltom Fricdam, "Thy Cese for Flexible
Exchange Rates” im Esssys in Positive Eecmomies, (Chieago: Univer~
sity of Chleago Press, 1053) PP. =205z Frask D. Graham, "Fhe
Cause and Cure of the [ollar Shortage”, Essays in InSermantiopal

{Continued on next pags...



of %&m&-aﬁmﬁs@g@s vhich are most pertinent for Brazil will be
cusmapized loter i this past of Note 2, However theve 1g a further
advantege vhich besause of i%e speeisl relevesse for Brasil should

be erplained mow 6o that Lo importance cam be eppreciated during

the subseguent dlgeussicl.

DER SRR 8ivee the
years immediately following WowldWar II, Brasilien espeFts have beean
eerieusly retarded by use of fimed emchnnge Fates iz mm@m _

| with intermal inflabien. If thls imtermal imflation centimues {(as
is anticipated fow aﬁ%ﬁ.%m“; the mext Lew ym@), a fiostisg ex-

| shangs vote ghovld Be czployed in ovder ¢o alley mnm @E@W@s
%@ m@ in conlormily wﬁ’%@h Sovelopment s

| . The enlstimg gystem provides p@%mml Bragilisn ege-

. Borers ﬁi‘%ﬁ sueh lirﬂi%@ﬁ pEofid p&‘*@ﬁi@%@@i@iﬁ@ that pesulis of
oaly m@y shorbabern export undertakings ¢en e forgenst with
m substestial «we of corteimty. ALl W@m@m EEd tEy %@

- ameleipate %haz.é foreign snle prices a&@. M@t@d eopts. Howevew

‘ @am eonfronted with m sdditicmsl (end wsuale

; ol ARG (inaa
CRABRRES mﬁ@ %M&%i@s} and the imbtermal pmmsmg pover of

86 339068 _m Pizally weceived. These pdditicmal Faetors

. ef m@mia‘%y F@i@%@ the Hrasgiliag M@s at a serious @@@@@%&%&m
iendven m@ which is %tm mg @Mi@m@w rospered Braziliam

@@mﬁi&me& Lrom mmma ;a&gaom}

1. oo Fimemse B¢ 10, (&«*ﬁweﬁ@m Brincoten Mwwsiwg 19%935 @ottfried
Rebesicr, “Curpeney Cenvertibility” (Vachizgion: Amcricen Hnber-
price Assocciatian, lgél%}g James B, Meade, "The Fubure of m'&ma‘ém@
8k Trade zad mma » The Three Banks Review, HY 50, June jgGiy
George H. Hrim, ~Fized or Flexible Exchomge Ratea” in Fogiowg
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export capabilities.

For all but am-tm sales, the potemtial Bresziliaa
eXPOPrter camsot Mow aceurately pre-determime the ¢ruzeive value of
his future export Peseipis and eosts, ard thus his profits or losses.
Past variations im the exchange rate have Beaxm irregulay (both im
cceurance and sige) amd, for the average exporter, unpredietable,
Noreover for any givea export wadertaking exchamge rate devalusgions,
vhen and if they oscur, may oF may not be sufficient to sompomsaite
for the risimg related imternal eosts of produstion.

Lack of profit predictability for Bracilian exports
discourages orieamtation of investment and production toward exporte
ation, and limits possidilities for eapturing and maintaiming foreign
market shares om a comtimuing and reiiable besis., As a result, it is
not surprising to find thet Braviliar exports coasist primcipally of
 traditional agrieultural produets. These produets require no mcmé
ization for exportatiom and to soms extenmt avye oftem the objeets of
price support and/or other control and subsidy. Thus mavketimg risks
are miaimized for producers. The vecent spurt (1064-66) im mamufactur-
red exports stems primarily from an internal wregession whieh caused
transTferente of existing i)’s‘odueti.ca from the internal to the extermal
market. With domestis ecomomic vesovery, the directica ef twamsfey may
be reversed -~ leading to 2 relative decrease im importamee of the
sxported share of mapufastures. The primavry sttractivemess of the
imtermal mavrket is the imcressed certaimty avising from the gemerally
parallel rizse of production eosts and sale prices. Existing mimeral
production is largely exported and suffers somsidersbly from the
unpredictadility of relating domestic ¢osts 4o export earmings.

In order to emsourage and sum at higher levels
‘Brazilisn exports of all kinds, increased profit predictability -
1s required. This objestive should be attained with use of & float-
ing exchange rate in comjunction with a tmd market for forward
exehange (see: Rescmmendation 3).



e ion,

A floating emshange vate provides ihe oquilibrating lisk

21 price systems. Hormally, a flomting

exchange rate will vary iR accordw
gomestic purehasing powers of the two momeys velated by the exchang

pee with shonges betweew the

Fate.

Hith a"@mé of imtosnel prices {escuming eomstant oxb
Mess im terme of Loreign m&ys), & wald of domestie momey loses
indpe its extevanl gﬁmﬁ@m&m :

SERRL

@mﬁm purehasing p@m while meinta

gom == 8% any gm@ﬂ exchonge Pate. mg type of change in the
purehasing capacity of dozestiec memey creourages eapital exports
erd imports of gm and services while @m@m&aﬂagmg eEporhs of
Gosl8s and sePvices. Givez this sed eof @@@@mm@s there a2 %m
possible forms of imdepemdont adjustment (shoyt of admimistvative
ecatrol). N | | -

1) If the emehonge rate is held ecnstant fi.e. & pegzed
Fate) them thers 7ill be on ocutflow of forelig: exchaonge éﬁ@ gold,
¥ith eontimwence of imflation, this outflcw will peveist wabil
1mternationnl wesewves ave exhaucted. Obvieusly, few if any govora~
ments sould (or would) pisk complete less of thelr imt

spotically, eventually emding thelv foreign twade)
in order to Baintalin 8 given rate of czehamge im face of persictent
inteorral infiaticn. Therefowre, if imflstion enduves, devaluaticas
besome imeviteble. These devaluations ave mide in opder ¢o end lose

sesorves (and the

of imtemnedticual pesewrver by giving 4o a wnilt of domesbtic money
reladtively move domestic purebhnsimg povwer. Actuslly, @@%3;&2@@1@@
assorplishes suck a changs in purchesing eapreity of domestie money .
through reducing the foreign purchasing poser component ef this
capasity. 7

2) The otker Basle forzm of adjustment is "2:.@ vely on
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automatic axchange rate voriations %o preserve that bBalance of the
domestic and foreiga Mh wing power of domontie money whieh
holds the level of irtern:iichal reseyves cemstant. This means
that in the foreize sxeba: s market the fovens of supply and demend
determine thé exebange Pa:: withous sigrifieant stebilisiny lujer
vention by the govermmeat. The ?&5&1’% of sush a poliey provides &
floating exchange Fate.
. With & floating smehange rate, interasl inflatiopary
pressures influcnce the price of foreign exehange «- and thereby
domestie prices of all imjoric and expores ~- the sSame EARNEP A0
inflation influences all [aca-eontwolled) prices of imtermslly
oupplied goods ard -,'aewi.@ 33. An i&f‘laﬁim-ﬁmueeﬂ rise in these
priees causes & fall is ¢:2 purchssing pover of & unit of demestie
morey im Both the internzl crd exteoraal saPkets.

Simultsngous 1613 6? purchasing power in hoth markets
oseura because of the aut maﬁie‘ devaluatiocn wihich holda emsi‘:&sﬁ
" the rolationship bebusen tne foreign and demsstic compamendts of
the purchasing eapacity ¢ a unit of domestias m.iwyo

Thue 1%t is seex that with contimulngz intermal imflistion
Both forme of adjustmemt iopend upon devaluniion. %The fwza{a el
these forms is ueed By Brizil and relies upoa imfrequent end rela-
tively large scale devalvitions which arc based ez adminigizative
digeretion anid usually asiée in responge %O 1@83@ of foreignr Peperves.
The sceond form of adjustzont consiste of cas comtinuving develuatioan,
the imtengity of which ic determimed automatisally by the vate of

internal inflatica without chaonge in the ecountey'’s intermatlcnal

TeBOFVes, 2

2 With use of a sh@?ﬁoﬁ-; rm seabilizing furd, & countey’s inter
rational reserve posilion could Be medifisd slightly & & 2B~
plaiped in Pert B of this Bote.
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3. . Advemteses Of A¥lnatinmg Exchauwe Rale
‘ Brazil eovld recesive many advaniages fvosm comvertlug
%20 uge of & floasimg @m&«i@:@g@ vate lastend of meimtelninmg its

present sysiem of @ pegge! cnehamge rate wilh sporadie variatioms.

Alrendy mentliconed was the sssessity Tfor providing profit pradistas

pility o esporters esad bow this gﬁ@@mai@y san be met with the
propesed flosting emehemse wate gystem. Following ave other ade
ned ané factors te be eomsidered in mshing the

vantages te be ol

8. Spesulatics « E’M%_@

zee ip Brezil’s exchange

alanse 6f BEFRIELS

problens. These probless i’:‘s:g% been signalled by Emaiz.@g iesn ef
f@?@ﬁ.m FeBErves.

Fhus GRS eoB% of @ym*&iﬁag m@ present pegged rate
gyster hae been the 1@@&; e f@mi@ exehange and gold meg&irwﬁ
o @ﬁ.@@l the need of varistion in the euchenge wate,

This signal, %xe_rstz:f@%?@m hae net »mwﬁ: reserved o agelue

sive cbservatiom of weleeat governwemtal officiala, but has beem

{almont By necessity) pullic kmowledge. Imderested persons have
beer able to de®

and with aimostd @@z@l@m certainty the @im%im of @u@h 8 shang

Taerefore speculation bar been emscuraged.

Uader She proswunt system, the sost %o o speculatop
for guessing lmscrpestly hes bess relatively smell « egueling
ecoumission charges fofsi miviey sonversicn amd possible less of
interest (ioea potumen wohumas fros investments in cFuzelres
esd in foreign emehonge). O the cthew hemd, possibility of e
spesulabor's pﬁvs@fﬁ: E@@ boen conslderable -- yanresenbting (ia
¢he typiecsl emse) the met additiemn to & specvlador’s omaswahly

ernine the Mk@lm@@@ of am exchenge rate variaetion,



axchange and then, after javaluatics, bask egain into erus:liils,

The goverzment loses what the spesuistor gaims.

Vith the cxisting form of spesulation wheFe dovaluation is ave-
cessfully anticipated, th:> governmeat gupplics domestic meney
and reseives nothing in Fibturn -« eoept for mlmmg uwea of
2 glven exchamge wate. N3 additicnnl goede o gervices o¥s FFo«
vided the domestis savket in compepssticn for the supply of
money reoeived By the speraladors. It chould therefore Be &ipav-
ca? thet the presspt Brazliliasn oxchange wate system (i.e. £
‘pegged ezehangs rates Wit sporedie devolunblons) SneouEas: s
form of spceulatiom whieh iomtmibutes %o dementic imflation
agd devaluation.

. 0f eourse the sbimulus to inflatien, deserlbod aleid,
éax be offset by mpres, Friuction im goevermmental sperdipg,
ete, However the met eff:st is the camo: & waedistributlox
of wealzh favorimgz speculiriors in foreign exchange.

Unzil mow, the surden of profiteble foreign exchapge
speeulotion has Boea borRa by the govermment, Hot omly hes the
goversmens beem forged $¢ increase unnoesessaily the domestie
money supply, but boeause of the pressures of profit opporiu-
Ritices provided Gy speculiticn the governmend has beeg obliped
%o aev*é.lue socner and We‘%a.mgz tc a .gs@%%e? dogree than
hed speculation pot exigtad.

SPemﬂa%ie@ howaver chould mot be Dlamed for thase
‘peFverse results from operatlon of the present wuxehange Fzic
systen. EBrictimg speculaiion is meraly symplomatic of the dise
torted pries relotionchip caussd By combinimg a pogged exclerge
¥eto with istermal imflation., Regardless of this inflaticn, epec-
wlation ean sorve 68 & beznefielial factor wher operative umderr ths
reconmended flontieg cumshkange rete eystem.
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Az was orplained, mjusﬁmm% to shonges in demand
and supply eomdidions im the Loreign oxchamge market wow is made
{initielly, ae least) through vaviatien of Povelgn FesePves.
Boesuse of Beazil'e sontimuing inflation, the adjustaent grdsces _
has aleo required reeurren: dovaluabiens. Ib 36 this form of dovalue
atice which makes spesuletion defwimeniel to the naticsel EGOBONY.
in comtrast, undoey a floabinmg oxehonge rate gyston ads

Justment to chamges im desend and supply cemditions im the foroliga
exehange mavket 418 made *Ezhz*-@ughvm%ma of the czehewge Fate
while forelgn resevves pouain (largely) uneffested. Beeause the

adjustnont meehanism with a floating ezchange rate has 1ittle opF Bo
dependonee upon tm&.@ ms@wes; the government cam hold & mueh
szeller mﬁ cf %Ma mae&a%s with & floa%img axchavge #ate
eystes than with o pegged wate sys'&eaa

Under Both sys%@;rgs,, spesuletors prpofit by sorrpectly
antieipating excharge Fabe veriations. in e@mm;z %0 & pozzed
rate systes; with & ﬂea%mg exchange gza*" ey&%m the governmend
does mot (cr mesd Bot) finonee speeulatora® profits. Such prafiis
may ®e oblalned ot the cxnence of other spesuisnvors whe guagead
insorrcedtly. Prismaeily, o s@ewzgtor‘s prafls represents Nils
reusrd for holdimg im the Toxm of one ewsweney Pop vhish intew
other pereoas will be wiliing to sserifice an imeveased amouwnt of
GROTHGS CUFPERTY. ' |

| An cXewple may mwify thig lss® poigt. Lot ve lzaglue
that betwoen Pewiods I sud II there was en inevease la tho srugei-
ro price of the dollay {i.e. deprsciabtion of the emem) uiader
Y ﬂeatiz;g exchange Fake s,ms@émc The Fesulbing weward € zuceesss
ful sposulstors {in She foreign exchamge mawent) is pald by those
perscas who proferred {for whatever wemsom) %o hold wealeh botween
Periods I amd IT im erupeivos - op in secther form whieh fer offi-
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gienoy required qomversiem irst %o eruselros -- BefopPs comnveralean
im Period II ¢o dollavs., These other persons were free %o shoose
the form im whioh thoy hold wealth. They sould have somverted
earlier to dollave. The not 6ost of sush & ccaversica 1f made im
Period T would have beems 1) loss of profits available fvom uses
of wealth in eruseiros mimus profite galwed from available uses
of wealth im dollawe; anf mimus 2) the imcresse in tho sruseire
" value of &ho wealth whem otated 1s dollars., The other persamn
Believed (ecrrcotly op mot) thad this cost was too high and theve-
fore held thoir wealth in cruseiros. ."ﬁhe pugcecessful foreign oX-
shange speoulatore weve willing to aceept this cost of holdimg
dollars and so in Porlod II ave being rewsrded (accerding ¢o the
value as judged inm the mawrket) for thelyr serviee of havimg held
woalth ia dollars lpstend of im erugeires. |

Sometimss i8 is suggested that spwxﬁ.a%im uRder &
floating oxehangs rate system is destabilizing ond that spseviators
ear imduce a wave of pamic Buying or sellimg of foveign ezchange.
Lot us exemine gopavately doth parts of this eriticism,

First, thers 1s mo reason to suspect that speculation
is more destabilising thon stebilising. FPusthermors, as speculators
av¥e specialists 1n thip fielid and eve dependent upon this activiwy
for resumeration, 1% ic mecesasry for them &6 be eorreet a majority
of the time. Beimg eorrect means tha®t they must aseurately antigio
pats exchange wate variatisus resulting from Torces other tham thelw
oum. Whea suseessful, speculators lead the sxehamge vase from one
equilibriue to amother. If they do mot suceessfully aatipate a
rew equilibrium cxghange rate, the original gpeculators %ﬁemelma,
or those who followed end assumed theip ecommivment, must loze. Bub
Bocause spoculators onx Brlance wemain in epeFatlon, we Bust socsums
theiy success and therafeze thely steblliging Tuweetion of axbitrage
over time among oguilibrivam cmchamge wates.



o R

Seeondly, paniec ection by the geseral publie 1m the
foreign exchange mayket sem be trigzgored a3 easily by sposulation
e a pegged mﬁe_ system &3 uvafer & floating ezchamge rade systes.
With the first ayctem, the action sausimg pamie i3 variadion of
Porpeign exehamge Fegerves; while with the scsoad syé%mg the aeticn
ie variation of the oxchamgs wate, Eithey form of aseblien eould
pronote phuie ovhich would extord the degres of vavistlor imitistes
By %:-hé original speculetien. Hewve fevlt veshe mot i spéam’.ﬂ.&%ie@
ascoelated with olther eyotem but with basicnlly uastable imtermel
conditicns which 8licw self-poeclopativg shifés in the demswd ¢o
hold weplth ip terms of <me vl of aseoumt imstead of amether,

Ie additiom, it should be reeognised that a goverme-
mabal progeam of shoprd-torm oxehinige Fate stabilization, sush 28 is
groposed for Brasil im Pavt B of Shis mote, will ‘am to dlzcourage
dectabilizing speculatien wndor o ﬁc&%mg enchangze rate systen.

B, Avbomatieity - In Brezil uweder the present pegged
exshange rate oycbem, devaluaticns ave nede by mmmmﬁm' éasi-
siea, Aseurnte determimntiom is an exeesdingly @irficult smd eome
plex task, The seepomsidle administrators must try %o estimase
future demond snd supply comditicns im the foveign exchomge Earket.
This estimation in turn deponds upon abterpis to evalunte future
lovels of import sed expert demmnde, espital fiows, vates of ine
flation aad imeome growth, imvestzcuts, eds. Thus not only smust
sdninigtrators eadeavor to pro-deternine & em&x set of eoadilions
but aloo they must &ry o devalue by that ssoust whieh Gest comforms

_ 20 those eondikions,

Primewily, declielicms de pima
have Deem dased, ol begt, o edusated guesses. Such 6 geess, although
mnle la good faith, 1a likely %o be imaeceurate <« elithor under or

ovar-estimating the desired dsgrec of dowsiuaticn. Umderesstiontics
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for a given 308 of coadit ons inplice coniimved loss of imiaEg-
ticmal reserves awd neevssity ‘fe@ one oF more further develuwnbvicss,
Or the other hand, ever-esiimation ef tho degroe of devalunblem
couces ar iscrement in imtomaliemal peserves whiech is wmdosived
(othexuwise 1% would hove Hoon plesmed) ot the related eost of
deorensed imports and iﬁﬂﬁtmﬁseﬁ interpnl inflelicnary presiura.
Gorrostion Loy ovar-csiimniica can be aé@e by deercasing the eru-

- %eiro price of foreign exchange.

The problem of dotermining the proper degree of davwlu-
atios in Brasil ic megeif.cd by the intermelly gomorated ingintism.
We have seen that & serlel of adjusiments might be reguiral Dofore
obtaining & pegged oxehan:o rate whieh imdepomdently equilibrates
supply and am@ p i the loreliga exemg@ mavkes for & glym 0%
of gonditions. Housver ¢/im though sueh a yate is found L% will
only provide for a showk Jupiod of time the desired link botusea
internal and exteraal comiltiozs. Inflation cwrenrtes ney 3ebs of
conditions whieh im turm require new rates of exehange. |

Coaditions do mot emist iam Bragil for adminigten-
tors %o detmﬁ.m somplisteitly the proper degrees of devaluation.
Costs of this imadequasy ave been mmm with respest o uwadar
and over-cetimation. %Theis same costs osewr vhenever the omchomge
rate doos not squal the ivdchendont equilibrating level «« thad is
whemever the pegeed ¥ate 13 undor of over-wilucd. Admiploirativs
rovement of the méhmc rade boward the equlllibsmbimg loval reduces
these eosts. The questic: is not vhether the movemeah choxld fake
‘place but how, The feult sith adninistrative sction is thab it is
imcapable of offieciently roaching and mainteining the proper ogui-
1ikeium ate. The degres of inefficiemsy mssoeiated with adrimise
tvative adjustment is messured By the sosts repulbing from pogging
exchange sates at levels divorgeat fvom the lsvel of the iméepen-
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doat equilibrating rate.

Use of & floating exehange ¥ate is free frem adalalistras
tive dceision with recpest to exchnuge wate miaﬁm. Tho meyket
forees outomatically deteruine and aaimaia the equilileium exchange
Fate eo that the ceomemy suffers meme of ¢he sbove meaticsed ceste
asecelated with uge of ¥ho pegged swehange FAto sysbem.

There is poseibiiity of anm additiennl cost whew aduinis-
‘tmﬁ% digerotion dotormines dovaluntion. I% wes mxplé.imeﬁ how
with use of a paggera axchnnigs vate systea spoculators eas prolit,
%o the weot of the ccomamy’s detwiment, by Gorrectly antieipatiag
develuation, Informatica nbout & futurs devaluation if eoming
from an auéhwﬁmmw gource ean remove relaled risk asd shevrshy
. B ul&;tié& whishk
in¢reases the eost to tho zoverament for o glven develvaiiom.

greatly encourage this undssizable form 52'.

Sometimes stroag pressure cia be applied o responsible officials
%o divulge cuch sarommeton. |

In émmt, urdew _zhc?- proposed ﬂ@azm exehawgs ¥Fate
aystem there nced be no foar of laformmiich losks and SeEFUpbioR
in govmem: conserning sxchange Fate veriations. Sueh variations
ave dotermined im the foee Wm‘é, which offurs %O Qveryene Bose
eidility of oqual pavbisipation and doss mod provide goverwmental
offielals with apeaml pivileges %o &as%ew@

e. Absorption of Exteormsl Ieflucmees - A fleadimg
exchange rate system eushisns the domestie esdueny from ahaske
whieh origimate exteormally. Otherwice wndier & pegged Page aystea
thece shooks ore tvammmiticd to the domestie ceonomy in full fored.
Advantage of & flcating Fate over & pegged m%@ in sesing intowesl
sdjustment to shamges im erternal cosditiens bBecomes evident when
- ‘we compare the procssses of adjusimaend under ‘oach Lype of axem@
rade syctea. |

Let us suppose that they is & snﬁdm. grop in fm:i@



demand for Brazilian experts. The recultimg fall im Bragilian
exporks is less under & floating axomc vate system thom tsrah"
use of a pegged ¢xchange rate. The drop of denmand does mot altew
tho peggod rate, but dees effoet the floatimg wate. The fleating
rate depresiates (i.o. the cruseiro price of forelgn exchaugs
Piges) so that Bragilian exﬁms m‘m gheapor to fowreigmews.
cmequmtly after o given veduction in foreign demand, Brazil
axports mire 5 waing & SN Ssatent oF & praged susheigh Wse.

With o poggef rate there is nmo voviation im the ggu-
80i¥0 price of importe -- unless the foreign axehange prige of
imports changes. Thorefere, there is o Stemdency %o sontinuve im-
porting at the same rado -- modified omly By loss of inecme Ifrem
the export sestor. Obvicusly as Brasilian expovts £all apd im-
porte. continue at Yhe previous pase, there will tond %o be a
‘defieit im Brazil’s foreign trade and balawce of payments. Fhe
Burden of adjustment Pests fully upon Braszilian iscome which, de-
eause of dowmwmrd inflexibility of imturmal prices, could declime
by some multiple of $he ipitial decline im exports.

Declimo im fopolgn demand fop Brasilinn exports
sauses depresimtion of a fleating exchange vate which raises
the eruseiro prige of imports. Thorefore Brazilisw impowts de-
ercase., Correspoadingly there ic some inmerease in doemend fop
internal products besause of the. shange im Folntionship botuwoen
intornal and oxteosmal pPicees, as expressed in oruceivon, Fhewre

3. Here we are aiecuaaim, exports gquantitatively. The loporiond
meaoure of is foreign exchenge. Fw tho situatien
deseribed in e, foroiga exchamge anport carnings will
be greater under a floating exchamge yabe wnder & gegged
vate for all products for whish ¢he forcign deomand (im
exchango) is relatively elastie with wespeet 4o pﬁw@ ec;ffee,
and posgibly sastor 0ll, are the caly EBrazilian expopis fop
which this demand comiition may mot ocgour. Coffee tiom
is subject to spesial controls whisgh ean prevent rela
axport reseipto fronm Lolling if they would otherwise do go
because of employing ¢ floating emshamge mta.



| ocours mo defieit im Brezil's balemce of payRents Bosause of
iho eutomatic adjuetment yrocess with use of & floating sxehense
Fate. As &S mmz;% of this adjustment, Dragilise impord

mere and Brasilien emport: fall less then with & pegged e

rake, Im M@i%i@éﬁg BNk

351 ine losone and moSd mmlg Al@m@

degline less with the ﬂ@“mﬁg exghenge mﬁ@@ L
The abselute differenss im ﬁaec&% ém@.s,m@ %‘%@?@’;@ Bes
af me&%mg and pezged oms m@g@ m%es gould ‘é&se @mm@m@&@g . Thae
imidial m_ ir domsstic lzsome @‘m@mm ef the suviocmomsus Lall -
1n externsl demamd for Rersilian exports) 16 lese with & flentisg
ezchange vate tham withk o pogged emchamge ¥ate, This obtaime be-
eause, os was meetioned, with a flosting @zgkamg@ g%;%s' 1) ezports
£all less ead 2) there is substituticm of imbermal Gompnd awny
from lmporeés %0 &mﬁi@mﬁ z:@@ﬁu@@a g@@éa asnd aawiee@o
|  The meve iaflezidle dowmmed aro intermnl prices %ﬁx@
m%@@ vt be the addisicnal @@@mma &g @aas@%i@ impoae whieh
%eul% fren the resipressiing extermal end lmptermel m@@m @Mé@
set im motiom by the erigleal deerense im foreign dememd for Hsa~
gilisn cxports. Also with these imdueed adjustments, imeowes will
B less effestod vhem She Ficating euchemge wate is used, Fals 16
Be bosause the ﬂ@s@:&i&g cnoheige Fate mta@g Tiezible the on- '
dermel prices of all gesds shether oF R thay ER eigid
Rl prices, while €ho pogged vebe iramsfers lntormol ise
Flexibility direstly te tie aztermal marhe.
In thie pert of Hobte 2 we have zo favr gompared in-
serral rescticas to am eufancmous Gesresse in ewtermal doueud
for Brezilien mmﬁ%; '@é&@ﬁ, o8 the othop hand, there ig am

-@u@@ﬁo@m&a igerease iz erteymal depmrd fop Brazilism
%h@ ’»‘«3?‘&,& )3
wa have Jjust dissussed, @ié&ﬂg @@ shall 2188 these wensticas.

repgklions &m‘ @g@@%ﬁi@&lly cppesite to those m’hm%

With & mgg@é evehange rate, the mw%%ﬁ Gompad
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for exports valses Drasiliam imcons -- which cem be imfiaticmawy
if there results a surplus im the Evaziliam Balance of paymsate.
Bith & floatimg exchamge ¥ate the imsome ¥ise is less, and Desause
the eruzelro price of feoreign enchange ie lowersd, imports are
groater aud exports ars smaller thom with o pogged exchaage rake.
The gubomatie adjustzent proscss umder —a n@é‘%i% exehamge ¥ate
syctem keops the kelanse of poymends im eguilibeium so %hat,
there will be neither am inflation generating surplue woP &
doflntionnry defieit. |

Iy gumeary, 1% hao bean shown that use of a floatisg
exchamgs wate, im compawisom with o pegzed mats, reduces damesgie
ineome variations wvesuliing from extoraal iaflvences.

¢, ewpleamw:wy With m@zzml Influcnees - Im
the pFevicus w% ve revicwed the mosmer Ly which extormal imflu-
enges ave tremsmitted %o the dozestle cooreny im relaticm to the
type of ezchange wate employed. Xu this pavé we sh@ll examine
the rolea of these exshamge ratos im assistisg the domestis ceo-
Rowy to adjust to imfluenees vhieh owigisste intesmally.
| Lot us fivet suppose that Fraril is expericasimg am
é@mme Teecesion, Fovs the goverhmemt seeks 2o stimulate resev-
ory by ome o mope of he usual nethods, i.e. inorcasing its
exponditures, redusimg tames, providing cheaper and more loameble
funds, ste. Ap reoovery commsmess. thore ic an imeyense im Bra-
 #iliam domend for domestic products smd fo@ imports.

Rize im demand Por domestic products causes tremefer-
ence of sowe Brapilism output from sale inm %he oxport market to
zale in the indtorpal market -- waleh lowers anport eavpirgs. With
& floating exchepge rate thia tranofercepse will be less than
vith a pegged rate berause as export envnimkgs desline the fleatimg
| exehange rate dopreciates {i.e. the foreiga exchasge priee of

eruseiros £allg) -- thus making Brasiliam exports more attrast-
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ive in torns of thely fereign mﬁwg@ pFieas,
Mgm@m%ﬁ.@ of the ﬁ@@%ﬁ.&g @mm?%ge Fale 8180 OReuEs |

{further retarding %m @lm@} osause of the imepessed Brae
A gﬂi@'@m for isporte. Therefore im the prososs of Peeovery
. a6 any income level, less is imported and move is esported with e

floating enchange Pabe tham with & E@gg@@ enchange rate. For a
| gmea adimuius, @em@gﬁ.& FReOVERY iz faster and lavger weh &
ficating exchamnge Fate ¢han with a pegzed vete Becruse widh %%1@
:fm Fate img@ﬁ imem m.j@@%img {£rem é@@?’%ﬁ) desline ve-
- latively less while m&w@ﬁ imeome leskeges f fm i@a&‘%@) ipe-
- ereased relatively 1&% %m with & pegged wate.
Hoxt, let us &m@e&@ %&2@.‘5 Brosil ie auffering Zvaes
vernment eadeavers 40 reduce imfiation By

: e@?@@@ jefisticn. The gov
ens or meve of the traditicmal meams, L.9. Gecreasisg i%e ex-
BeRditures, simg tames, Feducimg the supply amd reisimg
the cost of loomeblc fumds 3@&% the mm% seetor, @%e‘g As ve-
duetion im tho vate of imflation gommenses there ic & desrsase
is Brozilicn demspd fep domeetie products emd fop Wao%
Desresse in Brasilios & cand for domestie produets |
eouees tremsfercnse of Some Bragilian culpud from ssle im the
internal markot ¢o sale im the export marike - which imereases
oxport earnings. %s'im a 'ﬂ@mm exchenge Fate this ‘éz?me&‘we
enoe will Be less than with o pegged rate becnuse ag eEpol '
@ammgs irerense, tha ficating exchasge Foke a@mi&%m {3

LREPER

e, the foreige amehenge prics of eruselres wlges) - thus make
ing Bragilien
ehange prices.

EHPETen ieas &%m%vé i terms of Perelign €%~

339 Aetusily . maa%ﬁy mm 4 5g 28131 wiging but ot incrensisgly
glower Yates s0 that domend ean be theoughd of &g doersasing .
velatively., Fer eage of m@ai&im %Eze following dissussicn
iz this zjgi of the %ext copsesn nagos caits the termis)

ralative Zhe feRP e@mmaim @s; obtainmed from enelysis
of copditions eomtsining either relative o sbsolute ehanges.
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Appreciatiom of the floatimg exehange rate also oceurs
(further limiting export imerease) beceuse of the desreased Bra-
2ilisn demand for W, Therefore in the process of reducing
inflatiom at amy imcome 13vel more is imported and less is ex-
ported with a flcating :iahaﬂgo rate tham with & pegged wate, Fopr
ary givem effort %o reduss imflatiom, the rmesultimg reductiem 1is
faster and greater with & floatimg exchamge wate than with & pegged
. exchamge vate besause with the former rase, lnduced mometary imjecticms
(fwom exporters’ sale of their forelgn exchange eavhings) are less
while imduced momebary lezkages (fwom imporiars'! purchase of foreign
exchange) are mowrs thaw with & pegged exchamze wate. |

IR summa¥y, we can comelude tha® use of a floating ex-
ehange rate; im sompariger with a pegzed exehamge rate, facilitates
govermmental efforts to ésorease imflationm amd/or to stimmlate
econowie Yeeovery.

B. Direet Governmental Imtervemtion ®o Influemce Ihe
Impact Of Sudden, Unamtieipated Rate Chamges Aed
Should Hever Bec Used To Impede Basic Gemeral Trends
A Short-Term Exchange Rate Stabilizatiom (STERS) fund chould
be ereated and administered by the Bragiiiew Cemtval Bamk. ‘The STERS
fund would ccmtaim foreicn ewehamge amd cruzelros which would e
plaged for sale im the foreign exchamge market accordimg €0 & pre-

determined formula.

. The STERS fwrd and its method of use would coagwisec
the enly system by whieh the governmest participates im the fo-
reign exchange mevrket foi° the purpose of imflusnsimg the rate of
foreign exchange, The automatic fumetionimg of this system almost
elimimates meed for persc:al diseretiom, possibility of mise
management, and imducemen: to corruptiom,
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ne system is decigned 0 remcve shayp, shori-term
flustuatioms of the exebasge rate while mot interferrimg with free
operation of the forelgn emshangse W’m‘% {as deseribed in Note 1)
e with the gencwral werds of that morket. %Tahe sysbem fumeticas

ae follewuns

1.

The S%S fumd should be formed with 30 milliem dollaws
vorth of foreignm omshergse plus an cgurl value of eruseiwes, Later
the wluee of forelgn exchowge aud orumelrs ;
fiod waer the fumd's yeguirements besome appesant from actual
eperation of the syatenm @@i@g proposed.

2.  Opevatiea Of The Fund

In cz*ée@ %0 Paduce widesirable em&m@ rate fluctundions,
‘@h@ STERS fund ska»ml& b mployeé acegording %20 *i:!m follewing fopmula.
Thls formula is baced &n %he éegma end pabticrn of exchamge wats va-
Flations per wslt of time® snd is susmerised im Tsble I,

12 the exchoange rate varies 1% withim a four howr period,
the fued snppliés up ¢o five million dellars worth of foveign ez~
ehamge (or the eruseiro eguivalent) befowe the variation is extended
iz the same direstion by anm additienal 18 im the specificd howes
 followimg the imitisl veriation of i¥, ets.

An onample will help elaﬂfy this cpevatiom «- which ig
typieal under the formuls being prosested. Suppose Shat cme day at
8300 hours the exshamge wvatc is Op$2,200 - ©8§L, Dewanmd for forelgm
axshenge inereasas. The cruzeiro prige ef faweign uémage ;-:lseeo
A% 11300 hours $he same day the exchamge wate reaches Cré2,222-US$L,

5. The fund is used €o cownterast the divection of erchamge ¥ate
variatioa, Therelfore when the exchamge rate depreciates sio S
the eruzeiro price of foveign exchamge imeranses) the
sells foreign cRchango for eruneives in the foreig: exchargs
merket. Or the other hawd vhen the exshamge rate sppreciates

.6, the gruseirc price of forgign exchamge docreases) the
d buys foreign exchange with sruzeiros.
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| which means that the exchange rate has depresciated 1% withim a four
hour pericd. HNow foreigm exchange becomes avsilable from the STERS
fund i order to prevemt the exchange rate fyrom risimg to Cr$2.244.2-
US$1.00 {that is, 1% above the rate of Cr$2.222-US§1.00) im Stage

II (Sees Table I).

Because the imitial depreeiation oucurred withim & hours
of Stage I, the time pericds of Part a in Stage II ave to be comsi-
dered mext. The Lirst tesk is to preveat the additiomal 1% depre-
siation defore 1500 hours {i.e. withim the first time period of
Part a which covers the ti?at four hours aftor the exchamge rate
eaters Stage II). For this task 2 milliom dollars® worth of
foreigm exchamge are avallable from the STERS fumd (ses: lime 1
of eoluma By).

If the 1% depreciation limit of Stage II is not reached
By 1500 hours, them the time limit is extemded 2 hours to make
a total of 6 hours for whish a total of 3 million dollars is mow
available. This sum imsludes the 2 million dellavrs allotted for
the & hour period. For example, suppose tha® by 1500 houws the
thulgo rate is Cr$2.235=US$1.00 and that 1 million dollars has
already besa supplied from the STERS fumd (simee 11300 hours).

Yow an additional 2 million dollars becomes available for use iam
preveating the exchange raie from reaching Cr$2,24%4,2-US§1.00
(that is the upper limit o Stage II) before 1700 hours (i.e. &
hours after the exchamge rate emters Stage II).

The time limit i3 mext exteamded to § hours and am
additional 1 milliom dollaws is added %o the unused reserves
avallable in Stage II, if the exchamge rate has beea contaimed within

6. Por eomvemiemee, the foreign exchamge reserves of the STERS
fund will be defimed in terms of US dollave,

!ho amounts of momey beimg cited here as stabilizing reserves
are employed primarily %o illustrate fumctiomimg of the pro-

&cd system and do mo%t specify noccssn’ily the met size of
fe reserves t0 be usad,



TABLE I

EXCHANGE RATE STABILITIZATION FLOWS FOR U3l WITH THE STERS FUND

‘1 = The length im te ms of hours of the imicial stege
during which the exchange rate moves in omne dircction
by ome perceat,

Aa. AB’ Ag, and A5 = The lengths in verma of hours of Stages
II, III, IV, and V during which related amounts of moneys

{Columns Bzoo.,ns

change rate within variatioms of 1%, 2%, 3% emd 5%
respectively.

By, By, By, and B,

Stage X Stage 11 Stage IIIX Stage IV Stage V
(%) % *t2s) 5% %)
L. A2 1B | A | B | M | B | b5 | B
5 3| 2 4 4 B 6 5 8

" 6] 3 8 6 8 8 8 10
18 .} i2 8 12 10 12 12
12 5
6 { 6| 2
bi8! 3
12 4
8 { 8 1
e .
- 112
12 afie] 1
12
mrc:'P = °
Keys

] are avalleble for stebilizimg the ex-

= ''he amourts of foreign excheange in terms

of millioms of U.' dollers = or the eruzeiro eguivalents

which are avalla le for exchangs Pate stabilizatioa.
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the six hour time limit, If the eight hour time limit iz held,
" them the time limit 1s extended to 12 hours with the related
inocraase in available reserves.

After the exchange rate has been in Stage II for 12
hours -- indicatimg that the additiomal 1% depreciation has mot
ocourred -- the exchange rate reverts to Stage I.

Ir homnr in spite of the roroign exchange imjeetion
into the market the rate depreciates more thaa 1% during Stage
II, then the exchange ¥ate eaters Stage III. Regardless of the
time limit being comsidered in Stage II, as soon as the 1¥ de-
preciation occurs, the exchange oheors Scage III.

In Stage III the depreciation level is 2% (or Cr$2.280=
=US$1.00) for time limits of 4, 8 and 12 hours (Column A;); with
the related available reserves (Column 33). ¥When depreciation of
2% ocours in Stage III, the exchange rate passes to Stage IV
(which allows a 3% depreciation) and then possibly to Stage V.
The method for using the STERS fund for dampening depreciation
in each of these stages iz the same a3 was explained for Stage
II. .

If in Stage I the exchange rate depreciates dy 1%
between 4 and 6 hours, then Part b is used for Stage II. Sini-
larly, when in Stage I the exchange rate depreciates 1% betwoen
6 and 8 hours or 1¥ betwocn 8 and 12 hours Parts ¢ and 4, re-
spectively, of Stage II ave employed. When the exchange rato
passes to Stage III and numerically higher stages the same sets
of time periods and avellable reserves are used for all situations
regardless of which part of Stage II was last coperative.

The preceding explanation has described operatioan of
the STERS fund duriag depreciation of the exchange rate. The
same operation should secur when the exchange rate appreciates
(i.e. whem tlie orugsiro price of foreign exchange declimes) --
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howsver, instsad of selling foreign exchange for cruseiros (as
with depreciatiom) the fund sells cruzeiros for foreign exschange.

Whenever an exchange rate failszs to pass to & numerical-
ly higher atago.r the exchange rate reverts to Stage I. This
meane that after an exchange rate has remained 12 hours im any
one atage the exchange rate, if not already there, is next placsed
in Stage I. Moreover, with change in direction of an exchange
rate movement, the exchange rats is placed in Sctage I. For exam-
Ple, if first the exchange rate is deprecliating and thea staris
to appreciate, the exchange rate moves to Stage I. .

The STERS fund is inoperative whea the exchange rate
is in Stage I. This means that in Stage I the axchange rate can

vary by any rate less than 1% per 12 hours without governmental
| iatervention.

It is possible that in an extreme situation, variation
of the exchange rate exceeds the limits of Stage V. In this case
use of the fund iz halted uatil the rate of variation declines
surﬁciently to peramit continuance with the atabllizing process
according to the formula Just described.

3. Ad;inismtion Of The System

Adninistntin respoasibilities for operating this
system consist ofs 1) okserving variatioms of the exchaamge
rate, 2) acting accordimg to the formula, snd 3) supplying
stabilizcing reserves in the proper degree within the spscified
l1imits. These activities should be relatively simple and
in time be reduced to a pattern of almost automatic reaction
to changes in the foreign exchange mrket_.

Observation of the forsign exchange market can be
meintained through fregquent telephonic contact with seversal of
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the banks and offices most active in foreign exchange trensactioms.
Arbitrage by d#uch institutions and private deslers will keep the
exchange rate (with possihly some differences of buying and sel-
1img spreads) the same thioughout the counmtry, and in comformity
with exchange rates in markets outside Erasil.

The ecruseiro should be measured simultaneously agalnst
several leading forsign currencies: U.S. dollear, West German mark,
Emglish pound, and the Swiss franc; in order to insure that sta-
bilizing is consistent wi:h all of these dasic quruncicsc In
other words, an iadependei? change in the valiue of one foreign
currency should Mot requii*z an offsetting use of the STERS fund.
For example, if the BEaglish poﬁud is devalued, the new exchange
rates dbetween the US dollar, German mark, etc. and the English
pound will determine the new cruzeiro-pound 1m.te of exchange.
Disparate cross rates will be climimated autormatically by arbi-
trage and the governmeat 12ed not comcera itself directly with
this activity.

The previously isscribed formula pirovides the outline
for governmental stabilizition of the exchamge rate. Anm adminis-
trator needs only control the flow of stabilising ressrves within
any set of the relevant limits provided umder the formula,

Probabdly, the grreormment will smot e required
to enter into stablilizimg activity oftem or %0 & substu;\tml de-
gres. It is unlikely that the exchange rate will vary at a rate
equal to or higher than 1% per 12 hours. Knmouledge that govern-
mental stabilization would begin whea varieilon rsaches such a
level will by itself inducz speculators to act in a manmer which
tends to reduce the rate > variation to lesi than this leval.
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ean insure minsﬁ ungxpeated d@elimas in fw&m prices of f@mi.gn
exchange by agming to sell their futurc expﬁrﬁ reeeip%m m x’mign
exekange at given prices. Thue it can be sesn that a gm% -
advantage provﬁ.ﬁeﬁ by Lferward excbaag«& is mr@ve& predi@%&hﬂiﬁyo
... Costs and re»eip%ﬂ assesiatod with in%era&éi&n&& trado gan be

- d&teminaé at ea@ %ima in terms of tm sam: »,@i:; of a@emﬁo N

' Mailakility oz forward emhange &M@ eneoumgel i.nmrw
'm%&ml fﬁ.meml Beveronts, A f@mrﬂ ex@ksmg@ wket m Bmzil
mcmm atimulate mﬁ iaﬁme of laanaale m&s for two mamg

Firstg “fligh% eapital” haﬁ lage aad ean 1eave awazizfﬁ

under present mafﬁ.eisl” arrauseaenﬁs. Hnea of this wml,th

retention in %m of foreigm maeyg (h@m ?wkh outside ané ingide
Brazil) results Zrom uncerininty abows tutar@ Brazilisn paliezejg
'mepee?,ing ea.pi%al onﬁﬂw and the exehanga mmo A fomam m@&m&

market overcomes such meewmiaty by pmviding wOANS ai’ imauz*ing in

| the present the. eenditicns Yor future amey eﬁnwersiono ﬁzemfore,

it is believed tlmt a forwsrd exchange market would eatm a zaet
capital inﬁ.ou mm Brazil Ly provming the gossibility mr
mmtaeing capital ma%nm* at a praaaete mmed rate @ﬁ @:&h&ag@

Seeond, with ?.he wuggested mmmi. @t S.ntem% mtg

eeilmgs, the in%ems& rato differential Bc%wesn Prazil and px’imiml

internaticaal e&pi@a& m'a-s shonld be aufﬁeientlg iarge to )

. attraet foreign jhem leanzhie fusds %o Brazil. Foruard oxchenges

| provides pe@zaibn%y} te iy the cest of push travrcaetiens by e
slimipating the risk asseeilnted with .mﬁm é@;ﬁ;veraien fron

eruzeiros to foreign omshange and this will cncourage & not eapital
inflew, |
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C. Use of Forusrd Exchange in the Forelgn E

It iz of valus to examine the reiaﬁﬁomghip am@hg the59§ot
{foreign exhange) rate, the Porward @fafgign ezehange) m&t@, and
interest watesa‘ Foy exampla, an 1mpew%er hes three bacis possibilitxeﬁ
of asticn, He can make a foyrward ex@hanga eamﬁraet apd ﬁhezeby he

;. ecertain of his ewureir@ eoat of imporks, If havav@r, %h@ imgor%er
. thinks that the forward rate is “tos high” ne ean amm 3,) buy ‘spot

foroign exchange vhieh ke heolds er iavaa%a an%ii tine wkangpayment ef
-imﬂsftﬂ iz reguired, or 2) wait, h@laiag cw investimg him cruz@ifas,
gnd then buy gpoﬁ foreign exchange, when impe@% paysent . 1@ duau The

torm “too high” wefors to tho relatieachip botwesn the ecs% af

oo forvard exehange aaé the e@aﬁ(s) of one oy both of the al%@rnativea

ff; gnat deseribed.
‘ Imter@st fren several mafkats may %e veadily available
te the 1aparter. Eb can either loan aia fundﬁ in the hems maxkst, or
in the market of the eoantry froa wnieh he iﬁparts» oF in & thied

market. Loans te the first and third markats reqsire 1&tar convetnien
to the foreign exehange needed to pay for %hn imports, .

The following two cases illustrate the basle sensiderationn
eonfronting the importer. ‘

Pirst, suppose that & Brasilian iuporter owes an Ameriean
axportor U38100 in one menth and that the wpot and one m@éﬁh”
foxward rates sve . US$L.00 = Grd2,000 and VS81.00 = Cr$2,050, re-
spestively. Purtheymore, auppoze that the interest rate in Brazli is
3% a month and in the United States ic &/2%:6 month, The iwmporteycan
bay nots US$99.50 vhich when invested in ﬁhe'éhited States will be
worth $100 in cnc month. At the spet zate this will cost Cr$r99,000.

T the opot rate is aloo US$1.00 = Cr$2,000 in the future,
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them the tapbrier meed invess in Brazil ealy Gr{1gh,175, %hiémﬂi§

e moath will greu to 6x§200,000 - o encugh 4o buy the needed

8100, Obvicusly in this gaso the iwperter weuld ehoose %o imvest

in Brazil and not centrast Jor forward exehargh but walt and Buy
- ag '%h@ future spet rate. Homver, the imperter dces not knew in

advance what the future 6pos rate wiil be.

Smpp@am for the necnd crse, that the future gpot rate is
841,00 = Cr$2,055. &E%mg@ ¢the i@@aﬁ%@ﬁ* éhn pain 3% imteraest
&fm@% mée@‘tzing in Brazil, m‘%‘*m”am@ 1@@@ 2 %8 during tho same
# %ﬁ.@@ b@@ma@ of @@pm@i@m@z of the spot cxehanye mﬁam Bow the
i@@m@r must invest @E%l@@, 515 in Beazil in-owder %o gain the

quantity of eruzeires ﬁ%@gauﬁ.z pd %o Buy 81090 8 time of impert paysent.

in %ﬁzm 5@@@@@ eaiz, the imperiewr E@% tus @@%%iliﬁ%
w&am& are @@%@E ﬁmé&%’mg in Brazil and waiting ks %@y
f@mﬁ@ %@h&ﬁg@ @ﬁ; the futire gp@fs Fage. Ho epns 1} buy @@e}%
doliars vhich he invests (es in tho £iret @a@@j at the esat of
Er$199,000 oF 23 gontragt t¢ buy forward exehangs and imvest im
- Brazil, For this s@@@@@ pofsibility, the impericz's esst @@@%&8 %&@%

%@@mﬁ of eruzeires which when invested for cne moath will grew to
| é@@@@59@@@9 wmg@a is the prise of $100 under the forwerd eneheng

@@m‘%m‘%e This @@@% equais (r$199,029 - whish i3 @m@%&y nighes

than the eost of buying gpct f@mﬁgm

LG

6 AR ;;1 2 ‘Q%@ ©

Heny lsperters end @Rg@m@m have neither tim@ mow
_ inelination Yo exemine esreiully all oppertunitlcs for ebtainisg

% ! -
BAxiouwm remuneration from tre of their funds under such eonditions

s
as deesribed in the fevegeing @m%@e Formally. 1t is nonesemsary
for them te de se. There it a strong meviet force actimg %o egualize
'&}h@ returng from @?&i&&‘ksi@ f@@@mmﬁﬁi@@o Thir sguilibrating forec is

. arbitrage. Spesialists in ile Brazilisn fevelgn exehang

o @



dealers and speculators), m>iivated by inecentive for personal prefi#,
will conduct arbitraging aciivities in a manner whieh tends to hold
the interest rate differentials between Brazil and other ¢ountries
equal to the differences bei:een the spot and Forward exchange -ntes
for the moneys of these oth:r countries,

lat us now examin: the nature of thia adjustment m@ehanisu
u\d see how through arbitrazs proﬁts from tho variocus pcuihumiea
of astion are oquuzod.

Suppose that the asnthly iaterest _.'-__'xfatea are 3% in Brazil
and 1/2% in the United Stat:s and that both the spot and forward
rates of exchange are US$1.2) = crsa-,boo. Helders of doihn will sell
spot dollars fo: eruzeiros 12d contract to iuy Zorward dollars with
‘eruzeiros. Because of the Laterest rate differcntial loanable funds
are moved from the United States to Brazil (or from dollar investments
'~ to eruzeiro investments), Az a renuli, the interest rate in Brazil
falls and corresponding upward pregssure is applied to the Iniercst rate
in the United States. The g:» betwaen the interest ratén RRPSONR ,

In addition, the iacreased demand for spot cruzeircs
depresses the spot eruzeirc price of the dollar. Similarly, the i
forwvard exchange rate of cr:izeires for dollars is increased.

Continuing with our example, Suppose that (because of the
flow of funds) the mte:';at rate riges to 1¥ in the United Sitates and
falls to 24 in Brazil while the spot rate deelines to US$L.00 = Cr$1,990 |
‘and the forward rate rises o US$L.00 = Cr$2,020. This means that in
one month $100 ean earn $1 in the United States or can be exchanged
for 199,000 eruzeiros whick »ill eara Cr$3,980 in Brazil. Under
forward exchange contracts, now available, the 3100 worth of cruzeircs
plus related earnings of on: month in Brazil can be reconveried
into US§101.47, which represent A7 cents more than could ke obizined in
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the United States during this time, The flow of leanable funds to
Brazil will continue until the profit differential betwesn the two
morkets iz eliminated - by decreasing the imterest rate spread and
irereasing the spread between the opot and forward exchange rates.

Thic example 8 simplified by azpumption of equal len&'ing‘
cpportunities in both markets and lack of transaction mfem
Yeverthelesc the autcmatieity eof tmﬂ adjustnent process ~-ahw!.d be
evident. There 1s no need for (and in fagt there chould not be)
governmental intervention. Brazillan exporters and smperters galn a
stable relationghip among profit possibilities whieh easily enables
them to utilize forward exchange for improving the predictsbility of
their trading astivities, In aldition, for the ressons expressed
earlier, the adjustment process threugh use of forward exchange will
mEnke an mereased. supply of loarable Pfunds available to the Brazilian

capital market,



(Alﬁmﬁ ive to neemmﬂaticn 2)

This note explainc operatiom of an alternative exchange rate
poliey which sheuld only be considered if the racesmended floating
exchange rate polisy (Rescm:rcndatien 2) is not adepted,

It was explained in Hote 2 that om0 isportant advantage of the
floating oxchange rate is a:icastie adjustuent for maintaining jatermal.
purchasing power of foreign cayned revenue {given constant .ﬂ@m& | |
eenditionz), Howaver with Biazil's centinued use of a p@gged @xghange
rate and until Brazilian inil.ation 18 slmest climinated, anether method
is mquiréd to preserve the «omestie purchasing power of ,m@w
reveare in & pmd_i.etable an(l conpistent manner.

¥hen the peliey of a p@ggea mmnge rate auaﬁ be perpstuated,

it iz susgea%eﬂ that acaeta:y adjuamm%a be mede Fop rolating wpme%

earnings t6 changes ezf inte:nal produetion eqst&. Fmeae at justments |
would permit continuence of cxzport dé?s.md profits im real cruzeire
terne. Bosically, the syste: being pmpem&hem provides et eae
U.S. dollar carnsd from expirts, vhen converted lute eruzeires, would
‘be akle to buy (im Brazil) (ppreximately the ‘same eaum‘tiﬁy ef preducticn
gosde and sexviece Crom cme roried to the reaxt - i&a spite of Brazilian
inflation. In other wowds, ae purchasing pewer for profuetion ieputs in
Brezil of export earmed forslge exchange be held (fairly) eenstant.”

.‘ 'ﬂ, Sone allowance might be sade for changes in the real velve {o¥ ’p@?@ﬁégy
ing power) of Porcign exchange. If desirved, the sﬁgg@s'é@a systen can | _
be modified ¢e include such en adjustwent, However for ot least the
near future, demestic purchesing power of fovelgn exchonge will be |
influenced predemlia@els by variations of internal Brezilicm eoste

and it is here that attertion to adjustment shoud be eoncentrated,



This condition means greatly increased predictability of export
urnings which in turn ahenl-:! stimulate exporta (as is oxphined 1n a
Note 2).

The wathod of provlding this increased predictability
consists of varying the eff:ctive e:port exehange rates. i.n ecm:x 3mity ,
with gest eondium of domestie prcduetioa. Efteeuve cxehange mtz |
equalg the mtuy rate uszd for eonvauim or forelgn exehange to
cruzeiros plus .d;ustnonts for spoeial. oxpett taxes and bem:mta, ete,
(1.e. the number of cruzeiros setually obuiand from sash dclm_fs
worth of expm-) :

It is sugzested that an export bms or tax b@l_"gi;aeaas on
.- exports in order to equate the cost of pvodnetima and tho fohggive
- exchange vate morﬂins to a base ra%l:‘,io,f l'le'r']ompla, 12 nm'eanbafé 1965
is taken as the me period, then the effeative oxeh?an@ rate and
production eost ave each aczigned the index nusber of 100,

Let us suppose thsti between December 1965 and July 1966 the
effective export exchange sste remains at 2,200 cruzeires per US dollar,
while during the same pericé preduction eosf_l rise 20% making
the index number 120, For ihis situation a donus of B20 cruzeires is
given for each doliar's worth exported in July 19656, In oﬁhor
uordl, this means that the affective exeha.ncn rate Tor cxpoges riges ¢o
2,680 cruzeiros per US doliay .

If in the forsgo ng mh, the effective oxehmgg rate
wers Or$ 2 500/dellar im Juiy 1966, then the benus would equal
Cr$ 140/doliar in order to raise the effaestive rate to Crd 2 640/

8. A eost of productiom indox ean bs constructed either em a gensral
basis or for imdividual sectors, 1.2.3 agriculturs, industry, and
sxtraetion.

9. The original effective a::change rate is Crd 2,200/dollar ubich is
(Continued on next page...)
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dolliar - for co-penuatins fully (in terms of percentage increases) 2or
, .tln rise in produetim eosts, nowever, i on tho other hamnd the

Imlmn;. rate h“‘ been raised to cr* 2 800/dolhr there uoul.d be a
tax of Cr$ 160 ror each dollar's worth of upom SN

If a pmdueer's gost vari.u in eonfmity uith the mcnl

‘gost of produetien index then his export pmdit in real tcnc rmim

;éonltat for any given level of exportatton.lo

I the produecr reduces hu produetion cost rontin to the
general cost or produetion index, m- pront in real torus 1- i.nemud ™
Because no indivldual produeer can signi.ﬁmtly lntlumo by nu
_Aaettm alone thc eost ot produetion mdu, any eost uunga achiovea
by one produccr uu bo rewarded by an tnemu in that: pradn«r'z
real profit.

It is- hpﬂ'tut to rulcnbor that thn purpose of cquating

' ‘relative vunt.toas betwsen the erfestive oxchang. rate . uul preduction
sosts 18 %o prnmc a set of eonditlm (e:m; s, relative priees)
whieh will enahle produsers and exporters to plan for :I.cng term
exports - a condition Ihieh should pmi.t greatly incroued export
sarnings on & eontinnmg basis.

- | The effective exchange rate system, which is proposed here,

{Continued fyrom pravious pags...)

multiplied by the ratic of index numbers (of production costs and
sxchange rate i.e. 120/100 = 1.2) to obtain the new effective oxehmgo
rate of Gr$ z,ﬂo/dolhr in July 1965,

10, For exnple,. _suppose _that a producer exports a certain qmﬂty at the
witprice of one US dollar, The monetary exchange rate remaing
Cr$ 2.200 per US$ while the unit eest the producer-exporter rises
from Cr$ 2.000 in Janvary to Cr$ 2.500 im July. If the sest of
production index rises by 25% (as did the individual predueers’ cost)
in this peried, then the adjusted effestive exchange rate would be
raised to Cr$ 2,750 (i.e. 125% x 2200),
The produear'n unit profit is Cr§ 200 (i.e. 2200 - 2000) in January

(Continued on next Page...)
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satisfactorily substitutes for the floating exchange rate cystem in
providing the desired degfce of profit prediectability for experts,
However, use of the e¢ffective exchange rate system has the disadvantage of
necessitating administrative control - thereby limiting the desirabdle
 characteristics of slwplicity and autasaticity. Value of esch export

- shipment would have to be ascertained aceurately in order to insure

- proper reimbursement for esport earned foreign exchange, AdministraSive
 machinery presently exists (in CACEE) for verifying declared cxport
values, Unfortunatoly, spplication of this machinery eaﬁil‘s mnéaté
ing paperwork, loss of time, and possibility for individeal diseretion
to distort the neutrality of the system,

Tt is felt thet (reat improvement of export prefit predicta-
bility is sorely nceded. Although system of effective export e:iehange
rates adequatety provides Lor attainment of this cbjective, there i€ a
related cost {as pointed oui:) of administrative involmmo

(Continusd from previous Paglc..) _
and Crd 250 (L.8, 2750 - 2500). in July. In terms of é’amw priecs,
the July unit profit egzals C€r$ 200, Thevefore in vesl torms, the
producerts ineentive to axport remainms eomatant.



Biolaﬁeml trading ammmm ean be eapleyed in sm.:lmeuen
" with the pmpoaeé gysten for sxshange rate. emvemim and export pmmo
tion, Suck agresments arise from mﬁsesogovemmml negotiation or
_ canetion and therefove it is ultimately the duty of eaeh government to
munlusmﬁsﬁwa@%mm mem@mmMemmmmmmmmwaﬁ
ge'vemeat shwm attenpt net oLy %o nago%i&%e the ms% &‘avomma
agreamnts for %h@is- ecountyry bud aise ghenm sh&pa these’ ag?am@n%g 1"@2*
. their sfﬁeien& @g@m%ien in eem&em@%iw mﬁ&a the genemz mliaieﬁ

‘ msulating the mmomy

In ml&%i@n t@ the g@mmmaw 8 ﬁ.mt task 1% m@t Eae 8&1&
that bi-lateral agx»eemma in g@msm& are eﬁ %@z‘ go6é er ba@o Emh one

- gusd be emlm%@é aemz&aﬁelye I&&sm amlugively on e@ma@i@ @rﬁ.ﬁermg
. @ bi-lateral %m@ﬁ% agreement, Like any a&m? Form of ia%@matimi

> trade, iz ga@d f@f* Bmzﬁ.l when  the f@ﬁmmg objective’ is ashieveds
. Brazil in ammmga for eogports acguirves imgema (Meluﬁing mmim&s, @%@u
- whieh within Emzu. are eof greater valus %&aﬂ any resull e&a&am&bl@ from

zlternetive use ,:@g the expor%s o fz?_asa alternative espleyment @f the inpu
uged to produce these m@mgq Tn other werds, a M»m'a@;mz agresnond |

' ehould be undortaken by Brazil if there 18 s pesitive 4iZferense

betucen the resulting net bemefit to Brazil and the net bemofit

derivadble from a&ae Best alternative aeisim(e) which ineludes altsrnative

use of the aam TOSOUrees,

. Unfortumetely it iz diffieult (if not impossiblo) ¢s ealeulato
sceurately the presert velus of the future streem of all net benefite
cbtainable fron a speeific trading agreement - let alone frem all
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objectives of businessmen, ete., In this situation, reliamce upon an
existing set of narket prices may not provide a satisfactory basis
rbr deteraining the desirability (in global political-economic terms)
of a given trading agreemsnt. Lacking en objective standard of
measursment by which such & decision can be evaluated, ome might be
forced to rely upon judgment of authorities responsible for the
agreenents, Nevertheless for sach agreement, technlcians should
endeavor to eetablish the relatesd economic cogte and benefits which

are to be welgh in conjunction with any politieal, ete. comsideratioms.

Brazilian bi-lateral agreements are formed on the basis of
credit swaping. Under this system, Brazil provides a fund for
financing exports to the participating country while that country
establishes a similar fund for finsneing exporte to Prazil. Such
an agreement apecifiea sizes of these funds ard, when applicable,
the exports to whieh uie of these funds are limited. At expiration of
2 bi-lateral agreemant, compensation 1s’ptid to the country with the
larger unused balance im its fund. Sometimes penslties can be asscased

for uvaused balances.

Brazil graants preferential treatmeat for imports under bi-
lateral agreements. Almost every import rejuires a non-interest
carning deposit with the Bank of Brazil at lezst 120 days defore sale o
the foreign exchange used to pay for the import. HNormally, this advanc:
deposit equals the full eruzeiro equivalent of the foreign exchange

value of the import.lt

11, There are a few exceptions to this general rule. For example,
advanced deposits are reduced for: newsprint (10%); fertilizers,
insecticides, and seeds (20%); and petroleum products (50%).



However importation under a bi-lateral agreement requires
only c 20% advance depo-:.f.. This means that 80% of the e'rﬁz.iro cost
of foreign exchange is deforred for 120 days. Import fimancing at
commercial banks currently costs betwsen 3% and ¥ 1/2% a month,
Therefors reduction of advanced deposits for imports under bi-lateral
agreemonts is equivalent %o depreciation of the exchange rate from 9%
to 13%.

The questiom mighi well be asked: "W¥hy should Brazil subsidize
imports under bi-lateral zceements?” However what Brazil 1s really
doing is subsidisimg foreigza exports to Bragil, This action can be
Justified if Braxilian exports are being sufficiently subsidized in
compansation by the countries which participate with Brazil in these
agreements.

MQIQ lmldy of Brazilisn exports can take various fms,
e.g. special import credits, tax meentins to mportors, payment of
higher than intermational market prices for Brazilian exports, ete. ‘n:e‘
subsidy to Brarzilian exporis from all availadle forms should be
calculated with respect to each bi-lateral agreement and matched with
the cost to Braxil of the subsidy which it offers in order %o |
determine Brazil's net benefit (1f any).

Presently Brazil aaintains bi-lateral agreements with 13 |
eountries.}? It seems highly unlikely %that all of these coumiries are
subsidizing Brazilian exporis equally. Nevertheless, Brazil subsidizes

. thelr exports equally. Brazil might derive greater nst bemefit from
. _each bi-lateral trading agreement if the degree and form of subsidy

12, The sountries with which Brazil has bi-lateral trading agreements
, are: Yugoslavia, East Germany, Crecosliovakia, Hungary, Romanis,

Poland, Pulgaria, U.S.S.R., People’'s ﬁmhlic of China, Izrasl, Grasc
Domrk, and Iceland.



ai‘farrsa by Bfazil eonzd de negoi.iateﬂ a8 o peans for scouring faveraﬁ
treatuent from the par%ietyatmg eem’ery., : :

bi»laterai agﬁee:aenﬁs necessisates apameﬁng these agrem%s in
_ emg‘omity with the govemmm’s exei&aﬁga m‘ise and eﬁheg* fmx@a
tmﬂe peii.ei.e:a an& o‘ia.ieetims.

'ﬂse ei’ i;he fully free i’em?gn ezc:&zangc mm% reamenﬂeﬁ ’m
Eote l, elimin&ms i:he em-mxﬁ: stimums % impas’ﬁ {%. e.. eumias.ze

: if '&hﬁ a%mazms is %o be applieﬂ ‘S ]
'ges%d izhat an iapar% éwm&mﬁ rate ?se 17 eﬁr pernitied iapm:%s
Ium:m oach bi»laf:ezal agresnond. ‘E%’sa i@?@f‘%ﬁi‘g apon pméf %m'& kz.s
' !.mpar?,s have elaamei sziimz euaﬁ@m L5 i.a miahwseﬂ mz?. mcmé fqaal
?:o %Bae valuo of i:is i.m@mﬁ.s mwli iplzeei By ‘&i*m disceunt éfa eq

s:apgem ﬁmu a Bmzi.uan im@z*’swt.wéavs sﬁ’ma '_\,@Emzd ewoc
' mm*sh of buﬁte?, @M@b ia pmiﬁtsé a@@@mm %o the t?'.';ﬂa &gmeaam.
of the two eem‘:smes. ﬂze gzamm:w %mya %ﬁ@@ in the f**efa_‘,gamiga
“meﬁmnge marked asaﬁ aa@@a%s thie am with fszaa sieaign&%w' govemmm& 5
-fagea@y. The mp@m? &s eredited m%zm %1@%.';’,?3-&% the ftxmi in Peﬂ.and |
and, aeeer&ingly,, '%h@ ?enfm expesrﬁ’@z? ﬁ.s pai@, E%mzn's eméiu i.n t:%xe
.Polish fond deeme@s by $1000. 'éa%a@z-z 'E,&xe M%w'e clcart Emziliﬁﬁ '

| _-eﬂe‘&eﬁa: the impor%? 133’33@3@’6@ the &eazzmeﬁ% cemming i;m:s fae'&. ama
- ﬁ'sea regeives pw‘siai mmmrsemeam ‘.if the {opert aise@m% z*af;e ‘Lor
. Polish fwports is’ 5%, the imporzer mwﬁms 5% of the iﬁag@?% vame, or
in our example, $50.
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Tn thic way, the sxzact amount of eubsidy is apparent and epen
%o public raview.

Expaﬁem would receive thelr payments from funds es%%l;i.éhe;dj’f-i:'
. 4n Brazil in velabien to the various bi-lateral egresments. Exposters
weuld be pald et current raives of ezahmgga o »

Exports imstead of, or in a@@%ﬁaﬂ%@, imports might be
smmm&zed, Ael'mﬁ?;ag@ of any sueh a&:ememm Gopands mp@@ aii 5
‘ m&eam% 28rket m@ﬁaﬁ,@m and in pagﬁwm upm the ac@a@ms @? ‘@m@

- pmmgpaﬁmg em%s?ieao

in ge%a'amlg i% would seém %ﬁiée‘ fm* Brazil to @’a@am m

' -~ bi-lzteral mamﬁs m svder to aveid g@v@mﬁml m'%%zwmm«ag
and %@ perait %:h@ ﬁ'a*ee HBTE2S fwe&s e a;pm'ae fully, a@a m@aaae @f
,'gg;s difTiculty efasa in - e aemﬁ.ning;,_gg%mi nEH ﬁzmaﬁ%g o be gmnea
by Brazil, SR |

Fall aﬁé fﬁ'@e eam@r%mim%y of maeys as @ﬁwﬁs&g@@ %z' %he "~

pmpas@ﬂ Bmzinan f@z@i@ exchange . mm@% @mmﬁag jsw%ime@,m@n of
. Memﬁeml ag?eema%s as a meis&aﬁ.m fo¥ s@sing,, se s;a,m@@p g@m@e
| im%em%mml m& ef paymznat. Eemvm* a @mmryg @@amm@ of

* treding wieh Brasit, may heve Linited ecavestability and therefore,

| ‘with this m&me, gesk %0 use this %we et %m@mg m&w&m&% '

, Amm:iy@ ﬁmg@ ’rs 8 mmﬁwr af maa@ns why & scuniry Eigh%
| ~é@ﬁiii‘e te use hﬁ.el@%@mﬁ agreenents e p&%i@mﬁmﬁy vhen ¢he g@mm&aﬁ
B emmﬁ.s@g sﬁgmﬁ centrol over the @@mwy?g international %méae ifa -
| _ &fwisﬁs e a bi-laderal trading W@eﬁm’%g then Brazil a;téamam
oxtract compensatiea (in Zorm of feverable trading %ams “or the
inereesed aost eﬁ@ aduinistyation @aﬁ the Fesulting -?@ﬁtﬁ@%ﬁ@é 0 mariket -
mmm, which s.s a prime objective @ﬁ‘ the 53@%@@ being m@@m@ﬁ@@é in
 enis repert.




WOZE 6 ~ SIMPLIFICATION AMD IMPROVEMENZ OF EXPORE PROCRDURE

Brazilian exporfation is preseatly bheing hindered by govern-
mental control. Mueh of <his con&rol' ig inelficlent -~ eausiag loss
of time and money, and providing opportunity for curruptlons wiﬁhout
companseting bemefits., Eiistlng export control ls exereised through
differcnt agencies end adiuimistrative prosesses - some of which
\ although now ummeeessary. have beesn pmam@ﬁ ‘because of eradition,
inertia, and/or politieel pressure. It is cuggested that govermmental
control over Bragillam exporis be reduced to a minimum; and this
objeetive requlres removing the unnecessary influences whleh present-
1y vestrict Brazilian exporte.

A. Eliminate Expor} Licensing, Except For A Few Speeified
Products.

- There appears €7 ke no adequate reacon for conbinuence of
éxport licensing a8 now practiced im Bragil. Thers should be complete
freedon to export almost all Brazillan produsts vwhenever, wherever, ¢o
whomever, and whatever priee. | |

Exception to this general rule should be publiely gpeelifi-
ed by CONCEX together with the methods for obilaining the requived
export permissicn. It 1s eavisaged that export restrictions will be
applied %o only a few iteas, such as: maveodics, mational ert treasures,
atonmiec minorals, and weapoas and munitions. Perziscion for exporting
& restricted item should be granted by the related ministry.

A-1, Eliminate CACEX |

CACEX should be climinated. With romoval of export llcense
ing (oxeept for the few items controlled by ¢tho relevant mimistrlies),
CACEX serves no useful fuuction and orly ummecessarily compliecates
the process of exportadticn.

Presantly CGACEX ehecks prices of most exports %o see if
these prices aﬁes “in the national inmterest’. An exporter ean eesily
cireunvent any potemtial limitation om his activity which this cheek
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might impose. The exporter necd only declare a false export price and
purchase the diffsrrence betwean this an? the actual price ip the
parallel market for reimbursing the foreiga iwporter for his “apparent”
payasnt of the false invoice.

If it is profitable to export, it i in the mutional intavest;
and it should be for the exporter tc decide what price roalizes his
greatest profit.

It may 3¢ felt that checking export prices will help to
determine income tax liability. However, income generated from expor-
tation of most manufactured products is exempt from taxation. Further-
more, revenue from taxing income related to most other products
exported is negligible. Anyway, income tax 1liability can and should
- be deternined by other methods.

The danger of the present arrangement is that price checking
represents another step in an over-complicated process and provides
opportunity for personal, and perhaps arbdbitrary, administrative
discretion. Thus a producer who wishes to practice dual pricing may
e thwarted or at least inhibited in his effort to discriminate
‘between ﬁhe internal and externsl markets. Dual pricing (;a described
and analyzed in Note 12) should be encouraged and not exposed £o
the possible restvalning effects of export price eontrel. |

Furthermore, there should b8 no need for CACEX, or any other
governmental agemncy., to pass on the "paperwork” related to foreign
exchange earnings and conversion arising f¥cm exports (sees Recommen-
dation 1).

It is yecommended that the present system of yelying upon
the price mechaniegm to deteraine the amount and composition of imports
continue. The price meshanism provides the government wit_;h sufficlent
discretionary power over imports through adjustments of mort taxes.
Thus there should be a0 licenzing of imports (except perhaps for
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papeoties and weapoms, @%c¢.). Houwever, import prices pust be verified
in order to incure propep ?ayneais of import toxes. )

The\ regpeneibility for cheeking import prices should ba
taken away from GACEX and placed solely with the custome. This means
that physieal imcpectioa and import price checking would cceur at the
same place and ép:pmmm*&@ly at the same time, theredy simpnt‘ymg
the sontrol proecss.

B. Use Ouc Reportiag Porm For Exportadion

Only one fora should be requived for most exportation.
Thoe export form '&houm be self-czplanatory and easy to cemplete. This
form should be designed ¢o provide iafoma%im. desired for the
Prazilian nstional asecounts and other statistical compilatiens.

| ‘Formally the sxzport form would have four eopiss: three of

uwhich would be takan by the customs while $he fourth copy would be
roturned to the cxporter. Of the three eoplss takez by the cusboms,
one sach would be semt %o the mstiomal statlstical servise and o the
Minigétry of Finencep while the thivrd copy would ke retained By the
customs umit through whlch the exporis peseed.

Coples of the export form ghould be freely available at

all custons unitse and poss offices.

The export fors should contaln the nmames end addrezses of
the exporter and importer, and d@ee??iptics‘ of the merchapdise ascord-
ing to: the custemse elascification, weight, quantity {vhere applicable),
unit price, and value. Information preseated im the form by the
exporter should not normslly be subject to verifieation by the
Bragilian customs. |

The omly ¢task ¢f the customs with respeet to exports should
be to deternine whether the type of good Beirg exported appears
on the list, published by CONCEX, of items requiring permission
.for exportation. If & good pregewsed for syportation appears on
this 1list, them a wpitter copy of the required permissioa (obtain-
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ed from the welated ministsy) must bo presented with the eaport
form. Othepwise, ell othew types of goods eam be exported withe
out any Lupther g@v@mm%l emtmlo

m exporter may desire more ao?ieg @f m@ expere form
_ @m& he smoul& e sble to add them as he wiches. ‘E’mae edditionnl
eopice con be gerl to importers as Certificates of Origln -- and
‘e stomped By the sustoms #o ohow date and place of eustons :
clesrance. , - | .
srtant ¢o maii?é that the @ﬁpé’eﬁ f@m should

lga@% ﬁep?@@m‘& 2 barrier %@ mmﬁi@% but should sepve as 2

sowree of @olmm;f end u-verified informadicn (exeept fow deter

ing the need for eEROFS pmisaﬂ.@@), Aside from the relatively i’@w
eanes where @mm permiesion is mqai@éég the export form will Be

¢he only docunent moeded 0 exuport and thorefore 2ll the many @@@mm%é
de @@qu@, m@@aga de iﬁg;gom@io,, ete., sheulé

BOY umﬁg e.g. Guis
be climimated. ‘
€. Exportation As A Simple, Self Service Operaticn

There should e mo legal sbligation ﬁ‘@r an @m@ﬁ@&" {ow

img@me?) %o employ servicss of am m%m@@im bebuween himmf a@ﬁ
g@vmmﬁal agencics conoermed with his transacsion., This ml@ neans

- for oxmemple, that ebliigsiory use of é@apa,em‘c@s @ﬁw@imag as

presently vequired, should he removed. OF ere8 an ezporter (o
»m@m@ﬂ would wemaim f‘ma %o @m@l@y a eustong &g@m@ OF qmgping
&mﬁ&@?ﬂ if he wishes.

E@w@m, the p&*ﬁc@aa sh@aﬂ.@ ‘5:;@ 80 :ampm that my@mg
with &t least mimge mﬁemleg@e@egg weuld Be %p@.ble of easily
&m@em*&&mmg end fuifilling governmendal gz@@uimmﬂ% Lop mm«
. ¢icn (emd importatiem). It ie entleipated that Braziliem bamks -- with
%h@ié inereazed mﬂu@.mé in fﬁ.&é@ei&gs samvﬁ.emg, and eﬁeowagiag ' |
fowelgn %m@@ => @ill m skhle %o ps?@?ié@ a@@qm@@ h@lp and information
gow @v@mcmmg administrabive oP mMmﬁi@ trade p?@%@l@m Qa@@s ﬁ@%@ 82



Amyone should be entitled to ezport (and/or import). People
Gesling in foreign trade should not Be licemsed nor be vequived
to obtein officisl semetica of smy Kimd. Preservation of export
stenderds, ote. chould depend upea trade assccisbions, ete. (sees
‘Hote 8, 10 and 11).

B. Improve Gustoms Admimistration

A serious, fwéﬁwéhi% reform of %h@,{ Bragiliam eustoms
ig veguived. Presently, exportation is beimg etifled By the often
@mmé&@yy %@?i@i@uss end exploitative conbtrel erewcised by custons
eunthorities. h

Cuastons control over exports should be limited %o & very
simple operation of lmspection. As indicaSed above, imspestiom should
soEprise two possible steps, In the First Step, customs suthorities
should check whether products destinmed for ewportation ave listed as
requiring @zpom permigsion, The great e jerity @? products will mot
need export permission; end these produsts, after passimg the First
‘Step, are them free to be exported. R
| I soms imtermal prices eve o be controlled through export
tanation (sees ﬁmm@@@a&im 7), them the First Step should be extend-

ed %@ inglude @h@@kﬁ,@g ﬁaﬁw@’m@? ezch itea fop exXpore ?@qmim@ p@mﬁ |
ef & tar, Such items would probebly be limited to a few mmmﬁml |
products and chekimg chould be a siumple proeessg, An expord tax should
be paid at time of custome clearance, as explained in Hote 7.
' ‘Tne Sescrd Step pertains ouly o those products requiring
export permission. Ia this step, eustoms officlols should verify that
contente of such ai oxport shipment comrform to ﬁ@@@ﬂpﬁ@@ of the
products aut?hwiaéﬂ for exportetion, as sm%ed in the related export
permission, | | | _ | |
Inspeetion should be made quickly, without charge to the
exporter, and be aveileble enytime durimg mormal workimg hours.
- Imgpection should ceeuwr whenr morchandise is delivered to the doeks,



ete., in anticipation of cxportation. Once & shipment clears inspection
1% can bo helded in a guaidied (or bonded) werehouse until time to be
lcaded for tranaport ocut o7 the coumtry.

The ealiber of personnel has beem am important factor in
eustoms discouraging lega’. exportation (and importation). Adoption
of the suggosted eontrol izzthod would z’éauée to a nirimum the aeed
for indivlduai adninistrasive diserction. Havertholess someone muat
make cach ingpectioms but he must not e allcowed to abuse what little
personal power remalms.

The progent Brazilian customs cadvice does nokt ssem €0 be
the proper souree for pro7iding adequate personnel for perfoming
even this rudimentary for: of export control. Furthermore, 1t should
be remembered that the sa:2 customs opgamization will a.iao administer
a somewhat more complicatzd and doserctiomary control over imports.

Within tho presut cuetcz:ia orgsmization there apparently
exist wide-spread dishome:ly, capriciousness, and unneecessary compli-
cations which raestrict Brizilian exports, deprive the govm@e of
reveniue, distort gny offizizlly sought trade patterns and composi-
tioms, and corrupt govermientel administrators and the eitizenry,
lack of publie _conﬁ.deac@ and extensive existence of extya-official
perasonal working ?elatiémahlpa in the customs administration necessitate
removal of the presemt cuitcms persommel.

In ¢heir place, it 1 suggested that the Brasilian army be
utilized to administer ami, in cooperatiom with the Brazilizn mavy
ard sirforee, to police tiade across Brasilian borders. The army can
maintain diseipline for insuring the proped® adhorepse ©o customs
regulations.

Soldigrs can bs trained to imspeet merchandise movimg into
and ocut of Brazil. The csimplified inspectlom system suggested for
oxports should make this task essy. Import imspection may be more
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difficult, but it is pref2reable to risk having honestly made mistakes
than to have results now “Hdtained from the piresent method of
adminigtration.

In order %o 1im'.: possibilities of social contaet with and
undesirable imfluemce fro: exporters and importers, groups of soldiers
should be rotated without prior notice, at irregular intervals mo longer
than three months, from ai» location in Bragil to another.

At each loeatica, soldiers should de moved from ome tipe of
Job to amother, e.g. imspastion of exports, gunrd duty, imspeetion of
imports, and inspection of luggage arrivimg with tuvclm, Movement
anong Jjobs also should oesur unanounced ard at irregular intervals,
Furthermore, compositicn of each work group should be varied. A unit
of soldiers, say of compasy size, can provide & labor pool from which
are formed every few days aew work groups for the differemt operations
assigned to that eocwpany. | |

The army has sufficient control over its persommel to enforce
this system of variatiom {i.e. im locatiom, Job, ete.) whieh im turn
greatly reduces opportuniity for covruption of avay persommel. The
cost of using pavrt of the army in this mammer, including related costs
of training and movsment, should be no greater than the cost of
paying for the present ecrps of customs admimnistrators. Howeveyr,
with use of the army there should be a substantial increase in tariff
receipts so that in mometsry terms the govermment would thereby realize
& comsiderable imerease iz Ret revemue. |

| There should be eliminated the present system of dividing
& penalty betweem customs imspectors and the government. This system
hag not provided the interded incentive for better enforcement, but
instead has been subverte: for the personal profit of custome officials.

Too oftem an exporter (or importer), who is charged (falsely
or mot) with imfractiom of & rule, is offerred the choiece of paying
either the entire penalty or an amount to the customs official
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sufficient to eompensate him for his shewe of the pemslty. Ia
sther words, pemelty-charing nov sels & f‘l@@:»? usder the brike prices
paid o customs offieimls. Pemslty-shorinmg places custems officisls
g peeiten with a@@x«‘&@% and lmporters m@ %o

ghis égma@%'sﬁyaﬁg%aaaa ¢he imeentive for officlals to exploit
11legally thei® pesitioss, I o

- Part of the eest of @xgamm& {ow m@mm@m} is mow
coempeged of %%ze bribes, &tc. s;sbmh st be '@@mt ir oxder %o ?@@@w@

‘gustons -el@zéma@@a This ecost ﬁ@@é@esmm en Q%u%h@ﬁia@é berrier to .
trade and o loss of potentisl x*@zr@ﬁge ri‘w the goverament. Ueilise-
¢ion of Brezilism m,liﬁgf?y forses o aéninister apd police euetoms
eould wactify this situation, Recent lmtroduction of the army to
eomtrol exportation over isolated land Borders is said to bave

- reduced illé@&. @offe@ exports By one<half. Q@aﬁ;mﬁy for improv-
@ mfomm@% &% convestionnl border crossings and ports i..a‘ even

' greater. The aili%aw should be veed to reatore conflidence and
hopesty im the géwemmema” eduninistration of iﬁ‘m cuntens Tegulations,
Porhans lé,%azag a me?s group of eivilian employees car Be traimned and
properly e@m;st'cn@ﬁ ge that adainlstration of m@mm susctoms
migh% @vezmmlg Povert to a ewinaa operation.



W7 - RecurdwToN o IwrEMAY PRTCES PEROUGH EXPONT cowmOL

A. Introductiom

This recommendr?ion in no way implies apmbatica of
interaal price regulation by the governmant or the use of export
comtrols as & meshanism fo1 implementing sueh regulatioms. If,
however, the polisy of controlling intermal prices of some
agricultural products 1s o be maintalned through export Festrietion,
thea the method of exeeuting this policy should be shanged im order to
improve marketing effielency, reduce burocratic control, azd provide
opportunity for imcressed foreign exchange cavaings.

In the present zathod, rellisnce is placed on quantitative
rométionl of sxports. 3uch a restrictiom is calculated to egual
the difference betwsen surrent production (plus stocks) and related
future demand -~ supposedly at a politically acceptadble price. The
authorities, thersdy, tvy to maintain a market price ceiling by
ensuring that & pre-deterained minimus quentity is available ex-
¢lusively for the dbmstm sarket. ,

- Instead of limiting exports By quamiitative rsstrictioms,
the same objective can be obtained by use of price restricitionsg --
memely export taxes. Thus an export tax can limlt the outflow of a
product to the degree which permits vetenticm in the interasl
‘market of any desired quantity. |

P
rAnes
Bnepeld

B. Jicdel

Pigure I 1llustrates the simple procedure for deteramining
the appropriate export tex rate. Demand in the interns) market is
represented by line DD. The domestic price celling equals the
vertical distance OF. The export price (when converted to eruzeiros)
equals O'PY,

With freedom of exportation, quantity OA would be petain-
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ad internally while the Pemainder of the sounitey's supply would be
exported. In thic situation, the export price 0'P' becomes the
domeatic prilee,

| However, tha governmeat desires & lower internal priee,
pamely OP, which requires quantity OB to be rotalned inkornally.
In order to achisve this objeetive, there abtmid be mpaséﬁ an
oxport tax (P'P) which equals the difference betwees the export

. priee and the dssived imternel peice,

There exiszt im he world well developed foruawd and future
mavkets fopr thosc agrieullural produets likely %o be subjest ©o
export eonvrol by Bragil. Such gmeee pmviﬁé a bagis fop determin-
ing future export peices Zrom which ean thea bo calculated the
export tax Fates meeded $o preserve the desived imtormal prices.

€. Operatiocn And Advantages OFf The Froposed System
Under the preseat system, the guantity to be retained inm
the internel mavket (i.¢. OB in Figure I) is pre-determincd and

oaly the excesn over thie amount ean be exported. With a price
higher in the export markst than im the internal marked, it is
more profitable %o export tham to sell for imternal comsumption
(uhich export control implies). Use of questitative restrietione
thus imposes nesd of & Fationing device in order t0 determime who
has sccess to the more profitable market. |

In constrast, the propoesd system, utllizing export tazes,
funections more automatically -- reguiripg no :éatiomng deviece o
estimation of interaal demand. | ,

Furthermore, employment of export taxes has an additlonmal
advantage which could e of particular importance %o Brazil., Havvesis
| of meny agrisultural products uith related low prices oesur im Beasill

at timezs when Eeay othor countries ave betueen havrvests arnd are
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emg corrospondingly high prices. Full advantogo should be
taken of ¢his situntion. WUith scacomnl pmﬂuetica out of phage
botucea Erasil cnd rueh of tho post of the verld {¢.g. cowa} thore
be poooidbiliQy of profit by exporting during the poriod of poak
cupply c2@ irpacting durlag the perlod of rolativoly choet cupply.

I% 1o Shoepefore suggested dhnt axport toxes bDo rofuaded
vacn icperts occuy 320 doyo oftor exportntiom of tho product.
Talo oyetcn uill prove profiteble to Brasilian cuporgors-icportors
vaca the FOB oxport peieo (plus velated inScroeot) is highop thom the
€I irport price (of o 1nter @ato); o whaa the intermnl ctorage cost
ozgcado tho difforcnee Dotuser the €GIF irport priec snd tho FOB on-
port prico (plun polatod intorest).

Taere ic o not inercase of foroign onehange £ren tho
opaatica vhaer thoe FOD axpoxt psaice io mghs@ than the €IF irport
price. Yhoro is o Bot foercign exchonge despease thca tke GIF icport
prico iec highor tho FOB cxport peice. However this dcepcase
(oinus intereot) muoct Be volued lezs tham tho alterantive copt of
intoFenl otorage o@ othoruise the oporaticn should not have boca
undortaken, | |

In o cloged oecmeny, the domestie ecacumer prlieo of a
product should vapy by the eost of stornge Dotwoen ono hawvest
and the moxt. A oindlor situation oceurs im Drasil wvith use of
quantitative rentrietions to control oxportn. %he propoced systen
of orporting-irporting, 0o vas noaticnod, allous roduetiea im
storage requiveents whilec providing the some yeorly supply %o
the imtermal markot whieh 1o mov ovellablo with quontitative
ozport rostrieticro. Uith profitable oployncat of the proposed
nyoten, the cost of rmoking available thic yeorly supply is reduecd
thorefore avernge yoarly prices ¢o ¢the Breasilian gsompumor
also ara reduecd.
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The moghemies of the proposed cystem can be Kept eisple.
Ho lieecmsing of cxporde 15 megessary. The m@ £ills eut the
export declaraticn (deperibed im Hote 6) and pays the raquired
export tax, at time of cuntoms elearamce. The tax receipt should
contain the Polloving imformaticns slaessification of the produet,
quantity exported, wmit price, export tax rate, total R GNSUAL,
paid, and the date. |

Tox resolipts should be fyeoly and fully negotiable. Aanye
one in poasession of & valld tax regeipt can by importing the
product opecified on thet receipt obtaln wefund of the emport tan
proviously paid. Refund should equal the imported quantity
multiplied by the export iax rete. Refund cannot excced thoe to%al
tax paid, '

If greater coriainty iz deaim ¢hat importation will
equal a given quontity of exports, thea the suthorities een require
that exporters purchase axd &epoait forumayrd .aca%raets (pilus related
fasurance and freight sosis) sufficient to cover the quantities ex-
ported.

The President of the Ropublic shouwld determine and arnounce
publiely for which produsts intermal prices are %0 de ecntrolied.
Fhe appropriate Miniotry anould esteblich the desived imtermal
price sellings and reeoamsnd the expox% ©ax Fates regulpred ¢o imcure
that the related internal prices do not execed these coilimgs.
Quantity control chould be eliminated. SUHAB chould algce be eliminat-
ed,

The fuadamental objective of this proposal for use of
export taxes with wefumd for lmports is ©o provide a aysgem by
shich Brazil eag profit more oxtemsively fron having patterns of
production tmd mRriket prices which avre phased differently from
much of the rest of the world. The meshanism should at least be
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evoilablo ge thod Aifferciies i@ masioto Be cxpleited prefitably.
Bregit incantive Go axpes and icpert will dotermino tho mont
officicnt cpcratien of ¢hn popscel aysten, withim gho Limitnbtieno
icsosed by mintcnanee of intosnal prige goilings.

D. Zomobien OF Pomorbo Ard Iopovrts 0L "o Somo Profued

\

there io crmportoticon thero will no icporiatien
if the imtecmanl priec weuld otherviso Do loos tham the orBoFnal
price uvithoud czportotion 4 Undoy this eendition icpors tax
rsuld havo mo effoed.

Is ogour th't botvoca cac donosble horvest cnd the
the axtarnel price wrild vary £ron abovo to bolow what ¢ho
inGerrnl price would be £ ¢the sare produet vwitshout wwrade.
Goveznnental cuthoritios i~y rot wish importatien to depress
interanal producticn incenilve, while at the sonme Gimo cugho-
m%ieé eay 200 vish Go alliw cxportoticn ¢o rcduee imgerinl oupply
g Chus Fodco tho inGerrl prico. Fhoroforo it could criso that
Dsth ispore opIre arg itpescd on ¢ho produet.
g eRPOrt taxr refunds Lfo@

e would mot conflie: with the situntica doseribed inm the
reseding fogEapk. TRo ploa doos provide o vider Pongo of sheoleo
than proccnrtly cxisfs Lor officicat otoripg of produeticn Dotueca
vosts. IR oxdeow fop € o plem o Bo Lully offcetive, icpoesdo
which offpet cnports {oce. vding to cxport roceipto) ohould bo
froo of impore tames,

Zho guggostef plem Loy allew

i3, Exportotion in 1¢oclf doos not auomatieally imply that ¢the imtermold
pPice without onpertafica would o lowes them the price, o
Lor cznoplo tho pituation with dunl-prieimg (sce: Hote 13D).
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CREDXT AHD BANKING

ROTE 8 ~ EXPORT

| % is mot recommended that thore be cstablished 2 special
gevernrent sponseved expert bamk,

Instead, Lt i6 suggested that experts be eneonFas
izproving the expert fimancing and serviee e&p&biliﬁie& of the
commorcial banking systom in Brazil.

Cozmeraial banks should be provided with fagiliidies Lop
stimulating expovtation in three arsas ef a@?iviﬁya 1) export eredivs,
2} export eapéei%g loans, and 3) extended imternntionsl eentacts.

A. Ezport Credits

& epesisl BExpert Credit Puand should be erented im the Central
Bank. This fund should be employed for re-discounting at Low rates
expors @@a&?@@&& which yy@viaﬁﬁly ware purchasged by commersisl banks

from Brazilisn experters.

7 Hith the g@ﬁ@&%i&iﬁg of chesp and sasy re~dicssunting,
commercial benks will be s@@a@i&%@@ o p@@@i@a lou disceunt rates for
export comtracts. Exporters can then offer wmore favorable tevme of ;
paymens ﬁ@ forelgn impewters of Brazilisn predueis, !

It fs smvisaged that ewport eredit oxtended in %his uanneyr
would be of relstively short duratieon - covering the time betwesn

Gataes of gzle by exporter and payment by the imperter.
Esporters would be encoursgsd by:

1) eaviy reiubursenent at lew cost
2) copportunity Lor enereasing prefits ffﬁﬁ’fay@igﬁ gales

beeause of the refuced aost of those sales

3) establishment of expoyter and importer credit reliability
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which permits rcduced ®ime of evedit clearance and the
continuanee of coumercial relationships on a repetitive
and protracted tz-aeig.

The system of the [xport Credit Fund would fumedion in the -
following nanner. Exporters vould sell tholr sxpert eontrasts €6
commercial banks at a low rete of discount. At least twe types of
contract cale chould be gonsidereds 1) full transference of respami&i«
14¢y to tho bank, 1.¢., the ezmporter has no further esngat-.iem and 2)
neminsl transfer, which mesn: that the bank ean hold tho experter '

) r_espansi;ble for payment of ¢the cantraet if the importor defaults,

Under the first meihod of contract sele (1.o, full mms«
~ ferense of mapmihi?.iﬁy) e commereial bank wvould be mspmible for
- validating shs.pamt {in eonformity with the em%rae%) and for
. establishing emdit roliabiiity of 'éhe fmign impcx%em Cradit
~ veliability is ebtaimable from interhationsl eredit referenees (e.g.
.. Dum & Beadsemet) and hopefuily from remm intam%iml banks (a.a is
:'_;, explained in part C of this note). : .

The second method of contract sale (1.0, nominsl tramsfer) .
would reguire the ecrmercis] banks enly to verify the finaneiel

. religbility of the Braziliar exporter, 36 Mt the bank eould Be _

assured of reatitnuen for that pere of the eontrmt not fulfilled by‘
the mporter. ‘

hpm emwaats kold by the ecmmial vanks mid %taen be
rediseounted at %Be Central Dank, Gm@%m banks moam ke Eﬁa%le to
. the Central Bank for eelleogiion and awe?mg ef all expm gontracts
{rogardicss of %h@ir %gpe) hold by the Cemtral Bank, Thus the Gontral
Bank's funetion wonld be te hold export genorated debt o cemmoreial
banke. With compstitica amor( these banks, eharges for discounting
export eontracte should equel. the difforencs between the ve-digcount’
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rate at the Contral Bank and the sum of related administrative and riGk

. coste,

The re-discount rate would profhabli mere than. éo've'r the c :

 ‘%¥el Bank's related aduintstrative sud risk eosts - both of whilch |

- ' should be relats.vexy 2light, Risks ta the Central Bank depen& m solj,
" of the commsrcial bamks,

 Capacily of the Export Grodit Fumé doteruines the upyer 1ak
of the export volune vhich ean be s’%iﬂala%e(‘ by this meaas. 'Bic
_d!.oemt rate wm be ralsed or iow rez'eé nntil any given mpmiey_'-ef the
| -Eiport Credit Fund ie Just exhaus é@ﬁ. ; ' :

. I8 13 seggeatea f.hat alleaa ui&! of th@ ma'a re-aiscountmg
?jff" prlvi:!.eges be made purely by price (ehat is, the rate of re-discount).

“' onis mesns that no administrative intervention should be permitted to

. dotermine re-discounting on basis of produet, exporter, impeorter,

' ccamercial bank, ete, Use of the Zuad in this way will sssure the most
"’ efficlent allocation of export credits for any glven size of the fund,

B, m@n Sapac ity Leons , L |
| in Export Capeetty Pund shoald ke ostabliched for snsxpensiive
"ducmting of mans gmnted by eemwaml b&m for the yurpsm‘""f
;mmaams exporz e&paemy, Buch leaxag m&si& m uged mml.y to fimm_p

\,ccmezaien and mssasicn of presend stmmea of pme!n@tim i.a

- eenfornity uith eemge%&ﬁive requiz*eaaws ixa mtamati@ml mmgs. Iﬁ
. a@éiﬁon, thaaa lma esuld be vacd 'te finanee @rzeabushmt of_ _,ﬁew '
a buaineases eeﬁz.ested te axportatioa. : ‘ '

a It 1s folt that wany Brazilian prasuet.u requise modifientiom

" before they can eonply with the aifferent mtes, rules, and con- o
ditiane of foreign morkets. Low cost loans ageigned speci-fi.eauy to
finance such mcéiﬁ,eaﬁi@s can stimuiate oxports eonsiderably. Por
example, these “export eapacity loanz" could be used to pay for ;- 
spéei&l progessing machinery, re-design of containers ard labels,
surveys of fcreis_n zsrkets, oxtornal adwvortising M1m ote,



i vhich vas just deveriBed Mr re-dlscounting export crediss, Aveile
?fﬁimbility of ?@&&%@6 inexponsive élsceunting will encourage ﬁﬁﬁE@f@iﬁi_E
'.“::banxa to grant axpar% capacity leana. The 339@9t Copacity Fund ean TA
‘be adminintered by the BHDE uhich con vezemy ot e x.eam am %ﬁn@

‘ané emtrol sheuid not ?@a%fiéﬁ intornaticnnl banking opes

e

epesatiea of this propesed systea weulﬁ be ﬁi@i&&? t@ %haﬁéi,

empleyed for the purpeses intendsd,

G, '~ﬁamﬁ@@wiﬁ%@rnaﬁi@ﬁaa Cen gge?s j@7 -

Bmazil&aa banks gheuld be @ﬁ%@&&%&@é %e. @yyamﬁ %hei@ in%@rw'

i;nat&snal eenta@%@. Strengthening ef %ﬂgsa @@a%aets will ineﬁaaseg
jf;:;:gmm eenfidende in Braziiien bmtémg m@ iﬁ@%i‘%@%img &@aﬁ&% 11ty
'fef f@f@ign efa@a%, snd flew of kaawl@ﬁge @@ﬁ@@&ﬂi@g f@?@ign @g@f@%ﬁ@nﬁ

8665 in ﬁe@@ﬁga warkes @@ﬁﬁﬁ%ﬁ@ﬂﬁo‘“-*

x.gt SIARE

Cse @f exy@f% @weai%@ {&s @ﬁ@ﬁ;;ﬁ»k im gar% ﬁ @f %hi@ @@%@)
ia@a@@e as wel& as in fa@iiiﬁg%@@ %g i@pf@@e@ f@l&tﬁ@ﬁ&hﬁpﬁ %@%@@@m

_jﬁwaziliaa %&m&s a&@ f@@@i@n banking amﬁ fﬁa&a@i&z &n@%ﬁ%@%&@ﬁ@e B
.+ Bregilien banks hould be enecuraged to @?&E@‘%@ ezports m% aaly By
'»fguppiyﬁmg @?@@iﬁ but alss by chasneling iaf@&wati@m @@a@egnin@ eﬁp@$@

@pp@?%mai%i@s. Such infermetion can %@ chtained thr@ugh %ﬁaﬁ@h@@
abread o¥ f?@a Ysariner” f@?exgm banks wmi@h realize &ﬁ@ 5y te promote

 favorable trading cpportunities,

Onee @ff@gﬁiv@ and trusted working ﬁ@l&%i@nrhiyg are
developed hetween Brazilian and foreign basks, costs and unsertaioty of
exportations will Be redused, For this E@@&éﬁ; g@@@?ﬁﬂ@@%@l rogulations

atlions.,

 Abeence of such E@&%?&Q%&@Eﬁ wilk provide a faversble climete end

cacte confidence thet system will endure - thereby eaa@@ﬁagi@g

leage-tore trading relationships with im@?@we@ enpert corning @@p@@w
tenitics for Efaziio
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Increased Loroign carnings cay be obtainable ea o
: "pieeable anﬁ Leng Rasic thm:g@ uge ef Eovernne |
export agreczcats. Such aa agroemont weuld ¢e & opecifisd geantity
of Brogilion pmﬂneﬂsi@n to Loreign markoto ehremgm fomﬁ_’é;a ééaemllod
distribution. ) v- -

ne speroered

Ln sarketing agrocmont UM be ecompeocd of a
apoeified carketing arrangenent aecepted by Rhreo porticns Brasilian
producorn, a Loxoigan @iotributer, and the éqérarmont of :,ﬁm:n.,
Brazilian produsors of o partieulnr product Gould bo guAvontecd,
oithor collostivoly through thoir egocointiea o by individusl
combraets, o oot prico Lor 8 opoeiﬂéaa qeality ond/or q@nﬁﬁéy of
satpat. \ S

e fewoion dioteibuter veald @in a @Gﬂm&&b&g source of supply
Fao distributer bo gearanteed o z?e o pmnémﬁmcﬂ
pattorn of product L6y for a prediceable price. An agent ¢f tha
disctributor eculd imspeed the predusl bofere azportaticn, with tho
right of rejoeticn. Onse ¢tha product &8 acocpted Dy the ageat,
Brosilion profucorswould Do aboolved frca old Lurthcr rospensibidity.

Tue feroign Glotributor sheuld pravide dotnilicd imfermntion
coaeorning prodreticn motheds reguised ¢o realizo his deodred gealio
¢y conditicac, ¥m odditen ¢o tCcchmicnl cdvice, tho Aloteliboter odaht
oupply lavestiment caplital fer improving ond augmonting prcluotica,
Rolchursezeal o moﬁs*ibnw eeudd Do mnde theergh tho egroecd vpen
cothed of payeent Lo profustiea.

Rictributicn in eccacuning cexnlrics often 4o hal part of
the total marketing precess meat cudiest 8o opesinliszed {end posinps
mponcpolintis) centrol. Foroign preducers uwomnlly £oce o €esided
disadventasge then cndeaver Go coopote wi(h vwell entrenched local
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distributors. In order for Brazilian produsts to enter effeetively into
foreign markets, it may be necessary 2o eollaborate with estadlished
1ossl distributors.

It iz suggested that possibilities for long torm export
amnts be investigated for sach majer exportable predust (or prodiet -
group). When such & possibility exists, related internatiemal distris
Butom should be invited o discuss their terms and requirements,

. The foroign trade gouncil (G@EGEX) emald establich a

* committes te represent the Brazilian Govesmment in negotiations with

: foreign distributore. The govemmaa% might offer tax comnsessiens, _

: undorurite loans, s provide mVesti.mwﬁs in Folated infraatmetnm. et@,

.. and chould offer to provide mfomasiea and help for evaluating
‘existing yrodneuvc eapaeity, storage and ;tmaport foeilitios,

smu should invite many intmatioml dietributars to
negotiate narketing of & product in oﬁer te cbtain o wide range of
choiece for seleetmg the most profitable an-angeaants. It By oeeur "'
that tor sone predusts, no Gistributer oﬁ’em satisfactery participa-
“ tiem for Brazil. Such & vesult from nagetiations need not be completoly
. megative besauso Brazil gains expesure to outside ideas and inferuation,
X ,-_‘Emu infornation ean assist Brazilian officlals in determining
' possibilities for indepsndent export mavioting or the desivability
‘of contentrating on exportaticn of othier produsts, Koresver such
informatioa might indicate these aspeate of the productive and
‘intornal distributive prosesses nceding improvessnt,

It i further suggested that initia) contact and subsequent
negotiations with forelgn distributcrs be eonfucted in & mamner which
conveys the lupressicn that the Coverament of Brazil - ut the top
level ~ iz interested in promoting tho markeling agreemcnts and is
ready to provide its full ecocperatien inm oil branches of governmsnt,
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Exanple of an intreductory lettar for nogotisticns ic prosenved
follcuing thia note.

Use of export mavketing agresmeate previde a mechanism for
organizing domestie production on & larze ssale with the possibility
of entering into end maintaining important sharss in foraiga mavkets.
Brazilien producers and suppliers can gasm importent informatien and”
marketing “know-how® through technical assisiance provided by forelgn
distributors. The Brazilien Government gains not only mew sourees of
foreign exchange but &lise an mendee and predictoble flew of foreign
exchanga for the fudure, |

Expert marikoting agresnments eam provide entry fer Brazilian
preducts into new foreign markets and with ¢ime and grewing ccasumey
acesptance of these preduets the climmte will be improved Sop
intreduction of other Brozilian predusts. After Brazilian prefucts
are ¢otablished firaly im foveign markets, it should be casler te
asege%ate‘ more advantageeus euport agreements and/er practise indepea-
dent export merketing.
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Ve wich ¢o inferm you of & new Byazilian expa‘rg policy
vhich wo belicvo gan be advaptageous €0 yeur eczpany anid to cur
eountzy.

This new poligy provides for ¢stablisiment of long-term
export marketing agresuents between the Gevernment of Brazil and
importent intornational werketing organizaticns. We should 1ike to
explore vith yeu possibilitics for Brazil te supply (imclude hors
the ecmpaay's name) with (inelude here tho name of the produst(s}) om
an egtended basis. The Brazilian Govermment is ready to cecporate in
the fullest for providing inforsaticm en preduetion peteatiale,

. intornal prozessing, tramsportation, and verchousing fasilities, ete.

¥e should sppreciate leawnimg yeur view goncerning Jeining
us ir exemining possibilities for a lowg Pange marketing airangemont
beotweea (inciude hore ¢he company’s name) emd the Brasilian memeae.-

cmﬁﬁmtm of Brasilian pmmipaﬁim in gueh a Jmiz
pregran 1z administered bys

%o whom all related cerrespondence should Be sent.

Thenk you for your kiad atteation %o our propesal.

Bincerely yours,



NOTE 10 - POBEIGN PRONOTTON OF BRAZILTAW EXPORTS

Foreign prometion of Brazilian exports should cembine the
active participation of exporters, trade and producer asseciations,
and the Brazilian government.

A, Irede Faiye

Greater use sheuld be mide of internatiomal trade fairs
as 8 means demkm for Brasilian exports, Spensor-
ship eof Braziliam represcntation 4n such falrs should eontinue
" umder directiom of "Diprce” (in Itamarati). |

In the past, trade fairs have provided good imitial
expesure for Braziliam products, However, there has been a serious
lagck of "follow-up". After o fair emds, potential purchasers often
heve been unable to securs adequate infermstion concerning impert-
ation of products they sew exhibited at the fair. Therefere it is
suggested that, im sonjunction with arvanging Brazilian particip-
ation at 2 trade fair, diproe be responsiblie for providing an
adeguate local source of information for a reasonable time afier the
fair.

This souree of information may eonsist of adequately train-
ed personnel in lrui.umé embassies and gensulates or may Be dupel-
ed of a group ef represcautatives supplied or trained by Brazilian
trade and produ¢er asseciations,

Information should be made avallable cemcerning general
trading conditions (i.e. shipping, custems regulations, duties,
paperwerk, finaneing, ete) between Brazil and the country er coumtries
supplying most ef the imterested visitors at the fair. mo.uvuﬁbli N
‘ehould be price l.b ts, sames and addresses of exportm. and brochures
of Brazilisn products - particularily for those products displayed
at the fair,



, Preeeﬂing a fair, likely pmrmsm of m'azilsm preanats

Ehwlﬁ be speeinny i.nvi%ﬂ to atw the Bmilian di@mo Wt

the fair, these persons should ba eaatsem togsther with all ether -
 pérsons who chowed interest during the faiv. Such a contact might
provide the £illip required for securing an sxport commitment in
addition to the oppertumiiy for regeiving evaluation of the mumn .
products and their presentation. Infmtiem cbtained frem these
¢ontacts chould be transumitted to Diproe and to rolated trede
aseeeiatzm, e&e, in Brazil., In other wwﬁs, the trade repmeaﬁatww
fellouing the fair chould not act passively but chould cock to |
‘ezploit eny snitial advantages gaimé m 2he fair. '

A mm.m ahip eould be seaver&eﬁ inte a meblle mee tax.z'o
Thie trade okip mlé permit easy mevenent eﬁ’ the dispm ef
-Brazilian predu@;ﬁa fvom ome port to another.
Each veyage of tho trade ship eaaim be a@m %o a pmieﬁm .
group of emeﬂaa {e.g. ALALG, Afriess, Eurcpean, ete.), For each
such voyage zher& couid be a specisl seleetiom of products with
brochures in the languages of the coantries %9 be visited.
Aceompenyred +the ship ceuld be salesuen coaversant with the @um
mﬂ langusges of these eountrics, and the teehaical easpeets of the
‘  morchandise. At eseh foreign port, the lezal Brazilian cemmercinl
* representative sheuld provide a ataff %o ansmey questicm_g related €9 the
. mechanies of trading with Brasil. As with tvade faire, there should be
advanced pranctien a8 post-visit cemtacto by trained persemmel.

G, Functions of Foreign-Pased Commewelal 0ffices

Apparently the coumeveial offices maintained abreed by tho
wn&an governmeat have eemiributed littie toward eeimh%ms
e Emsllian cxperw. In pavticulay, eritieien priserily goous o be
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directed toward employment in these offices of persons umskilled
and not motivated for prouoting truo.

The principle ' of these offices (mu called Sgpwe) is goed,
but their continuance wonld only sesm justified by staffing them
with properly trained and effective paople. Functions te be perform-
ed by the commereial offices should be similar - though en an expand-
ed basis - to those of & commercial attaehé section,

One fumetion of the eommereial effice should be to recerd
and verify leeal trade data related e Brazil. Effort sheuld be
made to determime yeasons for any unusual differences betwesn

. Brazilian data of trade with a country and that country’s regord

of the same trads. By this means undervaluations and/or smuggling

of imports into Brazil might bo better cemtvelled,

The gommsreial office :huu atwt to discover what new
local markets are avallabie to Mzﬂm producte and hcu saie of
traditional produets cam he sirengthened, An importaent methed of
securing this infermatien can be through imterviews. Losal purmnrs
ean be interviewed to ascertain their reaetions to Brazilion made
products, Partieularly, these purchasers shouid be encouraged
to offer construstive criticism and suggestions for modificatisn of
the product and better means of commereialization, etec., In addition,
representatives of the ecumerciasl offices should introduce new |
Brazilian produets to doih old customers and potential new
purehasers.

All sueh information obtained sheould de sent ¢o Dipros
and to Brazilian ¢vade, ¢iec., associations,.

It should be made known that cemmercial offices serve to
receive complainte frem local traders, ete. dealing with Brazil.,
Cemplaints may represent claims abeut men-fulfillment of trade
agreements by Brazilian exporters, defeetive merchandise, ete.
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eozoreinl ¢<Pica, vith Diproc ond tho relsted prcivecy

" ent/or trofo doscotaticn ohould investigote cvery such Gemplaind

a%&nammmgme. A Brasilian egportey orpmme?
eheuld be pmﬂe&cﬁ by his asaeaia%iu fer -any dichenrssty. Part of
%&ap@im-ybeaﬁmmmmwwmmme&e

3 tho assesintica nay
ponsate cut of its goneral fund @ foroign impordor wio
gugfers & 1698 £red laving trated vwith Braszil,

docide to es

Prap® and intorooted attenticn €0 8 coplaist will
seimmiate groatly Poroign willingnoss R purchase Brasilisn prefucts.
Aetien of thic King wonld re@uce the Loreiga eustemer’s depeadende
wpen tho cupeanive anf tirc-ecnsuning of rentitutics prosently
avsilablo throngi intornnticanl sezrmreinl arbitration.

tosh of She cemercial effice cheuld be to imvostis
Eat0 poosidilitios and %6 assiet {n propavadica of bi-latoral and
cospicnentarity cgrecments. Alse, 18 may be that eoclicetively -
throngh ccardinaticn oF the eommoreinl officc < pressure can Do
offcetively epplicd Lor 8 countyy te increase ite Braziliem imports
in eoncideraticn Lor maintoining its faveradle tvade balmoe with
—— . e e
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