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Reed J. Irvine

How Tight a Line in Brazil

4 There is a widespread feeling in Brazil that the economic difficulties
of the country are inevitable and perhaps insoluble. Those who argue that Brazil
fhgs,been the_victim of unwise economic policies which could and should be corrected

in seemingly similar situations elsewhere simply will not work in Brazil, This
attitude is not confined to Brazilians., A recent article by an American economist
tells us that the American businessman is wrong to be concerned about rampant infla-
tion and economic and political instability in Latin American countries,l/ These
things are inevitable in growing countries, we are told, and the foreign investor
should accept, them and adapt to them. The idea that the country should make some
@daptation so as to give confidence and encouragement to the investor is considered
unreasonable if not impossible,

The population problem has been given the blame for the economic diffi-
culties of a lot of countries. We often hear of countries that are in an almost
hopeless position because of too many people and too little land. In Brazil, this
has been given a different twist. Tt seems to be fashionable there to attribute
a large part of their difficulties to the fact that the country embraces such a
large area and is sparsely populated, In other words, there is too much land and
too few people, Some economists think that countries that are physically small have
particularly difficult economic problems, but in Brazil there is a feeling that the
great area which the country embraces is an economic handicap,

These attitudes make it difficult to discuss economic policy in Brazil
in terms of the experience of other countries. The frustration would be somewhat
lessened if we could compare Brazil with another country which comes very close to
matching it in both size and population. There is no such country in the world
etoday, but there was one three-score years ago--the United States.

Brazilts twin

In 1900, the U.S. had 76 million inhabitants and an area of 3 million
square miles. Today, Brazil's population is estimated at 77.5 million, and her
land area totsls 3.3 million square miles. Like Brazil, the U.S, still had plenty
of wide open spaces at the turn of the century, and,like Brazil, the population was
quite heavily concentrated in the states that bordered the oceans. At that time we
had eight cities with over a half million inhabitants, Brazil today has seven,

1/ Grunwald, Joseph, "Why not Invest in Latin America?", Harvard Business Review,
" November-December, 1963.
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Both the U,S, in 1900 and Brazil in 1960 had completed a decade of rapid
economic growth. Industrial production in the U.S. had risen at an average annual
rate of about 3.5 per cent in spite of a couple of recessions, and real GNP had :
risen almost as much., Brazilian statistics show a more rapid rate of growth -- 9 per
cent for industrial production and 5-1/2 per cent for real GDP. This is very impres:
sive, but there are good reasons for believing that these figures overstate real ‘
growth, It is significant that the U.S, growth was reflected in an expansion of
exvorts of 60 oer cent over the decade, while Brazil's exports actually declined,

In 1900, the U,S, was entering a period of even more rapid growth, but
it may well be that Brazil over the coming decade will find it difficult to sustain
the pace that she attained in the 1950's, & strong reason for doubting that Brazil
will be able to emulate the record of the U.S. lies in the contrasting balance-of~-

payments position of the two countries. This in turn reflects a big difference in
their internal fiscal and monetary policies, :

In 1900, U.S, wholesale prices were actually a shade lower than they had
been in 1890, znd in the next fifteen years they rose at an anmual rate of less than

1-3/8 per cent a year. By contrast, Brazilian wholesale prices in July 1963 were
14.5 times the 1953 average. -
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difference in the behavior of prices in explicable in large measure
ing fiscal policies of the two countries, Brazil has been the case
of large budget deficits financed by the simple device of printing
Y+ It has been argued that the needs of development--the building
ic power generating and transmission facilities, public social
lon, etc.--are so great in a country like Brazil'thatf"eVEn;minimal
€ nt expenditures for these purposes are larger thanrthe»government'revenue
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The U.S, was faced with no less need for development in the period follow=
 Civil War, This was a period of tremendous growth in the U.S. and great
ns were made to what is now called infrastructure, For example, in this
~ period alone, the U,S. laid down more than 7-1/2 times as much railway track as the
~ total trackage existing in Brazil at the present time, Nor was investment in human
~ capital neglected. The proportion of school-age children enrolled in public schools
r cent by 1900. From 1870 to 1900 enrollment in secondary schools
§ as fast as the population between the ages of 15 and 19 years,
ay of contrast the latest data available for Brazil show less than a quarter of
~ school~-age population enrolled in schools. In the face of this impressive
nvestment, did the U.S, have difficulty in keeping federal government revenue ahead
of expenditure? Not at all, On the contrary,
- surpluses from 1866 up to 189k, A series of six budget deficits were recorced in
- the U.S, in the 18901s, but they were of very modest proportions. The largest of
~ them occurred during the'Spanish—American‘War, and it amounted to less than 1/2 of
1 per cent of GNP. All were easily financed by the non-inflationary device of selling
- long~term bonds to the public at interest rates of 3 per cent and under, Ty

The U.S. authorities in this period would have been nonplussed had anyone
told them that budget deficits and depreciating money were essential accoutrements
of the process of economic development, The keystone of U.S. fiscal policy was a
balanced budgel, based on the minimum expenditures required to maintain an efficient
public service, No less important was the maintenance of a sound and stable currency.

- The conservative fiscal policies of the U.S, were reflected in a strong

9.3’alance-—of—payments position, while the inflationist policies of Brazil have been
reflected in the persistence of a continuing state of balance-of-payments crisis,
With the exception mainly of a few years in the 1890's the U.S, had an almost
uninterrupted expansion of gold reserves from the 1870's right up to World War II,
This was not because commodity price trends were unfailingly favorable to the U.S,
It is interesting to note that in 1899 the wholesale price of raw cotton, which was
by far the largest single export commodity in the UeSey was 4O per cent lower than
it had been in 1890, Prices of wheat and wheat flour, the second largest export,
were down a quarter. No one thought to cite these price developments as proof that
the U.S. had a structural problem which compelled it to inflate and run a balance-of-
payments deficit, There was no inflation, and exports in 1899 were over LO ver cent

2/ Op. cit., p, 12k,

there was an unbroken series of budget




oS ,qf 1890, The U.S, more than offset the sharp declines in the prices of
ding exoort commodities by increasing the volume of these exports and by
agyieMAQggsubStantial gains in the export of other goods.

~ Brazil in the latter part of the 1950's was beset, as the U.8¢ was in the

: 5, with sharp declines in prices of her major exports, especially coffee and
cotton, The price of coffee in 1960 was about 25 per cent below the 1950 average and
~_the price of cotton was down L0 per cent. It is interesting to note that these price
~ declines corresponded very closely with the drop in prices of the two most important -
~ exports of the U.8., in the 1890's, except that in the Brazilian case the smaller decline
~ applied to the more important export. Brazil did not offset these price declines with ‘
~either expansion of the volume of the major exports or sufficiently large increases in
~the value of exports of other commodities, Indeed, Brazil's difficulties were inten- .
 sified by sharp declines in volume as well as in the price of exports of cotton and cocoa,

0f course, the problem faced by the two countries was not exactly the same,
Coffee alone accounted for 60 per cent of Brazilian exports in 1949-51, about the same
position cotton occupied in U.S, exports in the early 1870's. Export diversification .
‘had proceeded f'arther in the U.S. by 1890 than it had in Brazil by 1950. However, ir o
1889-91, three commodity groupings accounted for 6l per cent of all U.S. exportégé/ :
This compares with 75 ver cent for Brazil's top three exports in 1949-51. In the case
of the U,S., diversification was probably encouraged by the secular decline in commod-
ity prices that began in the 1870's. The diversification that took place in the 1890's .
was a continuation of a long-term trend., It brought the share of total exports accounted
for by the three largest groupings down to 52 per cent in 1899-1901, .

Brazil has not had the "advantage" of a similar long-term decline in commod-
ity prices. Commodity prices rose sharply in the early 1950's, coffee prices reaching
a record high in 1954. During the subsequent decline, Brazil's domestic inflation made
export expansion extremely difficult. The top three commodities accounted for 6l per
cent of exoort earnings in 1959-61, which would indicate a greater degree of diversi-
fication than had prevailed a decade earlier, but this developed mainly as a result

of the drop in sales of the leading commodities rather than an increase in sales of
other goods,

Brazil's plight .

In 1900, the U.S. could boast of growing exports, a healthy balance of pay~
ments, a sound currency and expanding industrial might., America was regarded as a
good place to live and work and invest. Capital, both human and financial, poured
in from abroad. Iong-term foreign investment in this country more than doubled from
1897 to 1908, rising from 33 billion to over $6 billion, and nearly 9 million immigrants
added to the expansive push in the first decade of the 20th century.

How d: fferent is the present position of Brazil, International reserves
have almost been exhausted. Ex ports have actually fallen in value over the past
decade, and even though manufacturing represents a substantially larger share of

3/ This includes raw cotton, wheat and wheat flour, meat and meat products,
" including arimal fats and oils.




it-day Brazil than it did in the U.S. of 1900, manufactured goods con-
1an 3 per cent of Drazil's total exports. Up to this point Brazil has
obtaining a substantial amount of debt and equity capital from abroad,
share of this over the past decade or so has been in the form of
ance from the U,S. and international institutions, Such assistance
than $2 billion in the ten years ending in 1962, while U,S, private
nent in Brazil in the 1950's rose by only $300 million, Brazil is now
; ing foreign debt, and since her foreign exchange earnings
the debt has been rising, her ability to bear this burden
Under these conditions, Brazil is in a very poor
[ e additional foreign capital that will be required to sustain
~ her economic growth, Indeed, that growth has already been halted, and unless there
is a pretty drastic change in policy it is difficult to see how it can be resumed,

What, kind of policy could put Brazil on her feet? There is an influential
school of Latin American economists which asserts that Brazil's unfortunate condition
_is quite normal and inevitable. The remedy, according to this school, is for foreign
jovernments arnd international institutions and foreign private investors to come to
- the rescue with additional infusions of capital., This is the only way to keep the

ball rolling, we are told, '

It is not surprising that this prescription has a strong appeal among
Brazilians. This is what is known and familiar to them. Brazil's economic experi-
ence of the past several years has certainly had its hectic and unpleasant asvects,
but there are a number of tangible fruits which are visible to the naked eye which
many people censider good, There is the remarkable industrial growth of Sao Paulo,
especially the highly visible automobile industry; the construction boom, and, of
course, Brasilia, If a Brazilian thinks that inflation is the inevitable result of
development, and if he stoutly maintains that a developing country cannot expect to
exvand exports pari passu with the increase in domestic production, it can be readily
understood tha: he 1s generalizing on the basis of his immediate, if limited,
experience,

Howerer, an increasingly large number of Brazilians now realize that there

‘I’must be an end--and a rather unpleasant end to the road that Brazil has been follow-
ing, Some have been reluctantly forced to this conclusion as a result of the drying
up of the inflow of foreign capital and the growing realization that the huge debts
that Brazil has incurred must either be stretched out or defaulted, The foreign
official creditors, including the U,S. and the I.M.F., can be expected to make any
appreciable amount of new financing contingent upon drastic fiscal and monetary
reforms, To do otherwise would only mean plunging Brazil deever into the morass,
making the evertual extrication even more difficult. No amount of exhortation=-even
if it appears in the Harvard Business Review--is likely to persuade private foreign
investors to turn on The golden faucets and flood Brazil with private capital as
long as the existing investments go unserviced or are threatened with repudiation.
The pinch is already being felt, and it seems generally agreed that there has been
no economic growth in Brazil in 1963,
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. out Brazilian industry and create mass unemployment, This, they argue, would pave
',,the~wayufbr‘a,communist’takecver..rThey*hdpe[that a president will be elected in
1965 whp'might,benablevtofstabilize,andﬂsave:democraanat the same time, -

The other school is more inclined to think that the shockvof~stabilizaf
tion will be more tolerable now than later. They believe the leftists are in a le
favorable position to exploit this shock at this time than they may be a ye
years from now, This is based partly on their belief that a dangerous infi n
of communists and their sympathizers into key government positions is taking place,
This could mean that time is not on the side of the democratic forces, i

Those who fear stabilization now probably exaggerate the shock that would
come from ending inflation in Brazil., It is quite unrealistic to think that all; or
even a major part, of Brazilian industry would be wiped out. A sound stabilization
program would have to be based on the assumption that there would be two processes
of adjustment working for the preservation of the bulk of Brazilian industry. One
would be the adjustment of the exchange rate to a more realistic level, This would
give the more efficient sectors of Brazilian industry a chance to sell their goods
in world markets, The other would be the exertion of strong pressure on industry to
achieve greater economies and efficiency in the use of all resources, There is bound
to be considerable scope for this. For many years, Brazilian industry has faced a
protected selle-'s market, and it has not been necessary to pay much attention to
costse This can and will change very rapidly if the proper stimulus is applied,

My limited observations indicate that Brazil has a good industrial labor force
whose main weaknesses are inadequate basic education and a tendency to give something
less than full {ime and attention to the Job. This can be corrected.
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There are, of course, other obstacles to exports which better pelicies
could correct. Not all Brazilian industrial production is as close to being
competitive in world markets as are lathes. It is unfair to the efficient mant -
facturer to saddle him with the requirement that he procure raw materiasls or

W yith foreign suppliers. This may meke the difference between an efficient*prpducer

being able to exvort and not being able to export. It is clearly seif-defeating
and unjust to handicas the efficient by forcing them to pay tribute to the ineffi-
cient; but this is precisely what Brazil and many other countries are doing under
the illusion that it contributes to economic development. At the very least Brazil
should remove the obstructions which limit the access her industries have to the
world's store of raw materials and other capital goods,

Inefficiency in the service sector can also impose crippling burdens on
industry. A classic example of this in Brazil can be found in the shocking
inefficiency and high costs which prevail in the country's ports, This has become
so bad that it is said to be cheaper to ship goods long distances between some of
the ports by road rather than by ship. The wages paid to the port workers are so
far out of line with the market that many of them hire others to do the work they
are being paid to perform. With competition as keen as it is in the world today,
this kind of thing can add enough to.the cost of exportation to kill the possibility
of many a sale. Reform would not be easy, but it should not be impossible.
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