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INTRODUCTION

One of the outstanding events of this decade, and in all likelihood, of
this century, will be the begining of an integrated Western Europe-EEC 92.
Analogous movements of integration are under way, across the Atlantic, between
the U.S5., Canada and Mexico and in the Southern Hemisphere between Japan and

its neighbouring NICs.

Such processes are closely related to deep-seated world wide industrial
changes, based on new and pervasive technologies, such as microelectronics and

biotechnology.

The purpose of this paper is first, to analyze the recent Brazilian
industrial and technological development, focusing on the role played by EEC
countries and the implications of EEC 92, and second to present suggestions
for cooperation from the European Economic Community to foster the development

of Brazilian industrial and technological capability.

The paper is divided into seven sections, following a decreasing order
of generality. The first section presents the prevailing macroeconomic
constraints to industrial and technological development. The second section
analyzes the existing industrial structure and its present strategic options.
The following two sections look abroad, focusing on international trade,
regional integration and direct foreign investment. Sections V and VI examine
in more detail the conditions of the Brazilian scientific and technological
systems and the development of human resources. Finally, Section VII presents
the suggestions for cooperation from the EEC, following the same order of

sub jects.



I. MACROECONOMIC CONSTRAINTS

In the Brazilian economic history the decade that now ended stands in
sharp contrast with the rest of the period from the Second World War.
Accustomed to very high rates of growth (an average of 8% per year from 1950
to 1980) the Brazilian economy in the eighties got mired in its worst economic

crisisl, of which no end is on sight.

The depth of the present crisis can be better gauged by comparing the
eighties with the preceding decade. In the period 1971/80 the per capita
gross domestic product increased 66,4%. In contrast, in the years 1881/88 it
declined 1.3%. Gross capital formation during the seventies was on average
23% of the product and it fell to an average of 18% in the period 1981/88.
Inflation rates, which averaged 33% per year during the seventies, reached an
astounding 70% per month in January 1990. At the same time, inequality, the
dark side of Brazilian economic growth, has increased — +the Gini
concentration index of personal income distribution increased from 0.56 in

1982 to 0.60 in 1987 (Silva, 1989).

The seventies are important for understanding the present crisis not
only for reasons of historical proximity. In fact, it was during that decade,
especially its second half, that the seeds of the crisis were sown and, at the
same time, were established the productive conditions which may support an

exit to the present plight of the Brazilian economy.

After the first o0il shock and with the petering out of "Brazilian
miracle" of 1968/73, based on the internal market for durable consumer goods,
the Brazilian Government undertook an ambitious industrial development
programme (II PND) geared to import substitution of basic products (including
substitution of o0il for alcohol) and capital goods. As shown in more detail
in Section V, the development of the scientific and technological
infrastructure and the setting up of technology-intensive industrial sectors

was included in the programme.

1As shown by Reis et al. (1989), the crisis of the eighties in Brazil was
worse than the thirties depression, if measured by the evolution of the per
capita GDP. In the thirties, by 1934 the per capita GDP had recovered to the
level of 1929, while during the eighties in 1989 it was still below the level
of 1980.



The programme was financed, internally, by substantial transfers of
resources: the Government mobilized a vast array of fiscal and credit
incentives, kept tariffs and prices of basic inputs supplied by GState
enterprises (steel, oil, etc.) low and defined a wage policy which led to wage
increases much below the growth of labour productivity. Nonetheless, the
major characteristic of the finance strategy adopted was the reliance on
foreign credits — the gross external medium and long term debt increased from

US# 17 billions in 1974 to US$ 50 billions in 1979.

Favourable lending conditions and incentives to exports (which grew 12%
per year from 1974 to 1979) seemed to Jjustify such path of growth-cum-debt.
At a deeper level, such strategy allowed postponing major changes in the

finance structure of the Brazilian economy.

Such strategy was brusquely disrupted by external factors at the end of
seventies and begining of the eighties. The price of oil imported by Brazil
almost trebled between 1979 and 1981, terms of trade fell abruptly (in 1982
they were 62% of the 1978 value), the US dollar (to which the Brazilian
currency is pegged) appreciated, international lending rates increased steeply
(the LIBOR which had averaged 7.8 in 1974,/78, shot up to 15.1% in 1981/82)
and, from 1982 onwards, the international sources of funds dried up (Horta,

1989).

The policies followed by the Brazilian Governments (1979/85 and 1985/90)
put the burden of adjustment on the shoulders of wage earners and on the State

itself.

Although the Brazilian price system is highly indexed, wages have not
kept up with other price increases. The minimum wage, for instance, has now
reached its lowest point since it was established at the end of the thirties
and the share of labour (employees earnings) in total product at factor prices
fell to less than 40% in the eighties. The ensuing decline of standards of
living is exemplified by the reduction of 8.3% of per capita consumption of

family units between 1980 and 1987 (Horta, 1989).

The other point of convergence of the crisis has been the State
finances. The growth of the public debt expresses such convergence: in 1988

the total debt was equivalent to 47% of the GDP, over the double of 1380



(22%). The debt to foreign creditors had increased from 12.7% to 25.4% of the
GDP and the internal debt had risen from 9.3% of the GDP to 21.3% between 1980
and 1988 (Giambiagi, 1989).

Such growing indebtedness of the public sector evidences a deep seated
fiscal crisis which lies at the center of present economic policy debate, The
gross tax burden in Brazil is low, compared to OECD countries, and has shown a
downward trend. From 26% of the GDP in 1870 it fell to 24.6% in 1979/81 and
further down, to 22% in 1987. The net taxe rate fell more steeply-from 14%
of GDP in 1975 to 5.7% 1in 1987. Such decline reflects not only the
deterioration of taxes with growing inflation (the Tanzi effect) but also the
fiscal incentives given by the Government, of which a substantial part is
directed to export activities and, especially, the transfers to pay interests

on the public debt.

The adjustment to the unfavourable external conditions of the eighties
had, however, deeper effects on public finances than a reduction of earnings.
In first place, in order to reduce the foreign exchange risk of the private
sector and, then, to minimize the consequences of foreign exchange
devaluations on prices, the Government took over the responsibility for most
external debt. Thus, the Government share of the external debt rose from

42.5% in 1980 and to 81.2% in 1988 (ibid.).

From 1980 to 1988 Brazil paid US$ 84 billions for interests on its
external debt (equivalent to 131% of the total debt in 1980) (Horta, 1989).
Such payments, which amounted to almost 5% of GDP in the period 1984/88,
relied mainly on a successful trade balance adjustment: combining import
restrictions with export incentives, the trade deficit of 1980 (US$ 2.8
billions) turned into a mega surplus in 1988 (US$ 19 billions). Despite such
adjustment, in 1989 the Government stopped payments on the foreign debt, in a

tacit moratorium.

However, the transformation of the foreign exchange proceedings earned
by the private sector into local currency led the Govenment to increase its
internal debt in the spetacular rate shown above, in order to avoid major

inflationary consequences.

Thus, external and internal debts have become inextricably intertwined.



In a cumulative process with inflation rates, the internal debt became
short termed. As shown by Silva (1989) the average maturity of the debt stock
at the end of 1988 was three months, a half of the value prevailing at the
begining of that year. More seriously, practically all the internal debt had
its value established daily, in the overnight market, shortening thus all

operational time horizons.

Except during the short-lived Cruzado Plan of 1988, the Government used
the rate of interest it paid on its debt as a major policy instrument to

discourage foreign exchange evasion and to control demand.

This policy achieved its objectives only partially. Thus, foreign
exchange evasion was substantial, wunder several forms, such as export
underinvoicing and investments abr-oad2 and a "parallel" foreign exchange
market acquired officious status. By functioning as the prime rate for the
financial market, the high interest rate paid up by the Government may have
checked part of the demand but at a very high cost in terms of shifting

resources from productive investments to short-term financial uses.

Moreover, such policy had a self-reinforcing negative effect by
increasing interest payments and thus increasing the public deficit and

requiring additional indebtedness.

As shown by Giambiagi (1989) the public sector borrowing requirements
(the public sector operational deficit) decreased from 6.8% of the GIP in 1980
to 2.7% in 1984 and surged back during the second half of the decade to reach
4.3% in 1988. Excluding interest payments, the public sector showed a
positive balance in the period 1983/88, although at the end of the period
increases of personnel expenditures practically eliminated such surplus.
Therefore, in recent years interest payments account for practically all the

public sector deficit.

Since personnel expenditures and transfers for social security proved to

be politically incompressible and given the snowball character of Iinterest

2Estimates of the flight of resources abroad vary considerably. One of such
estimates (Reis, 1989) puts the capital flight between 1977 and 1987 at the
level of US$ 20 billions.



payments, the Government opted to try reduce the deficit by cutting down its
investments. Public administration investment, as defined by national
accounts (excluding State enterprises) declined from an average of 3.1% of GDP
in the period 1976/80 to 2.7% in 1987. State enterprises were even more
seriously affected. In the period 1980/82, when the projects of the II PND
were being completed, their investment was 5.2% of the GDP. In 1988 such
share dropped to 2.8%.

The plight of State enterprises has been further compounded by a pincer
of Government policies: while in the late seventies/early eighties they were
instructed to borrow heavily abroad, during the last decade their prices were
greatly reduced in real terms in order to subsidize the private sector and to
keep down inflation rates. As a consequence, their performance qua.
enterprises suffered and the quality of their services was been greatly

impaired.

Although in recent years some State-owned enterprises were sold to the
private sector, such privatization was supported by Government loans and had a

very limited effect on the public deficit.

Nowithstanding the perverse effects of the way in which the public debt
was financed in Brazil, in terms of resource allocation, time horizons and
expected rates of return, it should not be turned into the scapegoat for the

inflation which plagues the economy.

There are at work other factors in the behaviour of economic actors
which contributed to the recent hyperinflation. One of such factors was the
indexation of the price system, which propagates price movements and embodies
a resistant "inflation memory". As mentioned above, such indexation was not
neutral in terms of income distribution, with wage earners coming worse off
the distributive conflict. In fact, such indexation system and the public
deficit reflect the unwillingnes of entrepreneurs to share any of the burdens
of controlling inflation and their political capacity to impose their will
upon the rest of society. The history of Brazilian development provides ample
evidence that the recent behaviour of managers and entrepreneurs is a

structural feature, which was exacerbated by the rise of inflation rates.

Finaly, it 1is important to stress that the characteristics of the



Brazilian financial system, where long-term credit is provided by Government
sources only, contributes in no small way to finance strategies based on price
increases. In the recent past, the combination of wvery high real interest
rates, the laxness of Government price controls and, in many sectors, the
market power of few entreprises, have made price increases a much easier and
safer financial strategy than investing to reduce costs and Iincrease
productivity. The financial system itself has a strong vested interest in
high inflation rates and a soaring public debt because such factors are a
major determinant of the very high profit rates they enjoyed during the recent

past.

Although such features are deeply ingrained into the economic and
political fabric of Brazilian society, the recent inflation lost the
functional usefullness that it had in the past and a consensus emerged that

controlling inflation is the prime objective of economic policy.

To sum it up, the financial strategy of the great industrialization
spurt of the seventies had a built-in fragility which became explicit during
the last decade, triggered by external factors and compounded by the
incapacity of the Brazilian elite to introduce the structural changes which
were necessary. In this respect, perhaps the most tragic feature of the
eighties is not the crisis itself but the fact that it left unresolved (and
worsened) all the problems it inherited. In this sense, it was truly a "lost

decade".

The Government which took over in mid-March 1990 has taken some drastic
measures in terms of reducing the liquidity of the economy and thus cutting
down inflation rates from 90% per month to about 10%. Public debt payments
were reduced accordingly and the Government has announced it intends to sell
many of the State enterprises and reduce personnel expenditures by at least
30%. Its strategy of renegotiation of the external debt has not been made

public yet.
The response of the productive sector to the new policies has been, on
the whole, recessionary, with a decline in the levels of production and an

increase in lay-offs, especially in industry.

Therefore, the macroeconomic constraints now prevailing in Brazil to



industrial and technological development are quite severe. However, if such
constraints are alleviated, the productive structure inherited from the
seventies and further developed over the last decade provides substantial

scope for such development, as next sections endeavour to show.

II. INDUSTRIAL STRUCTURE AND STRATEGIC OPTIONS

The development of Brazilian economy since the Second World War has been
led by manufacturing industry, which increased its share of GDP from a fifth
in 1950 to a third in 1980. However, during the last decade this share fell
to 30% in 1987, practically the same level of 1970 (29%). As shown in Table
II-1 manufacturing industry growth rates during the eighties were not only
very small on average (0.5% per year during the 1980/88 period), in sharp
contrast with the previous decades, but they also fluctuated widely, ranging
from an increase of 9% in 1980 to a drop of more than 10% the next year.
Investments declined during the decade and in 1987 were at the same level of

1980 (see Table II-1).

Table II-1

MANUFACTURING INDUSTRY GROWTH RATE AND INVESTMENT
Index - 1950/88

PERIOD AVERAGE GROWTH RATE (%) INVESTMENT INDEX (1980 = 100)
1950/60 2 N. A
1960/70 6.9 N. A
1970/74 12.5 N. A
1975/80 ol N. A
1980/88 0.5 N. A
1980 9.1 100.0
1981 -10. 4 97.3
1982 -0.5 98.9
1983 -6.1 91.3
1984 6.1 77.1
1985 8.3 80.2
1986 11,3 96.5
1987 1.0 100.0
1988 -3.4 N. A

SOURCES: E.C.L.A. - 1950/70
Willberg and Panariello (1990) - 1970/80
N.A. - Not available



The metaphor of the glass which is half full or half empty depending on

who looks at it applies very well to an assessment of the Brazilian

manufacturing industry.

Thus, local production supplies practically all internal demand. As

shown in Table II-2, the import coefficient of manufactures is less than 5%

with mechanical products, electrical and electronic and transport equipment

holding the highest import coefficients (around 10% of consumption). This
makes Brazil one of more closed industrial economies of the world, limiting
the benefits of the international division of labour. A consensus seems to

have been reached internally that such degree of closedness is harmful to the

development of the country and a process of gradual import liberalization,

started at the end of the last Government is being hastened by the present

incumbent, as described in more detail in the following section.

As evidenced by the low import coefficients throughout the industrial
structure (see again Table II-2) the latter is highly integrated, with local
intraindustrial sales accounting for over 40% of total industrial production

in 19803 — a pattern more akin to developed countries than to other LDCs.

Table II-2

MANUFACTURING INDUSTRY - IMPORTS AS A SHARE
OF INTERNAL CONSUMPTION - 1980, 1985, 13887

TRBUSTRY 1984 1985 1987
fon-fietallic Hineral k.7 .8 (.3
Hetalluroy 6.2 2.0 .7
Hechanice 15,7 7.4 it6
Flectric and Telecom Eguipaent 17.4 2.4 0.4
Transport Eowipaent 1.3 .8 9.4
Paper Frogucts 4.4 bt 1.8
fubber Froducts | 2.7 3.8
Chemicals 7.8 4.0 5.2
Pharpaceuticals 8.4 L) 8.3
Textales 0.5 8.3 0.8
{1othing end Shoes .3 5.7 4.7
Foud Froducts b6 3.2 .4
Hanufacturing Industry b.4 5.4 4.8

3Computed from the 1980 input-output tables.



As shown in Table II-3, this structure is changing. It is especially
significant that the most technologically dynamic sectors, such as those
producing chemical, mechanic and electrical and electronic products, have
continued to increase their share of manufacturing value added during the
eighties (to 33% in 1987 from 31% in 1980 and 23% in 1970) despite the poor
industrial performance of the decade, albeit at a slower pace than during the

seventies, when such sectors were fostered by the Government Development Plan.

Table I1-3

MANUFACTURING INDUSTRIES VALUE ADDED STRUCTURE
1970, 1980, 1987 - in (%)

IHDUSTRIES 1370 §984 1987
fiechanical i 9.7 1.8
Electrical and Electronics Egquipsent B4 7.0 b8
Chemicals 0,2 14,4 {a.6
SUBTOTAL 7.9 i3 35,2
Perphume, Soaps, Candles .5 f.6 4.9
Tentiles 9.3 b6 6.1
Clothing leather and Shoes 4.4 itk 5.2
Food Products 12.9 ELA 14.4
Beverages Tl 1.3 1.6
Tobacra 1.3 0.7 f.d
BURTOTAL At 6.4 7.3
fharmaceuticals 3.4 b7 $.7
Hood and Furniture 4.3 4.3 2.8
Frinting 3.b Sack 2.4 '
Traneport Eguinment 8.5 2.0 bed
fetailuroy 145 1.3 8.9
Hon-fletallic fiperal .7 ok b.%
Faper Producis 2.5 2.9 3.2
fiubber Froducts b4 .3 .4
Flastic Products 1.9 2.3 5.4
ithere 2.4 3 Tk
TOTAL RHARY 00,0 i, ©

SOURCE: THBE
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The share of such sectors in Brazil is similar to the share they hold in
more advanced industrialized countries, as shown in Table II-4, suggesting a
process of industrial convergence; with the difference that in Brazil
chemicals tend to be more important than in the advanced countries, with the
reverse holding for electrical and electronic and mechanical products.

In fact the differences run much deeper, especially if one looks at the

segments of the above mentioned sectors which act as the sources of technical

progress for industry and the rest of the economic system.

Table II-4

BRAZIL, USA, FRG, JAPAN AND ITALY
MECHANICAL, ELECTRICAL & ELECTRONICAL INDUSTRIES
SHARES OF MANUFACTURING VALUE ADDED IN 1980 AND 1887

ST ¥ + 15 - /
INDURTRY : BRETIL P UBA 1 FRE 4 JAPAN ) ITALY
; - . o ;
i 1980 1987 1980 1 1980 § 1980 ! {980
T N - A > o - .
Hechanical I 9.8 | 7.0 1 158 § 3.5 4 1.7
Elimedr iead 0 Elapd ppns . : : g
Electrical & Electronics! 7.0 68 4 87 0 1t 4 HE O BI
S = . e o
Chemical y 14,8 15.8 H 9.6 v 14,72 } 8.8 L 7
¢ ¥ 1 ¥
] ¥ ] ;
Toia i g s FET 5 o
fotal b 3.2 b W3O 4t 4 3 P 3G
BRURAER . Draadt R L e ;
SOURCER: Brazil - Table 11-2, other cowstries - Furtadoligeg).

Thus, comparing the structure of the electronics complex in Brazil and
in more advanced countries (Tables II-5 and 6), we can see than in Brazil, in
spite of the progress of the data-processing segment, based on the Informatics
Policy, the production of consumer goods still predominates, while in the
latter countries professional electronics is dominant. The small share of the
Brazilian electronics complex held by the segments producing industrial
automation equipment, instruments and components is especially serious because

of the role played by such segments in the diffusion of technical progress and
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increased productivity. Moreover, because the consumer goods segment benefits
from a special import status, by virtue of its location in the Amazons region,
it imports most of its components and equipment, reducing the possibilities of
development of the latter two segments. Therefore, in Brazil the economies of
scope and the synergy characteristic of the electronics complex in developed

countries are largely absent.

Looking at the half of the glass which is full, we can point out that,
in spite of the small scale of production of electronics industrial automation
equipment and their relative high cost, their use is spreading in Brazilian

industry.

Table II-5

THE ELECTRONICS STRUCTURE IN BRAZIL
VALUE OF PRODUCTION IN US$ 1000 AND %

i 1986 1987 1538
FECTOR WALUE i YRLUE no VRLUE i
DATA ;
FROCESSING PodE 33.4 2578 3.4 2545 35
i
TELECDHHE I 1 i a7 7.8 {604 14.3
:
TNDUSTRIAL ;
RUTOHAT ION PR 3l 94 4.5 St 4.4
i
IHSTRERENTE 1 &G 0.9 i7 i.2 73 i.d
1
¥

S, TOTALY pL30kel 47,87 {3%AAL {545 {3852} (58.7)
:

CONSURER :

it i 33T §9.3 2731 4(.8 813 40,1
i

COHPONENTS P 3.3 247 Bal 348 EAY
i

iTAL B C 1 4342 0.0 8539 o i 100,90
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Table II-6

THE ELECTRONICS COMPLEX IN ADVANCED COUNTRIES
MAIN ELECTRONICS PRODUCTS MARKETS - 1987

o g | AT I GPn R SO S
vin 4 oend total valuel

LU JPBN EUROFE (1) TOTAL
:

EOFE T {7.5 39.8 N
:

CONBUKER 7 7.0 {64 14,6
1
+

COALNICATIONS 128 8.9 9.1 {3.0
1

{4, 7.4 9.0 10.6

70, § 2.2 17.7 7.1

TOTAL 100,40 160.9 106,30 100,49

YALUE 00,7 156.1 111.4 458.7
{USSHILLIONHS)

(1) FRB, UK, FRANCE, ITALY.

SMURCE: Paiva (1988)

Thus, the number of programmable controllers locally produced and sold
increased from 412 in 1984 to 5274 in 1988 (SEI, 1983). Such controllers were
purchased mainly by assembly process industries (automotive, plastic and
rubber products, electrical and non-electrical machinery, including
electronics). Continuous process industries, such as chemical and
petrochemical and metallurgy, although heavy users (especially of more complex
products), are switching to the use of digital systems of distributed control.
The production of the latter started in 1984 and over a hundred were sold

during 1985/88.

Local production of numerical control units is around a thousand per
year, with a total value of about US# 20 millions, a market similar to France.
According to data from SEI (1989) the growth of the market was impressive —
5.5 times between 1984 and 1987.

The growth in the stock of numerically-controlled machine tools (NCMT)
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has been remarkable too — from less than 500 in 1980 it had reached about
5000 in 1988, most of which (70%) were locally produced. The use of such
machinery — the symbol of flexible automation — is spreading. While in
1980 two thirds of the NCMIs were used by machinery producers (especially
machine tool makers) and another 17% in the transport equipment industry
(mainly automotive), in 1988 users of NCMT included firms producing electrical
and electronic durable consumer goods, steel, agricultural machinery and
several other sectors. The use of NCMI' is also percolating down the size
distribution of firms — while in the early eighties only large firms used
the equipment, presently users include also medium-and even small-sized

enterprises.

On the other hand, NCMIs accounted for less than 3% of the total number
of machine tools produced in Brazil in the period 1985/87 and for 36% of the
value of production. Such shares of production are well below those observed
in more advanced countries, where NCMIs account for more than half of the

value of production of the industry (two-thirds in Japan).

More generally, the machinery sector (electrical and non-electrical) has
been one of the worst affected by the crisis of the eighties, especially the
firms which produce custom-built equipment, which were caught by the recession
at a time they were completing their expansion of capacity fostered by the
Development Plan of the seventies and which have State enterprises as their

main clients.

It is generally believed that a substantial part of the machinery
sector, especially the smaller enterprises, have lost ground in technological
terms, increasing the heterogeneity of the sector and the gap between Brazil

and other countries.

The undevelopment of the machinery industry is especially noticeable for
the segment producing precision equipment and components, which suffers badly
from the lack of machinery (which has to be imported) and from qualified
manpower too. As it is well known, this segment, although small in size, is

highly important in terms of embodiment and diffusion of technical progress.

Finally, in the case of the chemical complex, the Brazilian complex is

heavily slanted to basic chemicals, especially oil refining, which accounted
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for 36% of production of the complex in 1984 (Haguenauer, 1989). The
integration of the complex is still partial, concentrated on petrochemical
downstream chains of production. Other chemical industries, such as
pharmaceuticals, pigments and pesticides, produce locally only the final
products, importing the most technologically relevant inputs. Fine chemicals
the most dynamic segment of the complex in the world is also poorly developed

(ibid.).

Two other critical sectors, which straddle many industrial complexes,
biotechnology and new materials, are also poorly developed, in spite of
favourable natural resources (e.g. in rare earths). Such sectors did not
benefit from the boom of the seventies and investment in them during the last
decade (largely by private enterprises) has been limited, concentrated in

agricultural uses for biotechnology and ceramics in new materials.4

Thus, the Brazilian industrial structure, in spite of its high level of
integration, lacks precisely those segments which are most relevant in terms
of technical progress, the segments which act as engines of innovation,

providing the rest of the system with product and process innovations.

This "hole" in the industrial-technological "tissue" is enlarged by the
lack of investment in scientific and technological endogenous capability
(discussed in more detail in a following section). It is especially serious
at a time in which a great technological transformation of the productive
structure is under way, not only in the older industrialized countries but

also in other developing nations, such as the Southeast Asian NICs.

Notwithstanding such structural problems, the Brazilian industry has
shown signs of great vitality in face of severe macroeconomic constraints. As
shown above new forms of automation have been incorporated by the Brazilian
industry. More generally, data computed from Araujo Jr. et al. (1989) show
that 48% of the industry has consistently increased its productivity from 1975
to 1984 and another 25% increased productivity between 1984 and 1982. Such
increases in productivity cut across all industrial complexes, the main

exception being the construction complex, one of the worst affected by the

4For new materials see Lastres et al. (1988) and for biotechnology Almeida et.
al. (1990).
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depression of the eighties.

Recent interviews with 134 leading industrial firms reported by Ferraz
et al. (1990) show that such enterprises intend to expand their investment in
new forms of automation and organization of production, with a strong emphasis
on total quality control. As discussed in more detail below there are also
signs that the productive sector is increasing its spending on R&D, following
a generalized perception that the Brazilian industry must seek higher levels

of productivity in order to compete internationally.

Such elements warrant a (guarded) optimism about the future of the
Brazilian industry. However, before the industry now stands a true

crossroads.

Until the end of the seventies Brazilian industrialization was governed
by import-substitution, with imports providing clear signposts of the
direction of industrial development. There is a consensus in Brazil that such
process is exhausted. Although import-substitution is still feasible in some
strategic branches such as fine chemicals and precision mechanics, such
investments do not have the weight and linkage power to stimulate the whole
industrial sector as had in the past investments in durable consumer goods
and, later, industrial inputs and capital goods industries. Moreover, as
already indicated, there is a consensus that such process has been

overextended, leading to an undesirable closedness of the economy.

Given the present industrial structure, exports cannot provide an
alternative source of growth. As shown in more detail in the next section,
the sectors in which Brazil seems to have comparative advantages are few and
are mostly resource-intensive industries, which have limited international
growth and low internal linkages. It is widely agreed by trade specialists
that in order to increase exports at a time in which the fiscal crisis is
leading to a phasing out of the credit and fiscal incentives to export
activities, the technological content of the latter must be upgraded and new
sectors, which are more technologically-intensive and have a higher-growing

international demand, must enter the fold of exporters.

Therefore industrial development in Brazil must be based on the internal

market. Potentially, there is great scope for industrial development. Thus,
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the very low standards of living of the bulk of the population suggest that
increases in real wages would lead to a great expansion of demand for consumer
goods. Since wage-goods account for a very high share of industry (see Table
II-3) and such industries have been the slowest to use the new forms of
automation, their expansion would 1lead to heightened interindustrial
transactions. Similarly, the deterioration of most State services, of economic
infrastructure, such as roads, energy and communications, and social services,
such as health and education, require substantial investments with intensive
industrial linkages. As indicated in the previous section, such investments
require solving the fiscal crisis. In both cases, the integrated industrial
structure is a powerful instrument for carrying the stimuli throughout the

economic system.

If some the conditions above outlined are met, then the structural
weaknesses of the Brazilian industry will come to the fore, since demands for
more technology-intensive equipments and inputs and for more endogenous

technological capability will be sharply increased.

Such capabilities will also be required by the changes in the export
structure previously mentioned, so that the two movements would be convergent

and complementary, with synergy effects.

Barring a drastic change in the foreign debt repayment, the exchange
constraint stemming from it will prevent a leap forward in imports. Although
there is, as shown in Section III, substantial scope for increasing imports of
machinery and technology, such imports cannot fully substitute for the local
supply for reasons of efficiency (e.g. the need of proximity between suppliers
and users, especially in the case of new processes, the need to cater for the
specificities of local production, etc.) and of political sovereignity.
Moreover, the development already achieved by the Brazilian industry in such

areas warrants it a status of infant industry.

Therefore, in order to avoid bottlenecks arising from lags between
demand and supply of such industrial and technological capabilities,
preventive steps should be taken, especially since investments in

technological capability have a long period of maturation.

As discussed in more detall in Section V, Brazilian expenditures for
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science and technology are very small (0.7% of GDP) and most of them (over
90%) carried out by the State. Increasing them substantially would bear
little weight on the public finances (for the Union, the largest spender, they
represent 4% of the budget) and even more so for the industry, which is
presently very liquid in terms of assets and where the few enterprises which
do perform R&D activities spend for this purpose on average less than 0.5% of

their earnings.

Therefore, there is now the possibility of laying the ground on which to
base a new stage of industrial development in Brazil by streghtening local
scientific and technological capability. In spite of the prevalling
macroeconomic constraints such investment is feasible and making it will be a

watershed in the country’s industrial history.

Taking this path at the present crossroad, instead of the alternative
path, which involves waiting and postponing such investments until bottlenecks
arise, depends mainly on internal conditions, some of which, as indicated, are
favourable (e.g. the perception of the importance of increasing productivity

and local technological activities).

An industrial policy with clearly stated goals and instruments is one of
such conditions. The present Government directives so for 1lack such
purposeviness, but hopefully, they will be improved by the promised "programme
of industrial competitiveness", which should make explicit the sectoral

priorities and the respective policy measures.
Under the present circumstances international cooperation can be a

powerful aid to such purposes, a point to which we return in the last section

of this work.

ITI. FOREIGN TRADE

ITI.1 Foreign Trade and Domestic Product

A major trait of the Brazilian economy is its relative "closedness" to
international trade, especially if compared to other countries. As shown in

Table II1-1, except for India, all indicators of "openness" to foreign trade



18

1 ' 1 I
i T3 | 1 ShOT D T e O Rt e T = e v N & e 1
1 P | | [ o = I i o 2 R S T~ Y i
[] nan 1 1 " - " - - - " " -
i [ T A | e wet PR LR d P Rl
1 om0 > [ R pe R —t P o ag
I [t |
[ S S S - S e A |
[ = T N R | ]
1 0 1
oy g I
L T e o e i e L T
I oo e I
I = 1 P O o T RN st SO T TSN »c SRR TR 1 SRS o JRPRY . S & ]
o w5 i B T e~ T ™ et S S = e
I = = | ! " - - - " - n " - - " n " "
i S - EOE EXD G P wer e B D W03 OCE G0 e W3 wer |
1 i N = = R | B R e S | T M, TR R e S Lo R e o
I RS N < T |
[ N e T |
[ i
= I
et ) 1
] I
| H L p B o o o S = o B = T S I o)
1] 1 “ u " . g - u
(T e | L P B R o 1y o
vty It pripe [yt |
oK
Lot [
m [
i Wl
e Fox o - - T e e e e e
i raF]
bl — [ Ui B e T i B Vo BN S 20 ]
= L = | u - - " t “ "
= s Lz ] [ L I R T e
£ (¥r] (A< | £l {08 I I T ]
LA R . o
(=] et
. [RF 1 1 1
it e i I 1 1
an P e e e R e v A e e s e S . B s
el it s
(] [0 [ e e S o S S O R 4 R o S e N o e & S T o O
2ot I O T T T T TR T
=] L o [ T s O R o e O R T 1 o S T v Y = SRS L T S
[ (] (] ey [ e B e | oAt st £ g
i £
[
e
bl e ) g
r G e e R e s R el A e e e e e e e wd W e W
it ]
b [aus B S I P I SR O % = T & T R RN o T o B = B et
et ] L S T S R I e
| [ 3o [ Lt VR I O~ o e SO v T ¢ o e foe g
I I £ ] > Lo I ) L T At | hipa) [ B
1 kL € L]
e e D gk - e
1 o | i
- <A Ly - i
Fot PR e e m ] M e s Rt e s mm s e e ke e s e e miem e ]
oot L [ I 1
T b ] Lo o = = BEE I o o o S R G o S S = o B L P R b 1
€ Led i " - " . - - " 0 " " - " " - i
Cansd S I G B L e N ¥ I o O e ot < S I o 0 W~ R e S S & S T 1
vid S B T ) [ Dot I N | el ot i e S R
= [ S B <
[ S| A B o ]
w =% |
4 e |
= [ I S m e e e e e GE AR G AN R W Wl e e e
s — = | i i
| e | L R T s B = = T e T s T R T 1 B I L= e - L v T e} !
g E3d 0 v o wom W woow o w " . . A |
= L e ] [ R o g e e, I e B vee S O o Y o SO T T o O T B o ] I
il b SO T = | o4 s U B0 et et B o et e ) £ I
Tl med | EX~ 1
o L 1
L I |
i I 1
i i me v e e e me me e e e R e e e R —— e
[a5ed ! !
I ] Rt = B S et B e o B e T = o e} 1
w4 | i 1 D 1
™ I g [ R e MES * = R '] i)
[ 1 £xa [ ] ey [ BoX ]
] | [ <
et [
et I
i lad 1
= o | s i VR Gl W R R R wi E S, s S s e e e e
[ F= ws
[ 1 [ = R Vi S s T T e e
) [ S W S C P
= (eI (o) o =T R L = W
— e P [ L R S e I
= Tpe fa
Lhy ED ] 4
LA e
Ll S
==t - e R e e e S e R m e mel e R e WA e e o
I
[SE} L B~ R e s M = MR = T R R e B o o i B SRR T e X I
(= ] EL; 5 - - ; " l"s: . - - I‘: t;(; " ; N - 0- -
wm I = T e N O T e T I e "
L (== | Eat T o T o N B L B I v | o e T I I |
(RS | L.
pre e
1
i M
I A
Il [4=]
(2] i e
L i
et | I EES
a0 i I
[ ! “rd ! i
1 = 1
o 1} i Lug
[ ] i et -
1 £Ja 1 et
I i o s
i ! ) [ ¥R I WO e |
1 1 o Pol=l e




18

put Brazil at the bottom of the list. Moreover, the same indicators show
that in the recent years, especially since 1984, the Brazilian economy reduced

its foreign transactions as a proportion of its product.

To put this into a historical perspective, Table III-2 shows the
evolution of imports (M), exports (X) and total trade [(M+X)/2)] as ratios to
the gross domestic product over the period 1965/88. We can see that imports
averaged 5% of GDP over the second half of the sixties and increased during
the seventies, when they averaged 7.8% of the domestic product (with a peak of
11.8% in 1974, after the first oil shock). Such ratio was sustained during
the first half of the eighties, but declined sharply from 1985 to 1988 to the
same levels of the sixties, reaching 4.1% of the GDP in 1988, the lowest share

in 24 years.

Table III-2

RATIOS OF IMPORTS EXPORTS AND AVERAGE TRADE
TO GDP - 1965/88 - FIVE YEAR AVERAGE - IN %

YERRG TRADE
{hex) i

§.96 .22 5.59

1.7 6,76 7.74

7.88 4,68 7.18

i.78 2.5 B.&7

5,03 7.40 7.22

{30

SOURCE: Coaputed from CACEY and Horld Bask date,

During the second half of the sixties exports accounted for a larger
share of GDP (6.2%) than imports, but during the seventies such position was
reversed, leading to large foreign trade deficits, especially during the
mid-years of the decade. However, during the eighties, exports grew at very
high rates, reaching a peak of 11.5% of GDP in the period 1983/85 (see Table
I11-3), but lagged in the past three years, when their share was reduced to
7.2% of the GDP. Nonetheless, because imports were curtailed more deeply, the
trade surplus averaged 4% of GDP during 1886/88, one of the highest in the

world.
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As a result of this process, the foreign trade ratio increased from an
average of 5.6% of GDP during the sixties to 8.7% in the first half of the
eighties, but during the second half of the latter decade reverted to the
levels of the seventies (7.2%). However, differently from seventies, such

ratio is presently due to high exports and low imports.

Table III-3

RATIO OF BALANCE OF PAYMENTS ITEMS TO GDP - 1977/87

{FERCENT)
Hon- Non-
Factor Factor Het Current Capital
Year Experts Importe Trade  Service {8}7{1) Service {8)/1Z} Factor  Services Bccount  fccount
Bxlance Ewport #1040 tmpert #1080 Services Halance Balance Balance
t i 3 3 g & 7 i 7 10 i1
19717 690 @10 .40 .80 .10 15,90 -1.60 -2.34 1.40
{978 .30 “ -0, 50 4,40 6,30 f.36 17,80 -3 000 -LED 9,80
1979 .90 4 +30 (] .89 LA 1460 -ZB0 -3.800 -1.%0 3.0
§5E0 8,60 -1, 10 0,50 5.8 .60 18,30 -330 4,30 R 4,39
1734 8.8¢ 4,50 4,50 0.4 6.80 f.40 1490 -1 R0 -A40) 8.70
1942 7,10 8D .30 0,40 .80 f.40 0 Zoe0 W0 A0 -0 3,00
1983 10,40 7.5 RIS .60 .70 f.AG g0 <L 4% LR 3.60
ises 1274 &, i 4.0 0.7 9.5 A 2ued -Se 8,30 4,00 .70
95 1030 G G50 G078 5.%0 L2 e -RE LD
1984 8.3 &20 &40 4.0 5,10 L 2010 -4 -5
1987 8.7 4,00 370 o5 4,70 O e - 43

The trade adjustment of the eighties is also remarkable given the terms
of trade. From the mid-1960s to 1977, the evolution of the terms of trade
was, on balance, favorable to Brazil but, from 1977 onwards, they declined
abruptly and remained throughout the eighties, on average, 40% lower than in

1977 (see Table II1I-4).

Some points of consensus have recently emerged about the Brazilian
foreign trade: first, that the economy is too closed. Imports should be
increased and diversified in order to use technical progress generated abroad
embodied in capital goods and inputs. Exports, for which there is a growing
concern about their competitiveness, should also be diversified and
technologically upgraded. Second, there is an agreement that the massive
transfer of real resources abroad implicit in the mega trade surpluses Iis

undesirable, not least because of its negative aspects in terms of expansion
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of the means of payment and on the indebtedness of the public sector,
rendering more difficult the control of inflation, the main problem of the

Brazilian economy (see Section I).

The first point can be dealt with mainly by internal policies but the
second strongly depends on the decisions of Brazilian foreign creditors, since
servicing the foreign debt has been the main reason behind the policy of

obtaining huge trade surpluses.

III.2 Imports

Brazil is one of the economies which has carried further the process of
import substitution, as evidenced by the very low import coefficients shown
above (Tables II-2 and III-1). As a general rule of the thumb, it can be said
that imports are made only for goods and services which cannot be produced

and/or financed locally.

The restrictions to imports, a strategic feature of the Brazilian
industrialization policy, were considerably tightened during the past decade.
However, differently from the previous decades, the restrictions were not
imposed following an "industrialization logic", in order to stimulate local
production, but were established with the primary objective of obtaining trade

surpluses in order to serve the foreign debt.

The import controls regime involved both tariff and non-tariff barriers,
especially the latter. At the core of the non-tariff barriers was the foreign
exchange allocation system. Although such system has now been dismantled, it

is worth while to describe it in order to understand its effects.

Based on estimates of foreign exchange earnings, Government authorities

allocated such resources according to four priorities:

- servicing the foreign debt;

- priority imports for economic stabilization, mainly crude oil and
wheat;

- imported inputs required for exports, especially drawback imports;

- all other imports.
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Table III-4

BRAZIIL. — FOREIGN TRADE -VALUE AND VOLUME

YEAR Ta7AL TOTAL IHPORT  EXPORT  TERMS HHPORT  EXFOAT

IHFORTS  EXPORTS  PRICE PRICE o VOLUNE  VOLUNE

FoR FoB HROEY THBEY THALE THREY EHDEY
RGN i, 1980=100 1980=100 1980=100 1980=100 1980=100

i1 {37 13 {5} {5) 4} 7
1964 1,298 1,268 . i 2.0 . & N & 2.3
1961 4,292 £,403 4.0 .G 125,40 25, I3k
1962 1504 1284 24,4 7.4 2.5 25,4 283
1563 1,294 1,404 54 2.4 164,40 24,35 7.4
1944 1,088 Ly 450 .4 2.4 135.3 .6 It
1965 741 1,555 .4 KM 135.3 8.6 i
1966 1,383 ty 7 5.4 3L 124 .4 28,8 .0
1957 441 1,454 5.4 L 128.4 25.8 .t
15958 {855 {48t 2.0 30,0 (5.4 33 a7
1989 1,993 2,3 5.4 .0 125.4 M4 3.4
9740 2,907 2,759 £h. . {34, 4 §i.a 312
157 3,247 2,908 2.4 4.4 125.9 .7 39.4
1977 4,952 3991 Zh. 4 S8, 1862 oi.5 3.7
1973 8y 152 b, 199 b0 a3, (47,8 74.4 T
1978 {2,644 7,951 G20 GLRH 126.9 160, 5 Bii
1975 14,20 8,870 a7 66,0 {158 93,2 a4.7
1976 15,383 16,178 7.0 17,0 (30,5 95.3 743
1977 13,023 14,120 61.0 Fa.0 (2.5 §7.3 85,8
1978 15,483 12,659 6.0 8.0 132.3 71.8 7.3
1979 18,084 15,244 78,4 74,4 (20,5 29.9 81,4

1980 22,958 20,132 (06,0 SEIRY §0¢, 0 106,40 100,09
1988 23,091 75,192 LI ELPLt 84.7 8.7 1203
1982 19, 29% 20,174 (7.0 df. G 82.2 FE I L
1583 15,429 21,501 H2.0 a8, 87.9 b Ink
1588 13,917 27,00 .0 2ad 87.8 83.8 1539
1985 15,183 26,438 KNt .0 87.9 B3¢ 1659
1986 14,044 22,394 7o ga, ¢ 2.9 135,46

1987 16,052 24,175 HEMY 8.4 98.4

1988 14,692 I3, 781

SOURCE: CACER
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The Federal Government decided an annual foreign exchange allocation for
crude o0il and wheat, which were imported by two parastatal enterprises
(Petrobras and Banco do Brasil), the annual import budget for the direct
administration, the state owned enterprises and the budget for the imports of
institutions (public and private) under  regional programs which

enjoy special tariffs.

The authority for the allocation of the remaining foreign exchange, was
delegated to a special agency (CACEX) for all merchandise imports and to the
Central Bank for all other non-factor services (about 20% of merchandise

imports).

As a consequence, all imports by the private sector had to be
authorized by CACEX. Importers had to register as such and they had to obtain
import licenses form CACEX. Such licenses were issued only within an approved
amount for an annual import entitlement given to the enterprise by CACEX (the
"import program"), with the exceptions of imports of (i) oil and wheat, (ii)
from ALADI countries, (iii) under the drawback system and (iv) for a regional

development program in the North of the country (SUFRAMA).

In some cases, before CACEX could grant the import licence, the importer
had to obtain authorization from other Government agencies. Thus, electronic
products imports had to be approved by the Special Informatics Secretariat
(SEI) and imports of capital goods and intermediary products which were not
part of direct foreign investments had to fulfill external financing

requirements established by the Central Bank.

Import licenses were not granted to a list of products banned for
protective reasons neither for imports which benefitted from fiscal benefits
and which had a "national similar". The "similarity" was defined by criteria
of price, quality and delivery time, through consultation between CACEX and
local producers. In the case of capital goods, where such criteria are hard
to apply, foreign financing (either by international agencies or by suppliers)

often led to a waiver of the similarity clause.

Although in theory a firm willing to pay the full tariff and related
taxes could avoid the application of the similarity clause, the very high

tariff levels proved to be a strong dissuasor of such strategy. State



24

agencies purchases were subject to the similarity clause, except when financed

by international institutions.

As a consequence of the Law of Similars, importers were often led to
establish some form of market-sharing agreement with domestic producers. In
some cases such agreements were formalized, such as when tLthere were
pre—established import limits on import-competing goods, as applied to some
steel and non-ferrous metal products, or when a "“national participation
agreement" was established between an importer and domestic producers,
defining ex-ante what products would be imported. The latter was applied

mainly to large investment projects, especially of State enterprises.

Under such system of stringent direct import controls the tariff
barriers played a minor role. Although nominal tariff rates were very high, a
wide variety of special import regimes allowed total or partial exemption of
tariff duties and other import taxes, rendering the tariff system further

inoperative.

Since late 1987 the Government introduced a number of trade reforms
which included a reduction of non-tariff barriers through the liberalization
of the import programs by increasing their limits, by relaxing the external
financing requirements, by reducing to a fourth the list of banned imports
(about 10% of total tariff lines), by limiting the number of preferential

tariff regimes and by accelerating the process of issuing the import licenses.

Moreover, in 1987 the Government introduced GATT-conforming regulations
on countervailing duties, a custom valuation code and a anti-dumping law to
replace a system of surcharges levied against a list of products considered as

being dumped in Brazil.

A major tariff reform — the first in 30 years — was introduced in
1988, which reduced the average level and the variance of tariff rates and
reduced the level of effective protection afforded by the full rates. After a
revision in 1989, the average tariff had declined to 35% and the median and
modal values were, respectively, 35 and 40% compared to 51, 30 and 45% in 1987
(Leme, 1989). Although some special import regimes were maintained by a new
Industrial Policy Law, the use of import fiscal incentives under such Law was

possible only if a tariff reduction was not feasible.
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The tariff reform was preceded by studies which tried to assess the
appropriate levels of effective protection to Brazilian products and tariff
levels were strenously negotiated with domestic producers in order to avoid
disruptive effects. Although high-tech products, such as CNC units, ceramic
new materials and fine chemicals had their tariff rates reduced, they retained

higher-than-average protection, albeit on a temporary basis (Leme, 1989).

Thus, from the late 1987, the trend of the Brazilian import policy has
been to reduce import barriers and to shift the weight of import controls from

non—-tariff to tariff barriers.

The Government recently instated seems comitted to pursuing such course
at a faster pace. It has abolished the import programs, the special regimes
and the negative list and has reiterated its intent to use tariffs as the main

trade policy instrument.

An ambitious programme of tariff reform was announced, whereby in 1994
the average tariff would be 20%, warying between O and 40%, compared to the
present average of 35% within the range of 0 to 105%. High-tech infant sectors
may, however, enjoy a tariff protection higher than the 40% ceiling on

a temporary basis.

As a result of the policies above described and the response of
Brazilian industry to their stimuli, not only the role of imports in supplying
the Brazilian market became minimal, as previously discussed, but also the

structure of non-service imports became rigidified.

The evolution of the imports structure during the 1964/88 period is
shown in Table III-5. Few items (oil, cereals, machinery and chemical

products) account for almost two-thirds of imports.

The same Table evidences the effect of the two oil shocks, in 1873 and
1979 — o0il imports almost quadrupled between 1972 and 1974 more than doubled
again between 1978 and 1980. Although the Government undertook a highly
successful program of substituting gasoline for alcohol, no local substitutes
were found for diesel oil, the main fuel of the transport system, which, after
the railway system was scrapped, is totally dependent on road transport,

except for some commodities such as iron ore. As a result, there is an
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imbalance between supply and demand of the various o0ilil derivatives, with a

surplus of gasoline (which is exported) and a dearth of diesel oil.

The reduction of o0il imports reflects also the success of PETROBRAS, the
State o0il company, in finding and exploiting off-shore oil along the
Brazilian coast. Investments for such purpose, which led to the mastery of
complex technologies for deep-water exploration, have recently been reduced
because of cash shortages, partly associated with the fuels price systenm,
which penalizes the company. Therefore, should the international price of oil
surge again, its impact on Brazilian imports would be significant, albeit

considerably less than in the seventies.

Imports of chemical products consist of great variety of products,
mainly fine chemicals and intermediary products, reflecting the level of
integration of the chemical complex previously described. A considerable part
of such imports is ascribed to infra-firm transactions and it is generally
believed that there is considerable overinvoicing involved in such operations.
It is also believed that this is an area in which import-substitution could be
carried further, were it not for the preference of the leading firms,

especially transnational companies, to continue importing such products.

Machinery imports (eletrical and non-eletrical) tend to be procyclical,
as it is shown by their upturn during the seventies, especially during the
second half of the decade, and their decline in the eighties, especially
during the 1983/85 recession (see Tables II-1 and III-5). Such imports are
also deeply affected by their financing, which plays a major role in
determining the source of supply circumventing the Law of Similars, as

reported above.

Therefore, if the Brazilian economy resumes growth, imports of machinery
are likely to increase considerably. This cyclical factor will probably be
compounded by the lack of investments in technology by many capital goods
producers in Brazil, which has probably increased their technological gap with
foreign competitors. The provision of credit from abroad on competitive terms

would certainly increase imports of machinery further up.
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A recent study by CEPAL (1989) on trade of technology-inclusive
product55 shows that Brazilian imports of such products (detailed in
Table III-B) take a much smaller share of its total imports than in the rest
of the world, especially in the Asian NICs (see Table III-7). At the same
time it confirms the closedness of the Brazilian economy, it points out at the
small participation of Brazil in the international technological revolution
embodied in such products, which are essgentially, capital goods or

intermediary products, i.e. conveyors of higher productivity and quality.

Table III-6

BRAZIL - TECHNOLOGY INTENSIVE PRODUCTS INTERNATIONAL
TRADE - 1985 - IN US$# MILLIONS AND %

EXPORTE

{4} value {%)
9.8 88,7 4.3
11,9 267 .1 16,8
7.8 8.0 2.4
28,8 b17.1 38.7
4.8 i84.8 {1.4
5.4 218.7 13.8
13.7 f61.0 f0.1
12.0 8.2 2.4
0.0 1,594.4 100.6

ROURCE: ECLA data bank.

5CEPAL considered technology-intensive products the ISIC groups 513-514,

266-581, 541, 711, 714, 724, 734 and 861-864, based on several studies of
high-tech products trade (see CEPAL, 1989).
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Table ITI-7

TECHNOLOGY-INTENSIVE PRODUCTS TRADE AS A SHARE OF TOTAL IMPORTS AND
EXPORTS BRAZIL AND OTHER COUNTRIES - 1983 - IN %

COUNTRIESR THFORTS EYFORTS
L 231 .4
a7 I

ne A

Lud W

L

TAD AN LI ]
NETT 4
rep LT
£EE L0, 0
SRR A 5 o 4
ASIAN NiCs (1) 3.1 8.9
W o ” b P,
HORLE 26.7 28.2
Tas - | § Py -ﬁ:"' Couid b oor mom £Da T
any H0RG RORGy oGULE ROFE3y SInGapure.

S0URCE: ECLA.

In contrast which the trade balance, the services balance of Brazil
shows a consistent deficit over time (see Table III-3). The bulk of payments
abroad on the services account is factor-related, especially interests, which
take up almost 80% of total expenditures. As shown in Table III-3 the net
factor services negative balance jumped from 1.6% of GDP in 1977 to an average
of 5.4% in the years 1982/85, declining slightly thereafter but still
composing one of the major constraints to Brazilian economic development.
Factor service is treated in more detail in other sections of this work so

that we shall concentrate below on non-factor services (NFS).

As shown in Table III-3 NFS imports have maintained a stable
relationship to GDP, around 0.5%, but have increased their relationship to
merchandise imports, froom an average of 168% in the period 1877/81 to the

present 20% because of the sharp reduction of the latter.

Table III-8 presents a break-down of NFS imports. Almost a half of such
expenditures are for transport services and some 5% for insurance. Such
expenditures are not covered by the Brazilian export incentives, scheme which

operates at FOB level, limiting thus its efficacy (Carvalho, 1990).
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Table III-8

SERVICES - FACTOR AND NON-FACTOR IMPORTS AND EXPORTS IN 1987
(In US$ Millions)

IMPORTS EXPORTS
A — FACTOR SERVICES 10259 558
Interests 9319 527
Profits and Dividends 940 31
B - NON-FACTOR SERVICES 4291 1974
Transport 2071 1323
Insurance 242 28
Leasing of Equipment 448 4
Industrial Tech. Licensing 60 3
Speciliased Tech. Services 123 76
Patent Licensing 3 -
Others 1344 540
TOTAL 2018 2532

SOURCE: Gongalves (1989).

The other services singled out in the Table are those directly related
to technology, which account for 15% of NFS imports. Most of such
expenditures (70% of the technology-related NFS) are for equipment leasing. A
substantial part of such equipment is used for oil exploration, which, as we
shall see below, absorbs a large share of the payments for specialized
technical services too. The latter services take up close to 20% of

technology-related NFS, and are discussed in more detail in Section V.

Payments for patents are almost negligible (US$ 3 millions), probably
because Brazilian legislation forbids such payments between affiliates and
parent-companies of international companies and because patents must be
deposited in Brazil within the Paris Convention priority period (one year) in

order to be eligible for licensing.

Industrial technology licensing, which is used mainly by the capital
goods industry, also plays a minor role in services imports and it is analysed
in more detail in the section covering the issues of technological development

in Brazil.

To sum it up, there is now a consensus that it is necessary to reduce
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both the level and nature of import controls in Brazil, i.e. to cut down trade
barriers and to use tariffs as the main policy instrument. Another consensus
seems to be that the liberalization must be selective, in order to avoid

disruptions of the type which characterized the Argentinian experience.

However, there is disagreement about the purpose of the import
liberalization: while some regard it mainly as means of exerting pressure on
local producers to lower price increases, others look at higher imports as a

means of fostering the technological and productive capacity of the economy.

The import structure will change according to the policy-mix which shall
prevall. Thus, if the latter approach is dominant, it is probable that
technology-intensive products and services, especially capital goods and
producer services, will be more important than in the first approach, which

will tend to concentrate on final demand goods.

The Government seems to learn towards treating imports mainly as an
instrument of inflation control, believing that the difficulty of reducing the
latter is due to the "cartelization" of the Brazilian industry, which imports

would break down.

Internal forces still at work will determine the policy mix which will
rule the import liberalization process. However, external factors, such as
the willingness of Brazilian creditors to renegotiate the debt so that part of
the export earnings can be used for imports instead of servicing the debt will

certainly be decisive to the implementation of the new import policy.

As shown in Table 1III-9, Brazilian imports come mainly from the
industrialized countries, especially the EEC, which, as a group, is the main

supplier to Brazil.

Within the EEC, the Federal Republic of Germany (FRG) is the main
supplier of Brazil, concentrating about 40% of Brazilian imports from the
Community. In the recent past, France and Italy held approximately the same
share of Brazilian imports (16% each), with the U.K., closing the rank of
major suppliers with about 11%. Therefore, the four above-mentioned countries

account for over 80% of the Brazilian imports from the EEC.
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Table III-9

BRAZILIAN IMPORTS PER ECONOMIC ZONES
(percentual participation) - 1960/88

COUHTRY ! 1740 4 1985 1 1970 1975 1 L7EG ) {785 4 1988
nited Biatess PooMLeT L 29.948 0 32,860 ZR.B G 17,86 1987 LA
dapan ; 1450 .81 b 35 7001 §.66 | 4,18 4 b.57
Lanata i L8 117 2.8% 3 bbb 1,95 307 187
Latin-fmerican Integration ; i i : i i ;
fesorigtion - BLADI v 180t 0 28,700 1LEZ A R S U B 5 T 0
ftkers of fmerica i §.79 1 1,58 0 143 14 .48 | 0.88 | .47 4 {.00
fvropean Ecoenonic Comsunity - EEC PooZ6B5 0 IR0 L 2947 0 M98 1 15510 141 oy
turapean Free Trade fssociation - EFTAL 5,51 3 4,94 1 G.ed | Shs il 2 LG 3,08
£ast Europe oA 5470 108 157 4 LLeE 2,54 1 219
fthers of Hest Europe ! 5,00 3 5 1,754 L7 LA .44 ) G142
fsia texcept Japan and fiddle fastl | L GO S (0. DA ¢ 1RO I { 27 | 4,83y .33
Riddle Fast HE NS S 5.79 3 4,015 0 9.3 1 .94 0 Zi.Bs 1 18,76
ffrica i .93 1 0,354 2.85% 1 .05 3 4.87 1 13.45 4 3,47
freania i 0.0t 647 1 0,43 1 0,39 1 (.14 3 0,48 1 4.5
Gtherces ] 8 } - ) o | _ H N ' = i =
__________________________________________ ilA...*...._uL..,._u-...m....,..........,...........1........._..__..7..-_.f....-..V..H_w......--rv-__.._.._n_ﬁ-._..
Total oot 0,00 100,00 10000 100,00 D000 000D
SOURCES Lacen

# Including Pueric Rico

s:frovision  for ships and alrcrafl o not declersd and special operations

Except, for the FRG, with which Brazil had a trade deficit in 12 years
of the period 1970/1987, Brazil tends to run trade surpluses with all other
major EEC suppliers. In fact, in the period 1970/87, Brazil had trade
deficits with the EEC only in three years, 1971, 1974 and 1975, strongly
concentrated in the latter two years, when imports of capital goods increased

(data computed from Andrade, 1990).

As expected, imports from the industrialized countries consist mainly of
industrial products, especially chemicals and machinery, although the U.S. 1is

also a major supplier of cereals.
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Imports from developing countries, which originate mainly in the Middle
East and ALADI countries, are concentrated on oil and, less significantly, on
cereals and other primary products. However, imports of capital goods from
Argentina have come to play an important role in the trade between the two
countries ruled by their Integration Agreement, as analised in more detail

below.

Therefore, the countries which stand most to benefit from an import
liberalization programme, especially 1f such process 1is directed to more
technology-intensive products, are the EEC countries. However, to reap such
benefits, such countries, as well as the U.S. and Japan, must modify their

credit policy, aligning it with their commercial interests.

III.3 Exports

As shown above, the role played by exports in the Brazillan economy has
increased substantially (see Table III-3). Such expansion was accompanied by
a substantial diversification of trading partners and by dramatic changes in

the composition of exports.

Table III-10 traces the changes of the relative weights of trading
partners of Brazil during the 1960/88 period. Among developed countries, the
main features are the decline of the U.S., which, although it 1is still the
main individual trading partner of Brazil, now accounts for about 26% of the
latter exports, compared to 44% in 1960. The importance of Eastern European
countries has also declined while the role played by the Japanese and Canadian

markets has increased substantially.

The EEC countries are now the main market for Brazilian products, with a
share equivalent to that of the U.S.. Such share remained relatively stable
during the period, except during the late sixties/early seventies, when the
Community countries absorbed about a third of Brazilian exports. The

composition and destiny of such exports are analyzed in more detail below.
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Table III-10

BRAZILIAN EXPORTS PER ECONMIC ZONE
(percentual participation) - 1960/88

COUNTRY

; 19450 1965 1970 3 ST S S 1985 | 1988
................................................. i_.___.____._; PR SRR ¢ .__.._,,..-.‘} _.___._.-.._-i_...»..._......,i.‘-__..____i_.._.....____
United Statest Po44.43 % 32600 6B Y 15420 17,477 26,53 0 TL.BO
dapan I V5 i.88 7 I LIS A2 LML AT
Lanada d 1.3 3 1.5 4 1.48 4 157 1 1754 o LAz 2.9
Latin-figer ican Integration i i ' i i : :

- ALADT b6 1Z.ed 0 LB I U - I T T S -

; ira I (P O G 5 T B T V4 A R N 0+ R P O 1.7
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The importance of developing countries increased sharply from 10.4% in
1960 to 28% in 1988 and their composition was also drastically changed. While
in 19680 Latin American countries (mainly ALADI countries) accounted for
three-fourths of Brazilian South-bound exports, in 1988 this share had dropped
to 43%. After reaching a peak of 17% of total Brazilian exports in 1980,
ALADI’s importance as a market has declined, as a consequence of the regional
crisis. African and Middle Eastern markets increased their shares abruptly
during the seventies, as a result of the oil-shocks and the subsequent efforts
of Brazil to redress the trade balance, but their importance has declined too
during the eighties. In contrast, during the last decade Asian countries
(Japan and Middle East excluded) have increased their role as markets and now

stand second only to Latin America.
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As regards the composition of exports, the changes have been substantial
too. In broad categories, there was a sharp decline of the role played by
primary products, especially coffee, which were affected also by the reduction
of international prices, and an increase in manufactured and semi-manufactured

products.

Using a simple indicator of '"revealed comparative advantages", which

relates for each sector "i" its share in total Brazilian exports with its
share in total world trade, computed by Carvalho (1990), we can see (Table
III-11) that Brazil tends to have stronger comparative advantages in
resource—intensive products, both of mineral (non-metallic minerals and
metallurgy) and agricultural origin (leather goods, pulp and paper, rubber
products, and food products). Although the Table shows a strong comparative
advantage in chemical products this is strongly influenced by the
classification of vegetal oil and oil-cake, flour and other solid residues of
0il seeds in the chemical industry. A more proper classification, under the
food products industry would increase the latter share of exports by
approximatelly 60%, reinforcing its role as the main Brazilian exporter as

well as its "revealed comparative advantage".

The sectors which evidence a relative comparative advantage account for
over B80% of total Brazilian non-primary exports and such share (see Table
III-12) has remained relatively stable during the eighties, albeit with a
slight decline from 1980 to 1987 (from 66 to 62%). Among other major
exporters, the industries producing transport equipment, textiles and apparel
and shoes (which accounted for, respectively, 12.3, 4.2 and 5.3% of exports in
1987) are also increasing their ratio of comparative advantage to close to 1.
Most other sectors have increased their comparative advantage ratio over the
1976/87 period, suggesting that the Brazilian exports may be moving to a
structure similar to that of the world trade (see Tables III-11 and 12).

As regards services exports, Table III-3 shows that they hold a small
and stable relationship both to GDP and to merchandise exports (around 0.5 and
5.4% on average). Non-factor services (NFS) account for almost 80% of exports
and two-thirds of NFS exports are accounted by transport services, which are
strenghtened by regulations concerning the mandatory use of Brazilian ships

under freight conferences (see Table III-5).
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Table III-11

BRAZILIAN MANUFACTURING EXPORT
"REVEALED COMPARATIVE ADVANTAGES" INDEX(1) - 1976/87

1 } 1] 1

Froduct i 1974 i 1980 | 1784 i 1787
Hon-fletall ic Hinerals d 0.31427 0.592831 | [.54B04 1 0,987:35
fetalivrgy Vo G.545948 . 80993 | {,053408 +  2.012972
Hechanice ] 0,3368(6 | 4,71933 1 0.43p58 | G.445374
tlectric & Telecom Equiprent ! $.46079 | 0.2988% | 0.70504 | 0.333184
Transport Equipment i . 49398 | 0.65130 + G.43168 | 0.5357%0
Yood products i 0.60771 3 Q68052 L 080890 1 ., B1BALY
Furniture i 0.796898 | 0.1G70% | G.10617 30,1833
Paper products ! 0.274618 § 0.99443 1 (09887 § 1.042930
Rubbier products ! 0, 35900 1 {1.80597 1 Lo1Blsg + 418400
Leather oroducts { 2.45774 | 1,33970 | 0.86860 1 0.945501
Chemicale ! L9775 4 §.38975 ¢ {83520 1 1.757R38
Pharpacenticals H 4, 18015 | 0,78125 | $.32336 1 0.32B173
Perfuse , soap and candles v 0.17957 0.63567 § 0.3580%9 | 4,745317
Plastic products v UL0B3AL 0,37317 } 0.4890% | 0.3563292
fentiles ! 4,85007 !} 0.78072 } 0.6529% 1 0,973873
Clothing and Shoes ! 0.68188 | 6. 55801 4 0.88367 1 0.869199
Food preducte { 3.79154 4 35274 348512 | 3.092438
Reverane ! 0.21345 § 6,90387 | §.98208 1 G, 13798%
Tehacco { 3.461930 3, 73856 IIIMET 1 3.95357
Printing & fublishing £ 827375 4 0,2270% | G,472397 1 0.152394
Gthers Vo 0,09097 ¢ 0.13944 | 019857 | 0.156135

{1} Specialization messured for each sector *i* as: { Xi*B 7 3t°B 1 where 1i°F are
£ Xi*a 7 X% ]
Brazilian exporte of sector "i"j ¥t*F are Brazilian total exporte; Xitw are
world experts of sector "1 and Kt*w are total world expots,
SOURCE: Carvalho (1990)
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Table III-12

MANUFACTURING INDUSTRY EXPORTS STRUCTURE - 1980/87

R
~0
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LERRS E.2 7
6.8 0.3 13.0
8.7 5.6 4.8
guEnt Zod L 3.9
7.4 19 1243
0 2.7 !
8.8 4,7 1.3
18,1 3.3 8.4
$.3 .3 0,4
0.2 0.2 0.2
8.3 0.4 0.3
4,3 4.8 7
2.8 a9
34,8 29.0
0.9 4.5
7 2.5
4

0.0 LG

Technology-related services (mostly specialized technical services)
account for only 4% of NFS exports, according to Central Bank data. However,
such figures probably grossly underestimate the earnings abroad from the sales
of technical services. Gongalves (1983) estimates that only 12% of the net
profits generated abroad by the firms exporting services of construction and
engineering are sent back to Brazil. ©Such low level of repatriation can be
explained not only by the usual precautionary and speculative reasons for
holding foreign exchange reserves abroad, but also because most (60%) of the
firms which operated abroad found necessary to establish subsidiaries or

affiliates therein, financed by their own resources.

Exports of the construction and consulting sector suggest that Brazilian
comparative advantages lie in areas, such as transport and energy, where the
Brazilian market, especially public investment, offered scope for learning.

The studies available refer mainly to the experience of the late
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geventies/early eighties and they show that other developing countries were
the main market for Brazilian exports of services (see Gongalves, op.cit. for
a review of such studies). Nonetheless, Guimaries (1990) reports that at
least one of the main Brazilian construction firm has recently established a
subsidiary in Portugal in order to profit from the entry of that country into
the EEC.

The evidence about the linkages between exports of technology-related
services and industrial goods in Brazil 1is mixed. A study of the early
eighties (FUNCEX, 1982) argues that such-exports are indeed linked — with
contracts for engineering services leading to exports of equipments and
building materials such as steel, pre-fabricated construction modules, etc and
with contracts for construction and assembly including the supply of
industrial goods. However, the same study reports the scepticism of
industrial enterprises about the effectiveness of such linkages, which must be

further researched.

The decline of Brazilian exports of specialized technical services,
which had reached a peak of US$ 141 millions in 1981 and were reduced to
Us§é 76 millions in 1987, probably reflects the crisis of other developing
countries, but is also influenced by the lack of supportive Government
policies, especially as regards financement of such services, which is a

critical factor in the international market.

As shown above, Brazilian exports seem to be based mainly on the use of
the country’s abundant natural resources. However, the intensity of use of
natural resources has often required the deployment of considerable technical
resources, as in the case of the soya-complex (grain, oil, cake, etc.). In
fact, the diffusion of soya throughout the Brazilian territory, which made
possible the massive expansion of production and exports was the result of

local research and development efforts.

Notwithstanding the results of the recent export-drive there is a
growing concern in Brazil about the competitiveness of its exports. Part of
the existing competitiveness is often considered to be of a "spurious nature",
since it is predicated upon the misery of the people, expressed by low wages.
The complex system of export incentives, either by providing exporters with

fiscal and credit incentives, or by linking imports to exports or by keeping
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the price of State enterprises goods and services (e.g. steel and electricity)
low, is also frequently criticized as a source of false competitiveness. In
order to achieve objectives of greater social equity and long-run growth, both

sources of export performance should be eliminated.

It is aknowledged that in many sectors which are technologically
stabilized internationally, the scale of operation and the technological
maturity achieved by Brazilian industry warrant a less socially iniquous

competitiveness, such as in the steel and petrochemical industries.

For other products, such as armaments, aircraft and some types of simple
machine-tools, the capability of the local industry to design and manufacture
goods targeted to specific markets has also been recognized as an important
source of export performance. The same applies to some technology-intensive

but mature services such as engineering and construction.

Nonetheless, there 1is widespread concern about the small share of
technology-intensive products within Brazilian exports. As shown in Tables
III-11 and 12 the export share and revealed comparative advantages of
industries producing technology-intensive products, especially the electrical
and electronic industry and the non-electrical machinery sector, are very low.
At a more disaggregated level, Table III-7, drawn for a set of products
identified by several international sources as being "technology-intensive"
(CEPAL, 1989), shows that the share of such products in Brazilian exports is
less than half of their share in total world exports. A break-down of such

exports is shown in Table III-6.

Moreover, there is also a deep worry about the intensity of absorption
of new technologies, both in terms of new equipment and in terms of new forms
of organizing production, by the more traditional export industries, such as
textiles, apparel and shoes, which is considered to be too low, leading to a

loss of potential competitiveness.

Such concerns have increased in the recent past, partly because of the
international trend towards "produced comparative advantages" (Lafay et al.,
1989) and partly because of a declining export performance of Brazil. The
first point is well documented and does not need further elaboration. As for

the second, although Brazil is the nineth producer of manufactures in the
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world, it ranks only nineteenth in terms of exports. Moreover the Brazilian
share of world exports, which had increased from 1.3 to 2.3% between 1976 and
1984 has declined since then, to 1.5 in 1987 (Carvalho, 19390). The latter
finding requires further research, since the decline occurs across the board,
for all sectors (with the exception of transport equipment), suggesting that
macroeconomic factors such as the backlash of the 1986 stabilization plan may

have played a major role in such reduction (see Table III-13).

Therefore, a strong current of opinion seems to be emerging about the
need to couple the foreign trade policy to its industrial and science and
technology sisters into a coherent whole, differently from the recent past,
when the ‘three ©policies have been managed separately and often
contradictorily. Although the present Government has started to dismantle the
export—incentive system, it has not yet taken steps to replace it by specific

export-oriented technological incentives.

III.4 Regional Integration

The threats to Brazilian exports which stem from internal factors, such
as the lack of investment in productive capacity embodying the latest vintages
of equipment and the low levels of investment in research and development, are
compounded by international factors arising from the increase of protectionism

and the trend to regional integration.

As regards protectionism, non-tariff barriers (NTB) are estimated to
have reduced Brazilian exports by at least 10%, with losses evenly distributed

between agriculture and manufacture exports (circa US$ 2 billions each).

Pereira (1989) evaluates the protection derived from the existence of
non-tariff barriers applicable to Brazilian exports to the EEC and U.S. based
on two indicators of the incidence of such barriers: (i) the coefficient of
frequency, reflecting the percentage of the number of commodities affected by
non-tariff barriers, and (ii) the coefficient of coverage indicating the

percentage of the value of the commodities subject to non-tariff barriers.
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Table II11-13
BRAZILIAN EXPORT PARTICIPATION IN WORLD TRADE
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It should be noted that the UNCTAD data bank utilized by Pereira
includes practically none of the technical barriers and phyto-sanitary
regulations applicable within the EEC. This omission tends to under-estimate
the occurrence of non-tariff barriers more at an individual country level than

for the EEC as a whole.

Since the EEC is treated as a group, the indicators used are very
sensitive to NTBs imposed by single countries, which are then reflected upon
the coefficients for the Community as whole, regardless of the market-share of
the country imposing the barrier. Thus, the sharp increase of the EEC
coefficients in 1985 may be attributed to the establishment of import deposits
by Greece in that year (abolished later, in 1987). Therefore the coefficients
for the year 1983 are probably more representative of the level of protection

prevailing in the Community (Guimardes, 1990).

As shown in Table III-14 the level of protection in the US tends to be
higher than in the EEC for mining and manufacturing and lower in agriculture.
The EEC coefficients indicate the absence of non-tariff barriers in the case
of mineral raw-minerals. On the other hand, the coefficient of frequency
associated with agricultural products is high, reflecting the Community’s
agricultural policy. However, the coefficient of coverage referring to
Brazilian agricultural products is close to zero, bearing out the fact that
the NTBs associated with the EEC common agricultural policy affect only few
jtems exported by Brazil. Nonetheless, some of such items, such as meat,
fruit Jjuice, tobacco and sugar are important exports from Brazil, accounting

for about 20% of total exports.

As regards manufactured exports, Burle (1989) provides data
disaggregated at product level (excluding food products). As shown in Table
III-15 the developed countries, especially the U.S. and the EEC, apply NTBs to
products for which Brazil has "revealed comparative advantages". Moreover,
the only sector for which the coverage coefficient declined in the 1981/86
period was the manufacture of shoesg, for which the U.S5. ended countervailing
duties in 1984. All other sectors show stable or increasing coverage

coefficients.
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Table I1I-14

FREQUENCY AND COVERAGE OF NTB FOR BRAZILIAN PRODUCTS
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Table III-15

COVERAGE COEFFICIENT OF NTBS APPLIED BY DEVELOPED COUNTRIES TO BRAZILIAN
MANUFACTURED EXPORTS - 1981 AND 1986 IN % AND 1985 VALUE (US$ MILLIONS)

EEC H JAPRN H OTRER: H TaTAL 1 VALUE

=
o3
3=

FREDUCT P19 1986 1 196t 1586 1 1931 1986 1 1981 - 158 1 1981 1988 1 1983

CRBARIC CHEMICALS 1OSA54 54581 18,69 19.470 98.98  98.98 1 3482 34821 8510 &S00 7256
OTHER CHENICAL o000 0.00 1 302 3.02 4 10000 §00.00 ! 7637 Fe. 374 13,30 13301 155
LEATEER 600DS P00 0.00 1 18.10 18,101 0.0D 0.00 3 1B.50 18,60 1 1430 14301 1374
TEITILE FIRRES AND YARNS! 77.20  77.20 1 100.00 500,00 ! [16.60 15,60 1 29.60  29.60 1 7460 7AE0 1 274D
COTTEH FABRICS PO160.00 190,00 1 100,00 100031 0.00 0.00 1 43,26 100,00 | 97.80 100,00} 139.7
DTHER DO100.00  100.00 ) 62,40 ELAC L TO0.00 0.00 0 2,00 24851 7320 7901 1094
1RCK DOALTY L2000 13,100 §8.70 1 0.G0 0001 0,00 0.00 }  1a40 5700 0 S0A.B
IRCH AKD BTEEL PLATES 1 0,00 100,00 % 100,00 10000 1 0.00 0,001 0.00 34101 25.40  TLT0OL 465.9
iRCH AND STEEL TUBES 1 0.00  99.50 ¢ 100.00 100.00 % 0.00 0.00 4 0,00 03,001 .30 99.50 1 L&7.9
CLETHIRG Dooes0 88,300 7R3 TR 0.0 0,000 27,70 2070 %1 67.B0  6B.ROL 1TLD |
FCOTSERR b 100,00 0.00 1 100,00 100.05 3 58,70 93.70 ! B2.40 82,40} 9360 23201 90L.4

SELARCED Borle {1989).



4.4

Pereira (1989) differentiates between the non-tariff barriers defined by
the common commercial policy of EEC and those adopted individually by specific
countries (Table III-16). The results obtained bear out the fact that, if the
Greek import deposit is left out, the restrictions derived from the common
policy of the EEC are more frequent and affect Brazilian exports more than the
non-tariff barriers imposed by individual countries. This result Iis
undoubtedly significant from the poin of view of an evaluation of the possible

effects of the EECSZ2.

Table III-16

FREQUENCY AND COVERAGE COEFFICIENTS IN THE EEC
COMMUNITY AND INDIVIDUAL COUNTRY POLICIES

(Percentage)
Total Community Individual Countries
FC CC FC cC FC cC
1981 25.32 24.53 21.30 20.06 9.01 14.77
1983 25.35 24.53 21.33 20.10 9.01 14.77
1985 38.92 38.03 21.84 20.33 37.26 37.26
1986 39.22 38.01 21.73 20.30 37.27 37.27

SOURCE: See Table III-12.

The intensive use of export incentives as an instrument of trade policy
makes the Brazilian exports especially liable to (justified and unjustified)

anti-dumping and countervailing duties.

In the EEC, Pereira (1989) reports six procedings over the 1979/1987
period for violation of the GATT rules on subsidies, and fourteen having to do

with the practice of dumping.

Of the six cases involving subsidization, only the one referring to soya
bean flour ended up with a non-subsidy decision. The cases entailing
solutions unfavourable to Brazilian exports referred to footwear (started in
1976: conclued with a price agreement); women’s footwear (1981, agreement on
suspension and export tax); cotton yarn (1983, quota agreement); hot rolled

sheets (1982); and cold rolled sheets (1982; in the last two cases the



45

surcharges of the anti-dumping proceedings prevailed).

Of the fourteen cases concerning dumping, three concluded with decisions
favourable to Brazilian exports, namely: tool steel (started 1979) compressors
(1980); and ordinary carbon steel wire rods (1985). Of the remaining cases,
six resulted in price agreements: iron Jjoints (1980); wood fibreboard (1982);
iron and steel shovels (1984); binder and bale twine (1985); ferro-alloys
(1986); and Kraftliner paper (1987). In three cases, despite a conclusion
running counter to Brazilian exports, the respective decisions were suspended
based on a voluntary agreements: iron and steel products (established in
1985), hot-rolled sheets (1982); cold-rolled sheets (1982), and hot-rolled
coils (1982), Unfavourable decisions were handed down in a case referring to

oxalic acid (1984) and a second one dealing with iron joints (1985).

The effects of these cases on Brazilian exports to the EEC were examined
in the above mentioned study, which looked into the evolution in the series of
exports of the affected products. These series indicate that the commencement
of the enquiries almost invaliably occurred in the year in which exports of
the respective products peaked or in the year following; they also show thta,
with the exception of iron joints and oxalic acid, the volume of exports fell

after the respective investigations started.

The agreement on exports restrictions of steel and iron established in
1985, with quotas subject to yearly renegotiation, has not, however, turned
out to be an obstacle to Brazilian exports to the EEC, except in the case of
the small quotas stipulated for Portugal and Ireland. As a matter of fact,
Brazilian exporters did not use up the quota that had been assigned to them
(especially in 1985, 1986 and 1989). On the other hand, Brazilian exports
have been limited by frequent alterations in technical standards in Germany

and, to a lesser extent, in the United Kingdom (Guimarées, 1990).

The Multifibre Agreement has also not produced a major inhibiting effect
on sales by the textile and the apparel industries in the European market,
despite the fact that annual rates of growth authorized for Brazilian exports
were reduced in the more recent version, though it may have indeed proved
restrictive in the case of specific products. It may be noted that the
Brazilian producers were favourable to maintaining the Agreement on the medium
term, which may reflect their concern about compeltition from new producers of

developing countries. (Ibid.)
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The U.S. recently imported unilateral trade sanctions against Brazilian
exports because of lack of patent protection for pharmaceutical products and
processes in the Ilatter country, despite the fact that the Brazilian
provisions stand in accordance with the international intellectual property
laws. The present Government has promised to ammend the Industrial Property
Law in order to introduce full patent protection for the pharmaceutical

products.

Since multinational companies, especially of U.S. origin, dominate the
Brazilian pharmaceutical market, holding 85% of sales, it is supposed that the
unilateral action of the U.S. Government, taken after a short period of
negotiation, was really of a pre-emptive nature, aiming at the yet undeveloped

markets of fine chemicals and biotechnology products.

The U.S. Government has also exerted very strong pressure against the
Brazilian Informatics Law by threatening import sanctions totally out of
proportion to any estimate of market losses by U.S. firms caused by the
informatics policy. The concessions obtained, among others, in the software

policy, finally led to the withdrawall of the threat by the USTR.

On the other hand, Brazilian exports have to some extent benefited from
the General Preference System. However, the EEC GPS practically excludes
mineral raw-materials and is applied only marginally for Brazilian exports of
agriculture and food products, covering respectively, 10 and 16% of the

exports of the two sectors to the Community (see Table III-17).

The GPS is more relevant to low-technology manufactured exports, such as
textiles and wearing apparel and to most of the more technology intensive
sectors, such as machinery and equipment, transport equipment and chemicals.

(ibid. ).

As a consequence of the combination of the peculiarities of the GPS and
of the structure of Brazilian exports to the EEC, only about 30% of total

exports are covered by the System.

BAS regards national markets, Brazilian sales under the GPS were especially
important in the U.K. (45% of exports in 1985), Italy (49%) and the FRG (39%).
In France and the Netherlands they were below the Community average,
respectively 19 and 26% (Guimardes, 1990).
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Moreover, such advantages are further undermined by the preferential
tariffs granted to other countries. The tariff exemptions on tropical
agricultural products granted under the Lomé Convention affect some important
exports by Brazil, such as green coffee, cocoa paste and meat products, all of
which are exempt under the Lomé Convention but subject to duties of 5%, 11%
and 17%, respectively, when imported from Brazil. As regards manufactures,
products which originate from the EFTA countries enjoy free access to the

Community, competing thus with Brazilian products under favourable conditions.

There is a widely diffused opinion in Brazil that protectionist
barriers, such as those above described, will be strenghtened by the
integration in North America between the U.S. and Canada and Mexico, in
Europe by the EEC 1992 project, eventually modified and widened by closer
links with Eastern Europe and, finally, in Asia by the informal but not less
effective integration between Japan and the local NICs. It is generally
believed in Brazil that notwithstanding the positive trade effects wider
markets may have and despite the liberal rhetoric of all Governments involved,
Brazil, as an outsider to such integrated markets, stands to loose market

share.

As regards the U.S./Canada agreement, already in force, Resende (1990)
provides some elements for evaluating its potential impact on Brazilian
exports. As already mentioned, Canada has become an significant trading
partner of Brazil, absorbing 2.6% of total Brazilian exports (see Table
III-9). Since such exports are mainly of tropical food products (especially
coffee) and textiles, the competition from U.S. products will probably be
emall. However, in the U.S. market, the competition of Canadian products with
Brazilian substitutes is likely to be greater, especially in markets where
both Brazil and Canada supply an important share. As shown by Resende, there
are several products, (sugar, chocolate, organic and non-specified
chemicals products, pig iron, iron and steel plates and pipes) where both
Canada and Brazil supply more than 5% of the U.S. market. Such products
accounted for about 11% of total Brazilian exports to the U.S. in 1985.

Should Mexico, which already holds close commercial and industrial ties
to the U.S., reinforce such links by a formal agreement, the threat to
Brazilian manufactured exports, especially of low and medium intensity of

technology would be considerably amplified, although no estimates of such
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trade losses are available yet.

As regards the EEC, it is convenient to examine first, in some detail,

the Brazilian exports to the Community.

As shown in Table III-18 Brazilian exports to the EEC are more
diversified than its imports (see above), both in terms of products and
partners. As regards the latter, the Netherlands stand out as the main market
for Brazilian products (23%), followed by FRG (19%), Italy (17%) and France
(12%). The predominance of the Netherlands is probably explained by port
facilities, especially suitable for the handling of the type of goods Brazil
exports to the EEC.

In fact, three-fourths of the imports of Brazilian products by the
Netherlands are composed of agricultural products, food, beverages and
tobacco. Moreover, to the Netherlands come around 40% of the EEC’s imports of
food, beverages and tobacco, chemicals and basic metals from Brazil (see Table
I1I-18, parts B and C). Its is estimated that over 80% of the products
shipped to Rotterdam go to the FRG, making the latter the main importer of

Brazilian products.

Intra-firm trade probably explains part of the concentration of some
exports in specific countries. Thus, the absorption by the Italian market of
63% of Brazilian exports of transport equipment is clearly related to FIAT’s
global strategy. However, further research 1is needed to explain other very
high concentration ratios, such as 50% of machinery and equipment (electrical
and non-electrical) in Italy or 55% of wood products and furniture in the

U.K., especially on the role played by the GPS.

As shown in the same Table, Brazilian exports to the EEC consist mainly
of agricultural products, food, beverage and tobacco, which account for about
60% of total exports. More technology-intensive exports (chemicals - 4.7%,
machinery - 5.3% and transport equipment - 3.6%) account for 13.6% of total
exports and go mainly to the Netherlands (chemicals, with the caveat above),

FRG (all three), Italy (all three) and France (transport equipment).



BRAZILIAN EXPORTS TO EEC BY COUNTRY

figricui. prod. /tood/beverage/tobacco
Agriculture products
Food, beverage and tohacco
Hining
Textiles, wearing apparel, leather
Wood products and furniture
Faper, printing and publishing
Chemicals
Nen-metalic mineral products
Basic metals
Machinery and eguipaent
Transgort equipaent
Other
Total

#gricul. prod./food/beverage/tobacco
figr iculture products
Food, beverage and tobacto
Hining
Textiles, wearing apparel, feather
#ood products and furniture
Paper, printing and publishing
Chemicals
Hlon-setalic mineral products
Basic eetals
Hachinery and eguipeent
Transport equipment
Other
Total

fgricul, prod. /food/beverage/tobacco
fgriculture products
Food, beverage and tohacco
Hining
Textiles, wearing apparel, leather
Wood groducts and furniture
Papery printing and publishing
Cheaicals
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Basic metals
Machinery and eguipeent
Transport equipaent
Other
Total

SOURCE: Guimaraes (1990)
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Table ITI-18

1985
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0.80
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3.20
0.20
1,00
2.70
0.70
.30
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.00
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As shown by Guimardes (1990), Brazil is a marginal supplier to the
Community — on average, Brazilian exports represent 1% of the EEC imports,
with the largest shares pertaining to the Netherlands (2.4%), Spain (1.8%),
Portugal (1.8%) and Italy (1.3%). At the sectoral level the same order of
magnitude apply, except for food products and tobacco, where the Brazilian

share of EEC imports is around 7%.

Exports at the product level are shown in Table III-19. Three products
— 0il cake, flour and other solid residues; coffee and iron ore — account

for 40% of total exports.

Following Guimardes (1990), we can group the products in four
categories: (i) agricultural and agro-industrial products (e.g. coffee, the
soya products), which account for 53.5% of Brazilian exports; (ii) mineral
raw-materials (ores) and natural resource, scale-intensive products (pulp,
paper and paperboard) (18% of exports); (iii) low-technology manufactured
products, typical of NIC’s exports (textiles, wearing apparel, footwear, steel
products) (17% of exports) and (iv) manufactured products with a higher
technological content (capital goods and chemical products), which account for

13.5% of Brazilian exports to the EEC.

Of such groups of products, the second is the least likely to be
affected by EEC92, grounded on its natural resources advantages. Probably the
most FEC92 — sensitive group is the last one, composed by products which are
technologically mature and scale-intensive, where the advantages of
enterprises located within the Community vis-a-vis third parties are likely to
increase. For the other two grups of products, the major threat to Brazilian
exports is likely to come from other third parties to the Community, both from
other NICs (for the second group and for the tropical products within the
first) and from more developed countries, such as the U.5., for
temperate-zone products, guch as soya and beverages. Hence, for the two
groups which compose the bulk of Brazilian exports to Community, a decisive
factor will be how the EEC arranges its scheme of regional and national

preferences, which remains yet to be decided.
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Table III-19

BRAZILIAN EXPORTS TO EEC - 18986

Products 5% HILLION Pereentage

Goricultvre products 98,80 ERa
fres 449,80 i2,14
Hanufacturing 3417.70 82,30
Fig iron 26,40 0ol
Steel ingois and ferroallove 103,14 i.90
Flat and non fial steel products 41,340 .80
Hon-fervous metals 14%, 50 .74
Diker steel products i, 20 4,30
Hachinery parts 124,20 .30
Gffice machines 24,60 4,50
Domestic electric appliznce and paris g, 00 {4, 34
Electronic appliance and parte 20,5 .50
fadin/television receivert appar, for sound Feproduction 3 f3
flotor vebicles 137,60 2,40
Hotor vehicle motors and parts 27.9% 0,50
Gther vehicles and parte 67.50 1,30
Hood sawn or chipped 2,80 .40
Pulp and chemical wood pulp 175,04 2,46
Faper and paperboard g4, 70 {60
Leather orofucis 51,84 1a. 60
Hasic chemicals SE.60 &,
Petrochenical products §5.20 L, 40
(il-cake, flowr and other sclid residues of oil seeis 870,70 2,96
Fharmaceutical products 9. 10 4,90
ther chemical products 74,80 .40
Tentiles 153,90 {6.70
Wear ing apparel R 150
Footwear 75,60 L.ad
Coffe not roasted 576,740 .70
Coffer roasted o concentrated TH.A0 f.a0
Heat, fresh, chilled or frozen 83,70 f.60
fleat products 145,20 2,70
Preparation used in animal feeding £2. 3 L2
ther food products 445,70 7,50
Bever age 18,10 9,30
Tobaceo 197,50 370
Other 243,80 4,50
Tatal H33e.00 108, 00

SEURCET Computed by FUNGER froo CBCEY datay in Guimaraesii990)




53

As mentioned above, a substantial part of Brazilian exports of the more
technology—-intensive products is made of intrafirm trade and will thus respond
to the global strategies of multinational firms. Despite the uncertaintly
surrounding the implementation of the EECS2 project and the even greater
uncertaintly about the Brazilian growth prospects, several leading Brazilian
firms, which already export of the EEC are establishing productive facilities
within the Community, to forestall barriers to trade and profit from the
expanded 1992 market. Cuimardes (1990) reports several of such cases,
covering a wide spectrum of sectors — producers of agricultural products,
such as orange Jjuice and soya derivatives, apparel goods, wood agglomerates

and car parts.

Notwithstanding the importance of such decisions by enterprises, it is
unlikely that they will have the strenght to counterbalance the weight of
eventual decisions of the Governments of the Community to maintain and

possibly reinforce the present protectionist trend.

Latin American integration is often posited as counterbalance to other
regional integration movements. However the past record of ALADI (Latin
American Industrial Development Association) and of its predecessor, ALALC
(Latin American Free Trade Association) does not warrant much optimism on such

count.

ALADI, established in 1980 by the Montevideo Treaty, has operated based
on three main mechanisms: partial agreements, which establish preference
margins applied to a list of products negotiated bilaterally; the regional
tariff preference which has margins, up to 20%, which are applied
multilaterally to all goods included in the intraregional trade (except those
which are excluded by specific countries) and a program of the expansion which
sets preference margins of up to 80%, applicable to goods presently purchased

outside the region.

Within this framework, Brazil and Argentina signed since 1986, 22
protocols of agreement covering a wide range of subjects, from the
establishment of binational enterprises to sectoral agreements (wheat, capital
goods, automotive industry, etc.). Such agreements were consolidated in 1989
by a treaty which has the objective of establishing a common market between

the countries in the medium term. However, such treaty has not been ratified
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by the two Congresses yet.

Following the signature of the above mentioned protocols of agreement
both countries strenghtened their links to Uruguay, exempting from taxes and

most other tariff barriers the imports from that country.

As shown above (Tables III-9 and 10), trade with ALADI countries plays a
relatively minor part in Brazil’s external transactions. Within such trade,
the share which is negotiated under the norms of the Montevideo Treaty has
steadily increased during the eighties, from 27% in 1980 to B7% in 1987
(Araujo Jr., 1990).

As shown in Table III-20, Brazilian trade with ALADI countries increased
steadily during the seventies and reached a peak in 1981, when it was 13 times
the wvalue of 1970J Following debt crisis, which hit the whole region, and
the ensuing policies of reducing imports to adjust the balances of payment,
the value of trade of Brazil with the region declined sharply so that in 1985
it was 48% lower than in 1981. Since then, Brazilian regional trade has
recovered, especially exports, which, in 1988, increased by a fourth, reaching
the second highest level of 19 years. During this period, the trade balance
of Brazil has been positive, except for the years 1982/83, when imports of oil

from Mexico and Venezuela led to small trade deficits.

The trade of Brazil with its ten ALADI partners is fairly concentrated
with four of them: Argentina, Mexico, Uruguay and Venezuela, which supply
about 70% of the Brazilian imports from the region and purchase around 56% of

Brazilian exports.

Imports from Mexico and Venezuela are consist almost exclusively of oil
and have steadily declined since 1982. In that year Brazil imported US$ 1586
millions of oil from the two countries (Us§g B35 and 951 millions,
respectively) and in 1988 it imported US$ 121 millions from Venezuela and
nothing from Mexico, a result of the success of the import-substitution

programme and of the shift on trade to the Middle East.

Uruguaylhas steadily increased its share of Brazilian imports, from 7%
in 1980 to 17% in 1988 and supplies mainly agricultural products and

agro-based industrial inputs.
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Table III-20

BRAZILIAN TRADE WITH ALADI COUNTRIES - 1970/88

P 25 e Af o L N
tin UB% Hillions)

YERR EYPORTS INPORTS
1976
1974
1972
{1077
§71Q Ny
1974 248
1975 {197
1976 1,202 15
1977 1,480 i
{978 1,419 {
1979 2,475 i
1580 3,458 Z
1981 5,209 3
1982 7,867 3
{983 2,057 7
1584 7,879 i
1985 2,234 {611
{946 7,522 1,823
{787 7,973 1,778
1988 3,704 1,857

SOURCE: Araujo Jr. (1990,

Argentina too has expanded its role as a regional supplier to Brazil,
increasing its share of regional imports from 28% in 1980 to 38% in 1988,
making it the largest supplier of Brazil. Although over 40% of Argentinian
imports into Brazil consist of agricultural products, the role of capital
goods has recently increased by virtue of the agreement signed between the two
countries. Thus, the share of capital goods in Argentinian exports to Brazil
has practically doubled from 1986 (the year the capital goods protocol was
signed) to 1988, when it amounted to 16% of total exports. The value of such

exports increased by the same ratio.

Brazilian exports to those four countries consist mainly of capital
goods (35% in 1988) and of Iintermediary products (56%), with consumer goods

having their share reduced from 17% in 1980 to 9% in 1988.
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Exports of capital goods deserve a more detalled analysis since their
share of exports and their wvalue has declined over time. As shown in Table
III-21 such exports to all countries were reduced from 1880 to 1988, except
for Venezuela, where they increased by 2.5 times, despite the reduction of
Brazilian imports from that country. Such evolution reflects the econonmic
conditions of the region and the relative increase of exports in 1988 can be
ascribed to the efforts of Brazilian firms to export in order to compensate

for the crisis of the internal market.

Table III-21

BRAZILIAN EXPORTS OF CAPITAL GOODS TO ARGENTINA, MEXICO, URUGUAY AND VENEZUELA
IN VALUE (US$ MILLIONS) AND AS % OF TOTAL EXPORTS 1980/88

YERR SREEMTINA HEXICO YENEZUELA URUGLAY

vajue () value {1 value 1% yalue {5
1384 37 LYy kI8 91 3.6 150 18.4
1981 59 30.46 379 144 3.6 198 A3:1
1982 £i4 {7.4 128 179 37.9 48 34,8
1983 165 25.2 57 123 35,5 74 25.0
1984 171 20.0 87 153 21,9 34 25.0
1985 144 Ba.5 g7 154 5.1 L 4.3
1984 {70 24.9 bh 215 5.6 12 38.3 ‘
1987 257 30.3 i 208 55.6 125 §7.21 |
1988 40 3.5 116 23 35.9 134 44,8

SOURCE: frauio dr. (1990).

Within this context, it is useful to examine in more detail the Capital
Goods Agreement (CGA), one of the protocols signed between Argentina and
Brazil in 1986. The most successful of the sectoral trade agreements
established at that date, the CGA 1illustrates well both strenghts and
weaknesses of the way in which Latin American integration has been carried so

far.
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The CGA establishes a partial free trade zone, circumscribed to capital
goods. The universe of products embraces the majority of electrical and
non-electrical machinery, their parts and components and non-automotive
transport equipment. It excludes electronic products because of the Brazilian
Information Policy and automotive transport equipment, which is covered by

another sector agreement (which has not progressed).

From such universe of products, the two countries are to agree on a
"common list" for which mutual tariffs will be nil and all other import
restrictions will be eliminated. Thus the products included in the common
list should be treated as "national products", with all the ensuing

preferences vis-a-vis third parties.

As originally conceived the CGA should be a programme of Iindustrial

complementation between the two countries, based on intraindustry trade.

From the signature of the CGA to the present there were five rounds of
negotiation of the common list. Within the list predominates non-electrical
machinery produced in short batches (e.g. machine tools). Trade on parts and
components is limited to a percentage of commerce of finished products.
Custom-built equipments were exclused, pending upon specific negotitations,
among others, on purchase policies of State enterprises (which are the main

market for such goods) and credit facilities.

As shown in Table III-22 the CGA had remarkable results in terms of

volume of trade, which increased four-fold over the period 1986/88.

The share of trade on capital goods between the two countries covered by
the Agreement has also increased, especially for Argentina, where exports
under the CGA accounted for 31% of her exports of capital goods to Brazil in
1988. For Brazil, such share is much less important — 14% in 1988. Thus,
Argentinian industry seems to have benefited most, increasing its exports to

Brazil over sixteen times over the 1986/88 period.

Machine tools, the core branch of the capital goods industry are the
main products exported from Argentina to Brazil having increased their value
28 times from 1986 to 1988. In the last year they accounted for 47% of the

total exports under the CGA. Numerical control machine tools (NCMT), which



