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FOREWORD

This 18 one of a series of reports on Economlc
Controls and Commsrcial Policies in the Latin American
Republics.

Other work in preparation by the Commission
relating to trade problems of the American Republics
includes a series of reports under each of the followling
headings: Mining and Manufacturing Industries; Agri-
cultural, Pastoral, and Forest Industries; and Recent
Developments in Foreign Trade.

In the preparation of this report the Commixsion

had the services of David Lynch, Allyn C. Loosley, and
other members of its staff.
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ECONOMIC CONTROLS AND COMMERCIAL POLICY mmzu.
' ﬁMcﬁm i

razil—a des tion.

The United States of Brazil, &/ ihe largest country of Latin Awerica
and the fourth largest in the world, occupies nearly half of the entire
South American Continent. Extending approximately 2,600 miles north and
south and with a maxipum width of nearly 2,700 miles, it has a coast line
of more than 4,900 miles. The totel area, 3,286,170 square miles,

- exceeds that of continental United States by about 250,000 square miles;
only the Soviet Union, Canada, and China are larger. Brazil is bordered
on the north by Venezuela and the Gulanas, on the west by Colombia, Peru,
Bolivia, Paraguay, and Argentina, and on the south by Uruguay.

. The Brazilian area varies greatly in topography. It may be divided
into five rggions: The lowlands drained by the Amazon and its tributaries;
the La Plata River Basin; the Guians Highlands; the Brazilian Highlands;
and the coastal plain. The Amazcn and La Plata River Basins together con-
stitute ebout three-fifths of the total ares.

Tho Amazon Bagin, in western and northern Brazil, embracés more than
one-third of the total area. It is drained-by the world's largest river—
-the Amazon and its tributaries.- Most of the Amazon Basin has an elevation
of less than B0O feet, and receives excessive rainfall, the trade winds
from the northeast and scutheast losing their moisture as they reach the
Andes. The rainfall in most places ranges from 60 to 100 inches a year,
although gome areas have 150 to 200 inches. Because of the heavy pre-
cipitation, a wide area in the Amazon Basin 1s annually in flood. The
region is a8 tropical raln forest with a great variety of trees and a dense
undergrowth; the climate is hot and lumid threughout the year.

The La Plata Basin, in the southern part of Brazil, is more wvaried
physically and is less heavily forested than the Amazon Basin; it has a
higher elevatica and a cooler tlimate.

The Guiana Highlands, part of which constityte northeastern Brazil,
while the remainder is in the Guianas, are in part forested and in part o
hot, stony desert. Sections of the area receive heavy rainfall from the
northwest trade winds; the southern slopes are arid. The summers are
extremely hot, but the winters are cool. In the forested area the rain-
fall, which occurs in the hot geason, averages about 50 inghes annually.

The Brazilian Highlands, which lie batween the Amazon and La Flata
Basins, back from the #castal plain, are a tableland ranging from 1,000
to 3,000 feet in olevatiom, traversed by several mountain ranges. The
coastal range, which forms the eastern edge of the plateau, rises to
elevations of 7,000 feet, and the intericr ranges contain elevations of
10,000 feet. The plateau is largely a forest area, but thers are also
open prairies. Climetic conditions in the plateau differ widely from
those in the Amazon Basin and the coastal plain. The temperature is
leas uniform than in the Amaron Basin, and precipitaticn varies consider-
ably. In the northeasterm section of the Brazilien Highlands the rain
fails altogsther in some years. The climate of the States of Minas Geraes,
Sdo Paulo, and Rio de Janeiro ranges from subtropical to temperats, with
adequate rainfoll, whereas that of Parand, Santa Catharina, and Rio Grande
do Sul is temperate. The climate of the interior States of Mato Grosso and
Goids is cool and healtbful.

1/ In Portuguese, Estados Unidos do Brasil. The Federation consists
of 20 States, & territories, and the Federal District. .




The Brazilian coastal plain varies considerably in width; in some
parts of the ccaet it digappears entirely. To the south it widens and
merges with an extensive rolling, grassy plain. In the northern portion
of this reglon the temperature and the Iumidity are high; south of the
Tropic of Capricorn the temperature and the rainfall decrease,

Aecording to the census of 1920, the vopulution of the United States
of Brazil totaled 30,636,000 persons. An estimate for 1942 placed the
population at 43,550,000, an increase of more than 40 parcent in 42 years.
Although ihe density for the country as a whole is approxdmately 13 persons
to the square mile, three-fourths of the inhabitants are concentrated in an
area within about 100 miles of the const, especially in the souikern part.
Vast areas in the Amazon Basin have a population density of not more than
two perscns to the square mile. Brazil contains two of the three largest
cities in South America~-Rio'de Janeiro, the copitel, having an estimated
population of 1,585,000, and S#o Poulo, having a populatiocn of 1,900,000.
Four other cities—Recife, S¥o Salvador, Porto Alegre, end Belém--have
populationg of more than 200,000 each.

The racial composition of the Brazilian people is complex. Approxi-
mately one-half of the 44 . milljon jnhabitants are of European extraction;
full-blooded Negroes, mumbering about 2 million, or nearly one-hslf of all
the Negroes on the Scuth American Continent, live principally in the coastal
regions of the central and northern parts of the country. Immigration
during most of the hineteenth century was predeminantly of Portuguese, as .
it had been during the colonial pericd. After the middle of the nineteenth
century there was substantial immigration from Italy; since the begimning
of the twentieth century, many Cermans and Japanese bave entered the country.
In the 50 years 1887-1936, 4,098,000 perscns entered Brazil, two-thirds of
them being Italiang and Portuguese.

Although the language of most of the countries of Latin America is
Spanish, that of Brazil is Portuguese. Italiamn and German, however, are
widely spoken in the southern States. '

The Brazilisn econogy. &/

Agriculture.-—-Despite Brazil's substantidl industrial development,
it is still predeminantly an agricultural country. Only about 4 percent
of its area, however, is actually under cultivation. Between one-half
and two-thirds of this cultivated area is in the States of SGo Paulo,
Minas Geraes, and Rio Grands do Sul.

The agricultural production of the country is diverse and ineludes
that of coffee, cacao, tobacco, cotton, rice, sugar, fruits, grapes, wheut,
corn, barley, rye, cassava, potatoes, yams, and beans. Other agricultural
products grown include n large variety of oleaginous seeds, such as castor
beans, cottonseed, peanuts, and oiticlca seeds, ns well as o pumber of -

medicinal planta; castor beans and cottonaeed are of apecial importance
to the Brazilian eccnomy.

Kotwithstanding the recent increased production of other commodities,
coffee ip the princlpal agricultural product. Brazil leads the world in
the production and export of coffes; ih the three seasons ended 1937-38
production averaged 3.1 billion pounds annually, compared with a total
Latin Awerican output of 4.4 billion pounds, and an estimated world pro—
duction of 5.5 billion pounds. Coffee iz growm in most of the Brazilinn
States, but two-thirds of the industry is in the State of Sdo Paulo.

1/ This brief description of the Brasilian eoomony relates principally to
the period before the cutbreak of the war.
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Production of cotton increased considerably in the decade 1929-38.
After 1930 the poor returna fram the coffee crop and the relatively high-
prica of cotton in world markets led to the transfer of large acreages
from the production of coffee to that of cotten. In 1929-30 the output
of cotton was 571,000 bales; by 1937-38 it had increased nearly fourfold
to more than 2 million bales, and in 1938-39 it amounted to 1.9 million
bales. :

Production of cacao, the third-post-important export commodity, . inm
increased from 142 million pounds in 1929 to 313 million pounds in 1938;
since 1938, however, production has declined.

_ Pastoral industries.—A favorable climate, an abundance of grazing
lsnds, and ample vegetation make large parts of Brazil suitable for the
Taising of livestock, but gnly a small part of the available land is in use,
During the colonial period and the first half of the nineteenth century, a
fairly substantial pastoral industry developed, based largely on the pro-
duction and export of dried or jerked beef, tallow, and hides. The expor-
tation of sanltied beef and hides from the State of Rio Grande do Sul began
in the eighteenth century, and in the early part of the nineteenth century
an important induatty developed.

Meat from South America began to be an important item in British
imports in the 1860's, shipments coming largely from Rio Grande do Sul,
Brazil, and frow Montevideo, Uruguay.  Subsequently, however, with the
development of refrigeration, Brasil, has ranked after Argentina and Uruguay,
snd pastoral Producte usually account for less than 10 perceni of total
exporta. The largest singie export isihldes and skine; other important
iteas are frozen, chilied, and canned nsats.

Boecauss of the diverse topography of the country, the Erazilian
cattle and sheep industries have developed on a regicnal basia. The
largest cattle-raising area, that of central Brazil, accounts for more
than two-fifths of all the cattle in ths coumtry., Southsrn Brazil,
containing the finest grazing area, has about 25 percent of the country's
cattle, while the northeastern and eastern regions account, respsctivaly,
for about 14 and 17 percent of the total. Brasilts sheep-raising indusiry,
an outgrowth of that in Argentina and Uruguay, is centersd largely in tha
southern and eastern perts of the State of Rio Grande do Sul.

Po?st irdustries.—Brazilian forest products include carnaube wax,
mate, =/ rubber, and timber. A large number of oil-bearing nuts, mainly
from wild trees, also are produced, principelly babassu, tucum, and curicury
nuts,  Brazil nuts, used directly for food; are produced chiefly from
wild trees. Lumbering operations in Brazil's vast forest area are mainly -

confined to Parand pine, although considerable quantities of hardwood lumber
also are cut.

Until ebout 1910 Brazil was the world's principal source of rubber,
which was derived from wild trees, but the development of plantations in the
Netherlands Indies end British Malays after 1900 resulted in the virtual

eclipse of Brazil as a supplier and it now furnishe onl, smal) part
of total world production. : i

Mining.—In mineral rescurces Brazil is one of the richest countries
in the world, but actual exploitation, although rapidly increasing in
- Tocent years, 1s still on a relatively small scale with respect to most of the
_the products., In addition to coal, iron, ond copper, Brazll has what are
probably the world's largest manganege deposits, as well as mica, lend,
sine, mercury, chromium, nickel, bauxite, gold, platinum, diamonds and many
other precious and semiprecious stones, petroleum, knolin, marble and othet
Yalugble building stones. vhosohate of lime. and rock salt, .
4/ Brazilian tes., Inammuch ms the production of mate pally
from wild trees, it is here included under forest produe .h prined
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- Mepufacturing.—8ince the beginning of the century, manufacturing
industries have undergons a marked development. Especially in the decade
1929-38, aided by import duties, import controls, depreciation of the
currency, and specisl governmental aids, domestic industry expanded aig-
nificantly, and the country attained practical pelf-sufficiency in the
production of many consumer goods, BSpecial efforts have been made %o
diversify industry, snd, in order to facilitate the control of namufacturing
by Brazilian pationnle, restrictions have been placed on the operations of
foreign-cwned companies.

Manufacturing is devoted in large purt to the production of consumer
goods. The procesaing of foodstuffs and the production of textiles are
the two most importent manyfacturing industries. Lesaer industries
include those producing containers, shoes, hats, tobacco, food products,
chemicals, pharmnceuticals, paper, furniture, matches, metal art goods,
lusber and its producis, leather and its products, cement, pig irom,
rolled iron ond steel, and cther ateel products. Although for a number
of ipportant raw materials Brazil chiefly depends-on imports, approximately
four-fifths of the materisls eaployed in manufacturing industries are
produced within the country.

Rzm_&ra&mmy

Befors the wor Brazil was the second most lmportant trading nation
of Latin America, being surpa, only by Argentina. In 1938 exports,
_valued at 5.1 million contos (296 million dollars),  sgepresented about
16 percent of the value of ull exports from the 20 Latin Amsrican natioms,
and 21 percent of those from the 10 Scuth American countries. Imports into
Prazil in the some year totaled 5.2 million contos- (296 millicn dollars)
and accounted for 20 percent of the value of commodities purchased nbroad by

all Latin American countries, and 25 percent of those purchased by the 10
South American countries.

Brazilian exports uweually have exceeded imports, but in recent years
the size of the export balance, in terms of dollars, has bsen declining.
In 1936 and 1937 the export balances were 75 million dollars and 17 million

dollars, respectively. In 1938, however, the dollar values of imports
and exports were o.boug the same.

The cutstonding feature of the Brazilion export trade is the country's
dependence upon coffee and cotton; these twu commodities represented more
than three-fifths of total exports in 1939. Agricultural, pustoral, and
forest products accounted for 98 percent of total exports in that ynar,
and minerals for only 2 percent. Important developments in Brazil's export
trade in the decade 1929-38 wore the decline in the relative importance of
coffee, Jncreased exports of cotton, and the increasing importance of Germeny
as & market for Brazilian products. The principal marsets for exports
in 1938 were the United States (34 percent of the total value of the
trede); Germany {19 percent); the United Kingdom {9 percent); France
(6 percent); Argentina (6 percent); and Japan (5 percent).

The principal changes in Brazil's import trade in the decade 1929-38
included the declining impertance of foodstuffs and the increass in the
ratio of manufactured products to total imports. More than one-half of
all importa into the country in the period 193638 consiated of manufactured
articles. Imports of machinery, apparatus, utensils, and tools were of , -

i/ For detailed analysis of the foreign trade of Brasll ar well a8 other
countries of Latin America in the decade 1929-38, ses U. 5. Tarlff Commission,
Jhe Foreign fTrade of Latin America (4 volse.), Report No. 146, Second Series,
Washington, 1942. . :

2/ One conto equalp 1,000 milreis or cruseiros. Om Nov, 1, 1942, the
Brasilian unit of currency was changed from the ailrsis to the cruseiro, The
new unit was established at the same value ap the milreis.
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outstanding signifiosnce, refiecting the industrial development of the

* nation. Vehicles and accessories, wheat, ircm and eteel, cosl and coke,
pstroleus products, and chemical products also were impmtant. In the
decade 1929-38 the United States and the United Kingdom declined in impor-
tanoe as suppliers and Germany, gained. The principal scurces of imports
in 1938 wore Gormany (25 percent), the United States (24 perceng), and the
Onited Kingdom (10 percent).

Genersl Charaoter of Economic Controls and Commercial Policy

The cutstanding foaturs of sconomic controls in Prazil since 1930 .
has been the increasing use of govormmental and quasi-govornmental agen-
oico (the "defesa® institytes), mhich, in substance, have given something
of the status of public utilities to mmercus industries, including those
producing coffes, cacao, augar, mato, tobacco, rice, pstrolem, pine lum-
bor, fruit, and fish, Thees ogenciua, and the regulations establishcd by
them, have served a threefold purposet Thoy have been employed as dovelop=
mental (fomonto) organizations to promote domostic production;  thuy have
bosn used to stabllize domestic and foreign markets under the impact of
abnormal dislocations; and in some cnses, they havo been instrumental in
according producing interosts a priviluged or quasi-monopolistic position,
An outstanding exsmple of control is tho potroluvum industry, which, in
1938, was deolared to be a public utility. Since then, the production and
diatribution of putroleum havo been regulatod by the Hational Putroloum
Council.

The Government maintains various othor controls over both the internal
econory and foreign trude. Moasures affacting forulgn trade arv direvoted
to a varicty of objectives, including the protection of domustic industries,
the premotion of industriuligetion, the raising of revonue by duties cn
both import# and certain exports, the stabilization of prices of exports,
tho mitigation of exchange shortages, the allocation of available foreign
oxchonge, and during the war, the control of stratogic raw materials.
Intornal controls are directed to thc stabllization and *rationalization®
of production, promotion of domestle indusirics, stimulation of exports,
congervation of materials cssential to the domicatic cconomy, and the rogu=-
lation of prices.

The Braziliun customs tariff is ono of the highest in South America.
Customs revenues constitute tho most important source of income for the
National Government, All commercinl trcatics in force since 1936 have
provided for the exchange of unconditional and unlimited most-favored-
nation treatment. Such treatmavnt is now guarantced in agroements with
nearly 40 sountries. To fostor certain industrics, processors and dip~
tributors of commodities such as flour, alcchol, nnd conl have been
roquired by law to utilise certain proportions of domostically produced
gooda, with tho nocessary result of restricting imports.

Since 1931 exchange cperations have boen subject to varylng degroes
of Government control} in recemnt years, however, the exchange position
of the country has permitted a more liboral application of the regulations
than prevoiled in earlier years. Exchango operatiopns are subjoot to the
control of the Exchange Department (Fiscalizacho Bancaria) of the Bank of
Brasil.

Export controls have boon established to stabilize the market for
important export products, especially coffee. In 1940 Brazil became a
signatory to the Inter-Amorican Coffoe Agrcement, which established
export quotas for the principal coffee-producing countries of Latin
Amorica, Export duties, levied almost oxclusively by State Covernaents,
acoount for 1l percent of total Stato revenucs.



Since the cutbroek of the war, the Office of the Coordinator of
toonomic Mobilization has boen established with wide-roaching outhority
ovor tho nation's economic. 1ife. A pumber of msasures have been adopted
to mobilize the .economy to meet ths nouds of hemlgphoric defense; those
inciude projects to expand the production of strategi¢ raw matorinls,
export controls to prevent their flow to enemy nations, and provisions foi.

tho blocking of funde of Axis naticns and thoir nationals. - An oxample of
dirvet Government aid to industry during the war is the conmstruction of a -
modern steel plant at Volta Redonds by a Govornment-controlled compony with
the aid of United States capital.

Beonomic Controls and Commercial Policy before 1540

. n“ ‘g sgug.

For more than a dentury revemes from tho tariff have boen the chief
source of income fo the National Govornment. Between 1915 and 1935
approximately 40 percent of the Federal income was derived from customs
duties;  in more recant yoars the proportion hns been about 30 percent,
Effective tariff rates have been relatively high. Between 1930 and 1940
customs revemues were oquivalent to between 20 and 30 percent of the total
nlue of imported goods (including ‘those free of duty).

_mg_mmm.—mrnn@cut most of the nincteenth century
the Brazilian tariff wes. primarily & fiscal instrumcnt, and the rates of
duty were adjusted to obtain the revenus desired. Since the establish-
ment of the Republic in 1889 increasing emphnsis has been placed upon pro—
tection, During the first decade of the twentieth century sentiment for
protection was strong in Brazil, being supported by practically all politi-
col parties and by a]l econcmic groups, except the landomners., Meapures
to foster domestic industries were provided by the tariff of 1900, under
which the rates of duty for many imported products were substantially
higher than those imposed by most other countries ag?arin-g to protection-
ist policiea. According to a study made in 1913, comparing Brazilian
toriff rates with those imposed by Argentina, the United States, Gormany,
and Enoe, ad valorem rates of duty in Brazil on representative import
itemn ranged from 2 to 40 times as high as those in the other countries.
Many industries have boen dependent upon the protection thus afforded,
the most notable being the cotton textile indusiry.

Until 1934, the Brazilian tariff was based on the act of 1900, &
The rates of duty in that act were predominantly specific, although a
mmber were ad valorem. In the tariff schedule it was the cuatom to
publish with each specific rate a "ratio" (razao) representing a crude
approximetion of its ad valorem equivalent, Authorities eatimated that a
razdo of 40 percent or more was generally protective in effect. In
the tariff of 1900, 2,015 iteme in the schedule hud a razio of 40 percent
or more. There were 51 items with a razio of 40 percent; 1,505, of
50 percent; 439, of 60 percent; 18, or 80 percent; and 2, of 100 per-

1/ The tariff laws of 1869, 1886, 1890, and 189G, however, were ‘t-o some
extont protective.

2/ Manoel Jonsen Muller, "Tarifa Alfendegarie do Brasil,"
MLM& \'ol. 11, Ho. 43 moe olso U, S Fadaml Trade Cnmmiuion,

*) AU £ ‘. - : ,1,,(_,, B 4

nd. \‘Iashington, 1916, pp. 65-'73.

57 Such as felt hats, shous, lard, condensed milk, butter, cheese, ham,
candles, combs, dried fruit, preserved fruit, rice, crackers, macaroni,
ten, sugar, beer, shoe polish, lead pencils, and writing inka.

4/ Exocutive Decree No. 3617, March 19, 1900,
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ceat, Tariff rates affecting particular items were modified frequently
betwoen 1900 and 1934, Established at times by law and at times by
Execcutive decree, these modifications often were protective in character.
Between- 1922 and 1929 such increases in tariff rates affected principally
silk yarn, raw cotton, cottom yarm, and cotton textiles.

Duties actu.n]_fy collected in terms of the basic tariff rates during
this period varied in accordance with {1) the proportion of the basic
duties which was required to be paid in "gold," and (2) the officislly
eatablished relationship (aglo). between the gold milreis (the tariff mone-
tary unit) snd paper currency (the circulating medium). Nominally, all
duties were payable in gold; in actunl practice, however, no gold was In
circulation and importers peld in paper currency, the amcunt payvable in
gold being adjusted from time to time to partially compensate for the
g:srecintim of the currency. Even beforc the tariff of 1900, importers

been required to pay & percentage of import duties in "gold.® Begin-
ning in 1898 this proportion was fixud at 10 percent. 4s the eurrency
depreciated, the roquired percentage wos increased successively between
1899 and 1923, On January 1, 1923, tho proportion of, duties payable in
ngold® milreis was increased to 60 porcent and that of papir thereby reduced
to 40 percent. ‘These periodic changes in the percentage of dutiea payable
on & gold basis served somewhat the same purpose as an upmmd revision of
the tariff, .

The official exchange relatiomship (agio) between the goid milrels
of the tariff and the paper milreis (applicable to the percentages of
duties payable in gold and paper), varied widoly between 1900 and 1934.
The officinl agio was employed to compensate for fluctuations in the
exchange value of the paper milreis; an incrcase or decreass in the egio
ropulted in an increase or decrease of the duties payable in paper mil-
rois, In November 1921, for example, the azio was 4.256; it varied from
time to time, increasing to 6.226 in October 1933. In November 1933 the
systom of applying varying agioa to tariff book rates was discontinued,
and replacod by convorsion of tho latter to paper .ailreis at a fixed
rotio of 8 to 1. This represented an increase of about 29 percent in
paper milreis equivalents, the agio having been 6.226 just hefore the
chango. .

W.mﬁe present Bragilion customs ta.rd.ff,y based on
the act of 1934, provided for three ¢olums, with Fgencral™ ratos,
"minisum” ratos, and a limited number of conventional rates below the
"minimum," made by agreemcnt with other countrics. Minimnm rates apply
to products of countrivs which guarantuve similar treatment of Brazilian
exports. Such rates have been extended o practically all major countries
axcapt tho Soviot Union; thus the "genoral® ratecs have a vory narrow
application. The general rates exceod tho minimum rates by a little more
than one-firth., The benefit of roductions below the rates of the minimm
column, grantud to the United States in the trade ngroement of 1936, has
been extended, at least provisionally, to most countrius which enjoy un-
conditional most=favored-nation treatmont in their commereial relations
with Brazil. Cortain other convential reductions below the minimum ratcs,
howover, appear to have been granted to only & fow countries having most-
favored-nation agrocuents with Brazil.

Although the new tariff schedul: followod the general pattermn of the
cld, its structure was materially simplificd. Tho poliey of collucting
a portion of the duties in terms of "gold" was abundoned; all previous
purcharges were wliminated and replaced by a singlc surtax of 10 poreent

1/ Executivo becrce No. 23461, Novosbor 21, 1933, uffective Januory 1,

1934.
2/ The Customs Tariff of 1940 is, in cffeot, 2 roprint of tha tariff of

1934.
3/ Exocutive Decreo No. 24343 of Junc 5, 1934, uffcctive Soptember 1,

1934,
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of the rate of duty. Since 1934, howcver, additional surtaxes have buen
imposed. The Pensions Tax, established in 1935, is an ad valorem tox on
practically all impoerted merchandise, levied to provide funds for the now

gion ‘and retirement program In 1937 & tax of 600 reis (then about

.037) per bag of 44 kilograms (100 pounds) was imposed upon.imports of
vhoat in 1938 an additional surtax of ont—fifth reis por kllogram wans
pliced on all imports,2/ and a tax of 30g roils (then about $0.017) per
kilogram on &1l imported fish products Tho rates of duty in tho new
tariff schedule were still predominantly specific; the numbor of ‘ad valorem
ratos was reduced. The new rates, payable in paper currency, in gonoral
ropresented the former rates multiplicd hy & factor tc compensate for the
currency depreciation which had taken place The former protoctive
policy was retained throughout the now schedule; moreover, incrcased
ratos of duty were provided for certain commoditles.

The practice of granting exemptions from or reductions in cuastoms
dutics on mechinery and essential supplios for new industricvs has been an
important characteristic of Brazilian tariff policy. Such concessions
have been extended to products imported by industries vngaged in the pro-
duction of coal, putroleum, cement, gloss, cellulosv, beer, linsced eil,
quebracho extract, sugar, and rubber products; and to mining companics,
banana plantations, newspapers, and fisherics, Thesc concesalons, how=
evor, are not applicable when it can be showmn that domestiv producers can
adequately supply the materials required for tho operation of those indu“37
tries., This regulation, sometimos referrod to ae tho "Loaw of Similars
hae baen administered by s Similar Product Committee (Commissao de Similares)
which, from time to time, has published lists of products for which con—
ceasione may not be made. The l0-porcont surcharge, previously mentioned,
is spplicable to goods nominally ontitled to free entry for tho benefit of
a givon industry. When free entry is granted -to productp otherwise sub-
juet to duty, the rate listed in the schodule is taken as & basis for
eollocting the 10-percent surcharge; when no specific rate is montioned
in tho tariff, the l0-percont surchargoe is converted into a tax of 2 per-

oont ad valorem, based on c.1.f. velues, In some instances the surtax is
not collected.

In addition to customs duties, other charges were imposed on imports
before 2940. These included & statiatical tox, o port tax to defray the
cost of port construction work, an ad valorem tax on ceruals, a surtax on
silk producte, and a "road tax” on importod pctroleum products. Intornal
consumption taxes, which in some instancos boar more heavily on imports
m on products of domeatic origin, in their effect constitute taxes on

ris,

Tariff powers of tho Executdve.—Sinco 1934 the broad powers exer—
ciscd by the Executive over the tariff have included the followings

{1) The Executive is suthorized tomporarily to reduce or
to remcve duties {(a) on articles which compete with eimilar
goods produced in Brazil by truste or cartels, or sold at
excessive prices, and (b) on goods of o type not produced in

1/ Executive Decruve No. 159, Docember 30, 1935; modificd by Exccutive
Docree No. 591, January 15, 1936,

19334 Executive Decrees No. 470, August 3, 1937, und No. 72, Docember 16,
3/ Executive Decree No. 651, August 26, 1938,
4/ Executive Decrce No. 291, Fobruary 23, 1938,
The publishing of razdos wes discontinuod.
Exooutivo Decree No. 24023, March 21, 1934; supurasdod by Executive
Dearue No. 300, Pebruary 24, 1938.
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Brazil and intended for consumption in a spocified region and
essential to the development of that region .

The antimonopoly provision was invoked with respoct to
wheat in lay 1936, at which time it was declared that an
internaticnal trust had conspired to raise the price of
whest to an unjustifiable degroo, and thoreby was roaping
profits disproportionately high in relation to the capital 2/
anvested; the duty on wheat flour was lowered by 20 percent.

{2) The Executive may increasc dutive by as much as 100
percent dbove the genersl rates provided for in the tariff on
the products of countrios which discriminato against Brazilian
exports, or when neceasary to protect tho domestic merket
against thmping.}?

Puring 1933-34 penalty duties were applied against French
products as cne of the ins ents cmployed in a "trade war”
between tho two countries. Penalty measuros initiated by
both countries were terminated by tho commercial agreement of
May 14, 1934. So far as is known, up to 1940 the antidumping
measures had not boon invoked.3/ -

{3) ‘'The Exucutive is furthor authorized to logislate by
decreg during recess or dissolution of the Chamber of Depu-
tiea.-/ Moreover, under the transitory provislons of the
Constitution ol Novembur 10, 1937, the Executive has dip-
cretionary powor to lugislate by docrec in regard %o import
duties until a plebiscite on thq Condtitution has buen held and
a National Parliament olocted. 8

. Powers over the tariff wero first assumcd by the Chief of
the Provisional Government in Scptembor 1931. Both tho tariff
rovision of 1931 and the Tariff of 1934 were initisted. by the
Executive. Numerous changes affecting individusl cofmoditius
heve been decreed since 1937. 9/

(4) Irrespective of the transitory constitutional provisions,
the Exocutive has discrutionary powers undor the Constitution
of 1937 to place international agrecmenta in effect provisionally,
subjuct to subsequent approval by the Legisiature.. 18

u C «—In addition to the Similar Products
Commlttua, two executive agencios havo advisory functions respucting tariff
ratos; these are the Superiqr Tariff Council (Conselho Superior de Tarifa)

L1/ Article 4, Executive Docree, No. 24343, June 5, 1934.

2/ Executive Decree No. 803, May 8, 1936,

3/ Article 3, Executive Decreo No. 24343, Juno 5, 1934.

4/ For & brief account of the mothods of rutaliation employed by both
countrics, see Horace G. White, M"Blocked Commercial Balances in American
Foroign Policy," Amorican keonomic Rgvicwy, March 1939, p. B4.

.5/ In May 1944, under the antidumping provisions, the duties an plain
flat glass were doubled,
b/ Constitution of 1937, article 13,

1/ Article 180,
Executive Decree, September 8, 1931,
U, 8. Tarlff Commission. Bogwlation of Imvorts by Exveutive Actiop,

Washington, 1941, pp. 27-38.
10/ Constitution of 1937, article 74n; this powor had not besn granted by
the Comstitution of 1934,
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established in March 1934,/ and tho Federal Foreign Trade Coumncil
(Conselho Federal do Coméreio Exterior). Reglonal tariff commissiors
have beon organized in each customs district to hear appeals frow the
docisions of customs officers and to sorve in an edviwory capacity to the
chief customs inspector. Appeals from the degisions of the roglonal tariff
commissiona may be made to the Superior Tariff Council, whoae duecisions are
final. The functions of the Tariff Council, however, are mich broader;

it 18 charged with supervising the uniformity of cuatoms clasasificationsa
and is authorised to propose tariff chongos considered to be in the best
interests of the country; 1t serves in an advisory capacity to the Execu-
tive with respect to commercial agreements; and it may indicate the

column of the tariff (general, minimm, or conventional) which shall be .
appliceble to individual items imported from a given country., The
Gouncu,q?_&s'requimd also to exsmine periodically the tariff Rassimie
lntions" 3/ mpproved ‘during preceding periods; if there is no resson foy
modifying them, they become effective by c specisl decree of the dinistry
of .Finance,

Q F Council.

The Federal Foreign Trade €ouncil, alsc cstablished in 1934, -lJ is an
outonomoys organizetion reaponsible directly to the Executive; it has
brocd advisory and consultive respensibilities in virtually alil matters
affecting foreign trade. This agency, modcled somewhat after the British
Board of Trade, is composed of 10 councilors®und 5 technical ndvisers
appointed by the Executive.

The chief duty of the Coumcil has rclatod to the promotion of the
Brazilinn export trade by the analyzing of forcign markets, by studying
production and marketing methods, and by eerving as &n informwation ¢leoring
hcuse for producers., The Counpeil alsc is authorized to propose new
commercial agreements and to advise the Exccutive concerning them, to
undeptake sgtudies relating to the econgmic dovolopment of the country,
and to propose specific rcgulations affecting foroign trade. Upon recom—
mendation of the Forsign Trade Council various producers have buen granted
more favorable exchange treatment; others have bencfited from increased
rates of duty on certain imvorts and by the modification of certain internal
taxca. Before March 1939 the Foreign Trade Council was concerned with the
actual negotlation of commercial sgrecments with other countries;.__pince
that time, however, its functions havo becn principally advisory.

Commercin) agreements.

Provision for unconditlonal meost-favored-nation treatment has char-
acterized all commercial agreemonts concluded between Brazil and other
countries since 1935. In 1931 the Minister of Fureign Affajirs was direeted
to invite foreign countries to nogotiato reciprocal unconditional most-
favored-nation treaties with BrazilJ&/ 4as a result, most of the impor-

1/ Exocutive Docrce flo. 24036, March 26, 1934, svu also Exceutivo Docree
lioa 24343, Juno 5, 1934.

Tho Superlor Tariff Council 1s composed of six menburs, three selected
by the Hinister of Finance and three roprosenting texpayers.

Mhen an Imported article docs not fall within any designated classi-
figation of the tariff schedule it is the duty of the customs nuthoritics
to "assimilate" it to the cmtegory which it most closely rescmbles,

_IJ Exscutive Decree No. 24429, Juno 20, 1934, The Foreign Trade
Council wod reorganized by Executive Deerwep No. 74, December 16, 1937,
an%uo. 1163, March 17, 1939.

Executive Decree No. 1163, Mareh 17, 1939,

& Exocutive Docrec Nu. 20380, Septaubor 8, 193L.
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tant commercial countries, inoluding the United States, were accorded the
minimm Brazilian tariff rates,l/a fow by virtuc of existing agreements
and the others by new exchanges of notesy 2/ By tho end of 1935 Brazil
had commercial agreements with 43 countries; most-favored-nation trueat-
" mont was pledged to 38 countries, and minimm rotes to 4 others. Twenty- .
five of the most-favored-nation agreewonts wore unconditional.

~The trade agreement with the United States, effective January 1,
1936, 3/ marks an important s.tzg in Brazilisn commercial policy. In
sddition to duty comcesaions assurance of reciprocal uncanditional”
mogt—-favored-natiun treatment, the agreement provides special safeguards
aguinot impairment of its trade benefits by import quotas, new internal
‘taxes, or exchange control, Under tho agreement, Brazil granted reduc-
tions in duty on &7 United States products, and bound 39 additional classi-
fications aguinst the imposition of or increase in import duties. ' The e
roductione ranged between 20 and €7 percent of the duties in force before
the agreoment. The United States assured Brazil of contimued duty=free
admission into the United States of coffee and 11 other Brazilian products,
which together ordinarily account for 90 percent of United States im
from Brazil. Reductions in duties were provided for 7 commodities. by

Immedintely following the negotimtion of the trado sgreement with the
Unhited States, and upon the recommendatlon of the Natdonel Foreign Trade
Council, Brazil undertook to revise earlier ogreements i¢ sssure more uni-
form application of the unconditional most-favored-nation principle. By
a deoree of December 30, 1935, the Executive gave instructions for the
revision of all commerciel agroements ccncluded before January 1, 1934, and
for their termination not loter than July 30, 1936. Al] agreements except
those with the United States, Argentina, Uruguay, and Portugsl were de-
nounced,  Agreements renewing or continuing the previcusly accorded
unconditional most-favored-nation treatmont subsequently were negotlated
with practically all the countries affected, By the end of 1939 wncondi-
tionnl most-favored-nation agreemants or assurences of minimum-tariff
troatment were in effect between Brazil and the following countriecas

Argentina Pinland Poland
Austria . France Portugal
Belglum-Luncmbung Germny Rumania
Canada Hungary Spain
Chile Teeland Sweden
Colombia India Switzerland
Cuba _ Italy Turkey :
Caechoslovekia Lithuania Union of South Af'rica
Denmark Mexico United Kingdom
Eeundor Netherlonds United States
Egypt Nowfoundland Uruguay
Rire Norwny Venesuala

Pary

Brasilion policy mppears to be, as far as possidlo, nof to extend to
other countriea from under the mostefavored-nation clause, certain coi-
ocssicns made to -neighboring Scuth Amcrican countries. On the othur hand,
ounventional reductions made below the miniunmm tardff rates in the trado
cgreoment with the United States, which ccmprise the largeat list of
Brazilian concessions, are known to have been extended promptly to 26

) y Brazil has a 3-column tariff schedule; seb the aection on the tariff.

2/ 8. 8. Tariff Commission, Extent of Fqual Tariff Treatment in Foreign
QQLJ}‘E&L 1937, PP 107-109.
/. Signed on February 2, 1935.
4/ U. 8. Tariff Commission, The Forelen frade of lafin America, 1942, pt.
II, vol. 1, ppe 74153 wsee alsc U, S. Departaont of Stata, Mm
February 2, %935. and April 27, 1935,
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co\l‘lt!'lel.y In aMitioh, Frapce obtained the benefit of all the cop~
cessions pade axtept those on refrigerators and calculating msachines,
After the renewal or continuation of the agrecmonts which were denounced
after January 1, 1936, the concessiona to the United Statcs had been
extended in 1936 to 33 countries, which supplied 95 percont of total
imports into Brazil in 1935.

Other reatrictiuns on jmports.

Import prohibitions to provent induutrisl (Overexpansion.--Between
1931 and 1937 special import restrictions were IEpoBud to profTTT Certain
psnufzeturing industries from overexpansion. In April 19351, the lmpor-
tation of machinery and equipment for industrics dcemed to _be in a *state
of ovorproduction™ was prohibited for a peried of 3 yolra.gf This pro-
tecticn was designed espuecially to aid tho textilc industry, in which
conditions were particulerly acute; the roguleticns, however, were suvon
applicd to machinory employed in the production of shoes, hats, sugar,
matches, and peper. No equipmont could bo imported for plant oxpansion;
spocial perxits for replacement machinery could be obteined, however, from
tho Ministry of Labor, Industry, and Commerce., In 1933 this law wus
extended for an additional 3 years

d tic cts,—In addition to cssistance
accorded certain industries through tho protective tariff and the "defesa®
institutes, aid has been granted to others by requiring the domestic con—
suaption of certain products of national origin., An example of th
policy 1s the compulsory mixing of anhydrous alcohol with gasolino.
Similarly, domestic processors and distributors have beun required to pro-
vide & market for domestically produced coai and flour.

The Brazilian coal industry is particularly dependont upon the pro=
tection thus afforded. About half of domestic requirementa of coal
orcinerily is supplied by imports, with the rosult that Brazil has uxpuri-
anced eritical shortnges during periods of war. Since 190, a number of
moasures have been adopted to foster the domestic production of coal.

In 1916 a customs duty of 2 percunt was imposod on imports of coal; coal
was likewise included in the list of "eimilprs®™ om which tariff sxemptions
and concessions may not be made. After 1931 all coal-importing firms

vera required to sv quontities of domestic coal equal to 10 percont.
of tholr inports;/ in 1937-this proportior wes incressed to 20 porcent.
These efforts to increasc production in Brazil have bcen effeclive; be= -
tooen 1930 and 1940 the domestic outpui nearly doubicd,

A similar policy has been adoptod to oncourage the production of wheat.
Bruzil usually ranks fifth among tho nhoat-importing nationn of the world;
domostic production ordinarily mocounts for only sbout 15 percent of total
consumption.  Brazilian policy has encouraged local production by assur-
ing growera o constant market for their product at favorable prices;
furthermore, )t has sought to develop varietios suitable for atandard

L/ A Brezilian customs order publishcd January 16, 1936, nemed Argentine,
Uruguay, Colombin, Mexice, Ausiria, Bulgium-Luxcmburg, Canada, Czochoslovakia,
Dennark, Finland, Germany, the United Kingdom and its possessions and man-
dates, Hungary, Italy, Iceland, Latvia Lithunnin, Norway, the Netherlands,
Poland, Portugal, Rumania, Sweden, Svri{zerlnnd, Yugoslavia, and Japan

reo Re February 1, 1936), Eire, British India, New Zealand,
the Union of Scuth Africa, and Newfoundlond wore assured most-favorsd-
notion trestment in British agreoments with Brazil.

&/ Executive Decrve No. 19739, April 7, 1931,

3/ Executive Ducreo No. 23486, November 22, 1933,

&/ Seo tho section on thu Suger and Alcohol Institute.

_ 3/ ¥xecutive Dscres No. 20089, June 9, 1931,

&/ Exeoutive Decree No, 1628, July 21, 1937,
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milling practices and to assist growers through educational and expuri-
mental programas. In November 1937 tho Foderal Government established
rogulations requiring compulsocry mixing of flours milled from domestic
producta with ipported whest flour and with flour milled in Brazil from
imported wheat.l/ The Flour Trade Suporvisicn Service (Survigo de
Fiscalizagae do Comérelo de- Farinhas) was established, and the new regula=-
tions provided that imported vheat flour used by bakers and other pro—
cessors must be-mixed with a prescribed percentage of domestic flours; the
Sorvice was authorized to fix, from time to time, the proportion required,
but it may not fix it at more than 30 percent. According to regulations
in force late in 1939, miliurs were required to mill at least 10 percent
Brozilian wheat; a similar proportion of domcstic flour had to bo added

to imported flour. Moreover, to all flour milled from wheat it wns
obligatory te add 10 percent of cassava or aanioc flour, 5 percent of corn
flour, and 3 percent of rice flour. Minor oxceptions to these regulations
wore perzitted. Imports of wheat and flour are subject to the control of
the Board;, permits being required to assure observance of the reg.\ht\iansgy
The mixdng requirement was guspendsd for the dur<tion of the war by a
docroe of May 17, 19.4.

The duties of the Flour Trade Supervisory Scrvice rescmble those of
tho developmental inatitutes. The Sorvice hes established experiment
stations and has initiated projects to improve domestic wheat producticaj
it mainteins a atatistical service relating to both domestic production
and imports, and, from time to time, it fixcs prices to growers.

Export dutjes.

The Brazilian system of export duties presents an intereating con-
trast to the practices employed in other countries of Scuth America.
Whervas in other countries roceipts from export duties constitute revenues
of the National Government, in Brazil export taxation is administered
elmost exclusively by the States.l/ The fcw Federzl export duties, affect~
ing such products as coffee and mate, have been of recent origin and the
revenues derived therefrom have been employed to finance activities for
the particuler benefit of the industries concerned. .

Export duties constitute the second most importent scurce of revenue
of the State Governments; as rescently as 1916 they were the mejor source,
Because of the tendency to reduce the burden of these taxes, and because
of the increased use of other revenue devices, the proportion of State
income derived from expert taxes has declined in recent yeers. In 1940
the States receivad about 11 percent of their revenues from these duties;
proportions for individual States varicd from 5 percent in Rio Grande do
Sul to 42 percent in Piauhy.5/

In muny States practically all important export commodities ere
dutiable; the burden of export taxes has fcllen principally upon the
following commodities: Coffee, cecao, sugar, rice, mate, tobzcco, rubber,

.

y This policy wes inaugurnted by an Exccutive Decrec of November 30,
1937; specific regulations were set forth in Executive Decrec No. 2307

of February 3, 1938.
2/ In August 1938 import permits alsc were required for oats and rye,

}/ By teros of the Constitution of 1929, the power to levy duties on
inports of foreign origin is an "oxclusive prorogative of the Union" and
the power to luvy taxea "on the exportation of ‘goods of their omn produc—
tion" i3 "within tho oxcluaive jurisdiction of the Statu."  (Artiele 7
and article 9.) Sec also the Constitutions of 1934 and 1937,

Seo the sections on coffee stabilization and the Mate Institute.

5/ The Stute of S8b Puulo luviss no oxport duties,
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cotton, carpavba wax, hidds and skins, cattle, lhumber, apd manganese. In
recent years, despite national efforts to foster the textile industry by
mosng of import duties, at least five States have taxed exports of coiton
taxtilea.

Export duties vary from State to State both' as to the commodities
affected and the rates applicable. In nddition to taxes specifically
desigonted as export duties {imposto de oxporiecic), s mmber of States
"impoge other charges to provide revenue for cular budgetary commite
nents; these, although not specifically so designated, are in effect
export duties, The ratus of export duties are genurally ad valorem and
ere based on a system of offictal voluntions. Sinece 1910, the rates of
duty ordinarily have ranged from 5 to 10 percent for most commodities,

" although sote have been as high as 30 percent. By a provision of the
Constitution of 1937, the taxation of exports of mer dise by the Stotes
wes limited to a maximun of 10 percent od valorem.

Until recently, the export duties of the Brazilinn States were lovied
upon commodities entering both foreign trade ond interstate commerce.
Since 1932, however, there has been incroasing cancern in Brazil over the
effocts of interstate trade barriers on the dovelopment of national economie
life. In 1932_the Government announced its intention to eliminate State
custons dutiesu2/ The new Constitution, promulgnted in 1937, provided
that no customsa barriers or other trade restrictiens may be vstablished
botween the States, and forbide both Statos and municipalities to collect
transit or trangoort taxes or othorwisc to obstruct thi: frredom of intor—
state cogmerce,d/ Monsurea have aincv beon adonted to imploment this
poMcy, Executive decrees in 1937 and 1938l4/ providué for muccessive -
aprmsl ons of all State export dutiuvs, until their final elimination
in 1943.(5/ - These modifications, however, apply only to export taxes as
they uffect interstate commerco, and not to axport duties on commodities
shipped to foreign countries, which continuo to have a restrictive offeot
ob foreign trade.

Bxchenge control.

Although formal exchange control wns first ostablished in Brasil in
1931, measures had been adopted boforo that tise to stabilizo the forvign—
exchange value of the milreis., Betwcon 1910 and there was a' con=
timuous depreciation in tha yalue of the currency,§/ 1In 1926 a Stabili-
sation Office was creatvd,?/ and the Govornmont undertock to stabilize the
milreis at sbout 12 cents. Socon thcrcaftor, the world-wide dupression
roesulted in dislocations of far renching significance to the Brazilian
oconomy. In Octobor 1929 tho coffuo murlewt collapsed; prices declined
noerly 50 percent within the following year. Prices of other Brozilianm
export commodities followed a similar trend, Tho prices of ussential
imports, on the other hand, full loss rapidly. This disparity, of course,
was roflected in the balange of paymcnts, and by 1930 the gold reserves

1/ Article 23e; see also articlo 8 of the Comstitution of 1934,
_Executive Decree No, 21418, May 17, 1932,
3/ Article 25,
N Exscutive Decrees No, 142, Decembor 29, 1937, and No. 379, April 1A,

" 5{ Executive Decres No. 4994, Novamber 12, 1942; by tcrms of this .
.decree all dutiep on commerce butwecn the Statos wero to be climinated by
March 31, 1943.

/ The value of the milrois had proviously doclinod almost steedily from

;2 13@ of 96 English ponce (§1.95) in 1814 to about 16 pence ($0.33) in

i .
7/ Executive Decroe No. 5108, Dooember 18, 1926; the Stabilization

Office began-operations on April 8, 1927, .
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of the country practically disappeared. During 1930 the value of thd
milreis declined 20 parcent,l/ Confronted with those conditicms, the
stabilization program proved inadequnte, and the Stabilization Office was
. officially closed on November 22, 1930.

Exchapge control was incugurated in Scptomber 1931, 3/ at which time
it wos required that all foreign-exchange transacticns be conducted through
the Bank of Brazil (Banco do Brasil)., Tho Dank oxercised this monopoly
‘through most of th: succeeding 3 years. Export permits were issued only
aftor the corresponding exchange had bocn sold to the Bank, which in turn
allocated it in eccordance with the nceds of the sconomy., In general,
exchange was granted first to the Covernment for the payment of offieianl
purchases and for the service of the debt; socond, to pay for assential
imports; eand third, for other purpeses, including payments of intercst
ond profits to foreigners. Because of the decline in the uxport balance
of trade, the supply of exchange was genornlly inadéquate for cssential
imports and for the service of foroign obligations; this gave rise to
congidersble, activity on the illegal or curb market.

In the period 1931-34, oxthange was purchasable ut three different
rotog—the official rate, the curd ("black") rate, and the "gray" rate.
0fficial axchange, the only legel typo quoted during most of this period,
alroady hos been described, ' Curb exchange, acmotimes spoken of as tha
"black" or "bootleg" market, Tepresented clondestine transactions; quo—
tatione on this market, in terms of milrols por unit of foruvign eurrency,
wore substantially higher than the official rate. In 1933, in order to
discourage thess activities the Govermmont undertook to ssll to brokers
a portion of 'the exchange purchased at the officis) rate. These funds
wore then made availnble to importers at a rate somewhat higher than the
officinl rate, but below that on the curb. This market was referred to
o gray exchenge. '

A serios of measures adopted during 1934 resultod in a much more
liberal exchange control pelicys Commorciel banks were authorized to
purchase arid sell, at open-market rates, oxchange derived from sourcea
othor than axports.}/ Funds availablo for the new freve market were
prinoipally those which theretofore had supplied the illegal curb markct.
Tho Bank of Brazil continued, however, toc oxercise a monopply of the
purchase of all exchange arising from oxports, and it conidnued to supply
covor for approved imports at the official rate, Soon thercaftor, con-
trol was further liberalized by authorizing the freo exporiation of gouds
nat specifically ‘mentioned 'in Brazillan export statistiesy Export
permits were not requiréd for these commoditivs, and the resulting oxport
bills could be sold in the free market, The number of such commoditive

1/ The average dollar equivelent of tho milreis (official ratw) for -
spocified years won as follows: 1929, $0.1181; 1930, $0.107L; 1931,
$0.0703; 1932, $0.0712; 1933, §0.0796; 1934, $0.0843; 1935, $0.0829;
1936, §0.857; 1937, $0.0864; 1938, $0.0584; 1939, $0.600. The free
mnrket rate was as followss 1936, $0,0588; 1937, $0.0620; 1938, )
§0.0584; 1939, $0,0512, The special freo=markot rate in 1939 (avarage
‘Avril 10 to Decembor 31) wus $0.0464e

2/ Expcutive Docree, September 9, 1925,

3/ Executive Decree, Hay 19, 1934.

4/ Excupt ascrap iron and acrap metals, the cxportation of which wes
prohibited. Goods menitioned in Brazilion oxport statistics were lard;
preserved, frozen, and chilled meat; hides and skina; - wool; tallow;
jerked buef; manganese ore; cotton; rice; sugar; rubber; cocoa;.
¢offoe; carnauba wax; bran; manioc moal;. orangos; fruit; puts;
oloaginocus sveds; tobacco; moto; lumber; and precious etones.

5/ Executive deqrue, June 20, 19343 amendod by Executive decrec June
28, 1934.



18

was very 1n.ﬁe, and, slthough the trads in most of them was small, the
aggregate wae very comsiderable. In Soptembor 1934, exchungy derived
from all exports other than coffee became free from control., 1/ Exporters

of coffes were roquired to sell to tho Bank at the official rate approxi-
matcly 83 percent of the value of their cxport bills (155 gold francs per
bag of coffec exported); the remainder could be sold in the free markot.
After the adoption of this measure, noarly half the Bragilian ouxports
bencfited from the higher rates of exchange in the free markei. At the
sanc time, the Bank apnocunced that thereaftor it would supply 60 percent
of the cover for approved imports at the official rate; importers were
Tequired to obtuin the remainder in the froe worket. Exchenge availablo
ct the official yate was allocated in accordance with the following order
of priority: Raw materisls, basic necessities, and nonessentiazls. This
system was modifiod in Degember 1934, aftor which exchange avajluble to
ipporters at the officinl rate (60 porcont) wos distributed by giving

_ preforence to countries in accordnnce with tho eize of their imports of
Bruogilian coffes.

In February 1935 the Government attemptod to establish a frue exchenge
market for both imports and exportse All oxporters were pormitted to
sBell their bills to licensed banke at the provailing rates. Banks were
rogulred to deliver 35 percent of the foroign exchange thus acquired to
the Bank of Brazil at the official rute., These funds wore avalluble only
to the Government or for the service of frozon debts. Tho remaindor
{65 percent) constituted the source of freo exchange; cover for all
imports could be obtained in this markot. To protect the free market,
all dobts srising from the importation of goods before February 11, 1935, -
wore frozen, ponding their liquidation; funds for this purpose were to be
provided from the 35 percent yetained by the Govornment,

Tho BEraziliun exchenge position, however, had not recovered sufficiently
to permit the contemplated degree of froedom from control. Beforo the
middle of 1935 a shortage of exchangu developod, and the Bank extended its
control over the nominally {ree market; all purchases of exchange in this
market became subject to the approval of tho Banky importers ware required

to secure exchange purmits from the Piscaliration Department (Fiscalizacfio
Bancaria). 3 .

From time to time thereafter the Bark of Brazil endeavéred to promote
the oxportation of varicus .products by according partisl or complete
oxemption from the roquirement that 35 perocnt of export bills be surren-
dered at tho official rate. After February 13, 1936, thu supervision of
this program was undortaken by the Fedoral Forelgm Trade Council, which
dotormined both the naturs and oxtent of tho relicef given, '

At the end of 1937, after ncarly 3 yocrs of a relatively iiberal
exchange~control policy, the Bank of Brazil was again given a monopoly of
foroign-exchange transactions. Varlous factors had contributed to an
acute exchange situation: Exports of coffce had declined, the price of
cotton had fallen, there had bsen a furthor reduction in the country's
oxport balance during the latter part of 1937, the foruign-exchange vulue
of the milreis had continued to fall, and there had been domestic political
disturbances. In December 1937 exporters agein were required to gell all
exchange to the Bank at the official rate. Permits were required for all
imports. Exchange acquired by the Bank was allocated in the following
order of priority: Government requirements, merchundise imports, export
freight charges, requjrements of public utilities, dividends and profits,
and other exchange obligations.3d/ At the same time a tax of 3 percent was
imposed cn 81l exchange transactions; receipts from this tax wore erployed
to establish an exchange-reserve fund.

1/ Executive decree, Septcmbur 11, 1934,

2/ Exsoutive decroy, February 11, 1934,
3/ Executivo Decree No. 97, Lecember 23, 1937.
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The present system of exchange control was inaugurated in April 1939, y -~
at vhich time many restrictions in effect after 1937 were removed nnd froe-
market operations were again authorized. Exporters again are permitted
to sell their bilis in the free—exchonge mzrket, subject only to the pro-
vision that 30 percent of their value be sold to the Bank of Brazil.

Banks, incluaing the Bamk of Brazil, are authorized to deal in both the

free exchange market and the new "speciel free-exchange™ market. Importers
ere required to secure prior nuthorization from the Bank to obtain exchange
™ which must be purchased in the free market.

In accordance with the new rogulations, three rates of exchange have
been quoted in Brazil since 1939—-free, officlal, and special free. The
free rate (which averaged 19,706 milreis to the dollar during 1939, or
$0.05128) ; which is the effective rato for all exports and imporis, is
more or less sensitive to morket conditions. Free exchange is derived
principally from exports; exportera are required to obtain permits, which
are issued only upon evidence of the sale of their bills to authorized
bonks. Banks purchasing free exchange must resell 30 percent to the Bank
of Brazil at the official rate. Covor for 2ll imports is obtained in
this market, but only after authorization by the Bank. Exchange for
remittances abroad, when similarly authorized, olso is nogotiated at the
free-market rate.

The official exchenge market is operated exclusively by the Bank of
Brozil. Funds for its operaticn are derived entirely from the portion
of exchange (30 percent) which banks are required to surrender at the
official rate, and are availoble only to meet the foreign-exchange requiro-
ments of the Government. The official rato of exchange (16.50 milreis to
the dollar, or §0.0606) has not varied since April 1939.

Banks are also licensed to purchase and sell "spocial free® exchangs.
Funds for this market are obtained principally from tourists in the form
of lotters of credit, traveler!s checks, and foreign paper currency, and
may be sold enly to persons authorized by the Bank of Brazil to purchase
such exchange for travel or mointenance abroad., The speclal free rate
(21,54 milreis to the dollar in 1939, or $0.0454) ordinarily is consider—
ably higher than tho free rate.

The exchange tax, originally imposed in 1937, wms modified in 1939,
when the present syatem of exchange was adopted, The tax, amounting in
1937 to 3 percent of cll exchange oporatlons other than those for the
account of the Government, had been altered in 1938 to 6 percent for most
paymenta other than impprts, and to 3 percent for thoss imvolving mer-
chandise and freight. Since 1939 the tax on all oxchange operations,
including those of the Government, has been 5 percent.3/ The tax has
boen employed in part to preserve exchange balances by discouraging imports,
ondy in part, to create a reserve fund teo support exchange control cpera-
tions.

Clc 4 at agreenents,

Exchange control in Brazil has been acconpanied by special exchange
arrangements under which the trode of Brazil with somc countries was
financed; these include clearing, puyments, and compensation arrangements
vwhich bave been introduced by bilateral agreciaents. A clearing agreement
in 1ts simplest form provides that the importers of each of the two con-
tracting countries shall pay thc cost of their imports from the other
country into accounts in their own nationsl currency meintained by agencies

1/ Executive Docree No. 1201, April 8, 1939, effcotive April 10, 1939,
2/ Excoutive becreo No. 485, June §, 1936; soc also Exwcutive Decrae
Ho, 1170, Hurch 23, 1939.
Executive Ducrves ko. 1201, April 8, 1939, and No. 1394, Junc 29,
1939,
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selected or established for that purpose. These funds are paid to those
who have sxported cammodities from the country in question to the other.
Thus, if payments to exporters in the trado between the two countries just
oqual the expenditures of the importers, no movement of foreign exchange

ie required., In peyments agreements, the exchange usually is. controlled
in only one of the two. countries; the other maintains e free-exchange
morket. The agrocment consists of & commitment by the exchange controlling
comtry ns to the remittance of payments, under certain limitations, for
imports and services from the other. 7The tarm compensation agreemont is
a scnewhat looser one and has been applied at one time or anothur to vartu-
ally all arrangements which have tendod to put the trode between two coun-
trios on the basis of a barter exchange of thelr products.

After October 193, Brazil carried on trade with Germany under a com-
pensation syptem. 1/ The original agreement expired in 1936; the arrange-
ment was continued under a modus vivendi, but was discontinued by Bresil
on Decenmber 12, 1939. Complete informmtion on the terms of the Brasilian-
German coumpensation sgreement 1g not available. Apparently it provided
for the deposit of the proceeds of designated Brasilisn exporis to Germany
in special accounts (sonderkonten). Ageainst these accounts Brazilian
importers could draw to finance purchases of goods from Germany; as per-
mitted by the elaborate German regulations governing this trade. The
agreenent was designated a compensation rather than a clearing agreement,

because it differed from a clearing agreement in the strict sense, pro-

. ¥iding, as it did, for payments through special zecounts, rather than

through a single clearing account, Undor the operation of thie sgreement,

_ Brazilian imports from Germany more than doubled in walue botween 1934 and

- 1937. Exports to Germany in the same period increased by 58 percent,
Brazilian bxports to Germany in 1932 were grooter than imports from that

couniry; in later years, however, tho balance was reversed.

It bhas generally been reprosented that clearing and similar agree-
mente operate to balance the trade between pairs of countries. Ths
failure of the Brazilian-German compensation agreament to do so may have
. beert due to the fact that certain commoditics ontering the trade were not

covered by the agreement. The compensation agrecment may also have pro=-
vided for certain transfers on nonmerchondise accounts.

Peyments or compensation agreements with the Nethorlands {(1937) and
Italy (1935 and 1940) were put into force by Exccutive adtion, and agroe—
ments with clearing provisions were conclndod with Chile (1934 and 1940),
Fronce (1934}, Norway (1935), Sweden (1935), Denmark {1935), the United
Kingdom (1935), Portugal (1936), and Argentina (1939),

- Stepdardigatiop of gxport produgis.

8lnee 1940 the Government of Brazil has boen particularly active in
developing export standards to emhance the reputation of its products in
foreign markets. Even before 1940 standards had been established for
oitrus fruite, banams, cecao} snd coffee, In 1938 an inspaction and
clossification service was established for agricultural and livestock
products and other prime materials.2/ In 1939 the administration of this
progrom was delegated to the Rural Economy Service (Servico de Economia
Rural), a branch of the Ministry of Agriculture, which was authorized to
establigh standards of classification and inspection and to crganize
esscntial administrative -procadures.}/ In 1940 the gengral regulations
devoloped by the Rural Economy Service werc published, Certificates

4/ For a description of the methods and policiva of Gernn foreign-
trode ¢ontrol, sve U, 8. Tariff Coemission, [

m?num. eport No. 150, 2d Ser., 1942,
Exocutive Decree No. 334, March 15, 1938,

A/ Executive Decree Mo. 4440, July 26, 1939,
. 4/ Executive Decree No, 5739, May 29, 1940,
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of inspection were required for exports of all commodities affected; the
actual work of inspection and classification may be performed by the Rural
Economy Service or by other agencies designated by the Government., Since
¥ny 1940 various decrees have established grading and inspection standsrds
for o number of export products, including cotton, carnauvba wax, oiticica,
livestock products, castor seed, flaxseed, cacao, pine, corn, {ruits, tea,
hides and skins, caroa, various fibars, quartz crystels, babassu nuts,
potatoes, onions, tobaccu, meat products, honoy, licuri wax, and castor
oil,.

Ifoc oriza d cont: .

For nearly 50 years the Government of Brazil has intervened inter-
mittently in the coffee industry to nllovinto conditions arising from
pmarket dislocations, overproductlon, and cbmpetition from other areas.
The economy of the country is peculiarly d«_ayandent. upon the coffee trade;
in recent years bofore the war nearly halfl/ of the value of all exports
wae derived from this source. Brazil produces more coffee than all
other areas combined; in recent years it hig accounted for about three=
fifths of the total world cutput of coffee 2

The coffee crop in Brazil is subjcet to froquent failures as a
rosult of drought and frosts. Moreover, an abundant yield in one har—
vost is usually followed by a low yield in tkc nuxt. The marked varia=-
tions in production provide special motives for market control., Short—
torm fluctuations in supply, with their attendant, repercussion on prices,
glve rise to longer-temm cycles of productiorn; periods of depressoed
pricos discoursge new plantings, wherens thoso of high prices lead to an
oxpansion of cultivation. A number of years are required before new
plantings mature. This tendency to cyclicel production and to periodie
.market dislocation is intensified by the fact thmt so large a proportion
of world production is concentrated in the State of Sao Paulo.

Ear)y valorjzatjon schemca.—-Until 189% Brazil had enjoyed an expand-

ing market for coffee, and in general plantors hed been prospercus. After
that year, because of increased plantings, prices began to decline and

end thero ensued & long period of intcrmittent Poverproduction.® The
1901-1902 crop of mors than 16 million bags was the largust on record

until that time, and prices dropped to thoir lowest level. The State of
SHo Paulo prohibited new plantings. This law apparently was never enforced,
but the low price of coffoe tendod to achieve the some result.

Tho first valorisation (valorizagao) scheme was inaugurated in 1906.
Tho State of Sao Paulo, with the aid of the National Government, withhold
part of the ouiput from the market; credit to finance these operstions
was chtained from foroign bankeérs. As a rosult, thce State owned noarly
10 million bags of coffee by the cnd of 1908, Subsequently, when market
conditions improved, thcse stocks were disposed of at a substential profit.
It is gunorally agreed that the first wvalorization program brought.e
definite measure of relief to growers., Morcover, it does not appear that
thu controlled price levels wore sufficiently high to encourage undue

oxpansion of plnnt.h}ga.

The second valorization schemo was adopted during World War I, when
European markets wore closed a3 a rosult of the blockade. Stocks
accumulated end prices declined rapidly. Tho State of Sao Poulo, employing

1/ Nuarly three-fourths betwean 1925 and 1930. Betweon 1939 and 1942
the share of coffee in total sxports doclined from 40 percent to 16 per-
cent, It is catimatod that in 1943 it was sbout 32 porcont.

2/ Noarly throo-fourths betwecn 1900 and 1930.
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funds borrowsd from the Federnl Govornment, purchased coffee und withheld
it from the market; by the «nd of 1918 it had purchasod nearly 5 millicn
bogs, Crop failures resulting from hoavy frosts in 1918, howover,
roduced the harvest to little more than half the usual crop and Govorn-
ment stocks were agalin liguidated at a profit,

The third valorization program wns undertakon 1921 as a result of
tho post-war depression and the collopse of prices 1 The crop of 1920-
21 was somowhat larger than in previous years. In 1920, thue Govermment
of Sao Paulo purchased 300,000 bags, The Federal Governmont was induced
to enter the coffee market in 19213 by the cnd of that year it had pur-
chased nearly 5 million bags, or about cno-third of thc crop, ropresenting
tho entire supply in excess of curront exports. These cporations were
financed in part by the issue of paper currency and in part by a Sterling
loan guaranteed by the Federal Government. Hoanwhile, the Federnl
Government began to restrict entries of coffoe at tho port of Santos from
the interior. No restrictions wero imposed on new plantings. The
success of the third valorization schome was due in substantial degree
to the smaller crops of 1921-23 and to the poriod of rising prices which
followed; by 1924 the stocks withheld had boen successfully liquidated.

In 1922, whilc the third valorization program was still operative,
the Institute for the Permanent Defcnso of Coffoe {Instituto de Defusa
Permanente de Café) was organized by the Foderal Governmemt, but after a
ghort period of cperation, Fedoral support of the Institute was withdram.
Two years later the Government of Sdo Paulo creatcd the Sib Paulo Insti-
tute for the Permanent Defense of Coffee {Instituto de Café do Estado de 2/
Sdo Paulo) to carry out the originsl plans of the formor Fuderal Institute.

The new Institute, which was essentially m federation of planturs,
purchased warehouses and constructed othors; restriction of entriss into
tho Port of Santos was continmued in & modifiod and more floxible form.
Touever the market showed a tendency to weakon, surplus stocks wers
purchosed and withheld, Funds were obtaincd from a suries of foroign
loang and a transportation tax/ on overy bag of coffov moved from the
interior. In 1927-28, seven producing States agreod to follow the Sao
Paulo plan of regulating entrica of coffee at ports of export. In
October 1926 the Institute was reorgenized to assure control by the State
Ministry of Finance and to authorizo tho State Bank to make loans to
growers. A rolatively high level of priccs was maintainod for gaveral
yoars, but to achieve this rosult it wans nccossary to hold large stocks
continuously in storage.  After the largo orop in 1928, thercforu, the
program proved inodequate %o prevent 2 serious price slump in 1929. A
bonking erisis was narrowly averted in 1930 by means of a 10-year foreign
loan (20 millicn pounds sterling) awcurod, by 16 million bags of coffee,

the Government guaranteeing not to accumulate any moro coffwe during the
lifo of the loan.

The Hat Coffee be «~==In July 1930, the Fedurcl Governmont
cgain took over the ¢offeec dofense program. Because pf the world-wide
dopression and also bocause of the large surplus coffee stocks (25 million
bags), prices declined precipitously during 1930. 5/ on April 24, 193,
tho Netional Coffoe Council (Conselho Nacional do Cafd) was crwated to
function as on autonomous agency; 1t graduslly assumed the powers formerly
cxercised by the Sho Paulo and other State imstitutes. In July 1931

1/ The New York price of Rio No. 7 had dropped from 22.83 cents in
July 1919 to 6.44 conte in July 1921, .

2/ State Low No. 2004, December 19, 1924,

3/ 1 gold milreis (55 cents} por bag.

4/ State Law No. 2144.

5/ The How York price of Ric No. 7 dropped frem an average of 15.7
cants in 1929 to 6,2 cents in 1931,
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the Federal Government begen the outright purchase of all coffee stocks in -
S8o Paulo at prices Bomswhat sbove amounts elrcady lomned to planters.
About the same timec the coffee destruction program was initiated. In
1931, 29 percent of the total crop was destroyed end in 1937, 71 percent. }/
In goneoral, destruction was confined to lower grades of coffee. To
finance operations, a tax of 20 percent in kind wos levied on 2ll pro-
ducers; 8 was soon replaced, however, by an export tax of 10 shillings
peor bag. A virtual ban was placed on all now plantings by means bf a
prohibitive tax. )

In Pebruary 1933, following & furthor docline in prices, the Hational
Coffec Department (Departmento Nacional do Café) was created; it aspumed
control of all coffee institutes nnd associations in Brazil. The DNC
oatablished a system of "sacrifice quotas.” The anpual crop was
divided into thras parts: 30 percent for port emtries; 30 percent for
rotention in interior warchouses; and 40 porcent for destyuction (macri-
fice quota). That portion held in the interior was.not released until
port-of-entry quotas were filled.

Between 1924 and 1937 Brazillan valorization schemes appear to have
had two somewhat conflicting results. Over periods of short duration
and tomporary cmergency, production and price controls were effective in
bringing stability. Over the longer period, however, contyolled prices
cncouraged growers to inerease plantings, inasauch as zarket controls
wore not ordinarily accompanied by uffective producticn controls. This
ultimately led to now probloms of surplus production.

Brazilian valorization schomes have, in offcet, opurated as a subsidy
to producers in competing coffoe-producing countries. As a result, both
tho relative and the absolute foredgn-maricot position of Brazil has
suffored. DBetwesn 1924 and 1937 the anmial avorage quantity of cuffee
exported from Brazil declined sllghtly, although total world exports end
consumpticn increaged. Brazil's exporis declined from about 60 t
of the world total before 1924 to about 50 percent in 1936=37. 3/

Because of the stimulus given to production in countries growing mild
typas of coffee and because of apparent shifts of consumer preference
to those types, it is doubtful if this loss can be recouped. Moreover,
the program of price maintenance was an obstacle to expansion of world
coffee comsumption. It ulso had an adverse effect on agricultural
diversification in Brasil. :

A marked change in the coffes defense policy was made in 1937, &/
Notwithatanding the program undertaken by the DNC, prices of coffee had
remnined at low levels, with only alight improvement in 1936 end 1937,
Brazll had endesvored unsuccessfully in 1931 and 1936 to obtein an agree-
ment with other coffee-producing countries for an international program
of control.5/ A eimilar attempt at the Second Pan-American Coffee
Congrosa, meeting in Habana in Awgust 1937, hud been equally unsuccess-—
ful, Because of the loss of foreign markets, Byranzil decided to abandon
tho price-defonse policy in favor of "free competiilens™ The effects

1/ Botween 1931 and 1944, more than 78 million bags were destroyed, or
noarly throe timcs the recont annual production of Brazil and five times
tho annual consumption of the United Statos,

2/ This tax, combined with a tax of 5 shillings, assessed to service
the 20-million pound loan, was reduccd to 12 milreis in 1937.

3/ Because of the coffuve-destruction program Brazilian production
figures are somewhat higher, amounting to ebout 65 percent of total
world production before 1924 and to &0 percent in 1936-37.

_Executive Decree No. 213], November 13, 1937.

5/ The International Coffee Congress held at Sao Paulo in 1931 and the

First Pan-Americen Coffee Conference held at Bogotd in 1936, )
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of “the new policy were immediate; coffee prices declined and Brazilian
exports increased frop 12 million bags in 1937 to 17 millicn in 1938,

At tho outbreak of the war in 1939, the coffee situation in Braszil bad
materially improved, marketable stocks having been greatly reduced. TWhen
this change of policy became effective, the eoxport tax was reduced from
45 to 12 milreis per bag, and exportation of lower grades of coffee was
pormitted. The coffee dsstruction program and the sacrifice quotas,
however, were continued. The National Coffee Department continued to
exercise control over the Brazilian coffee industry, but its activities
thereafter were designed o protect the long-run position of the Induatry
rather than to support and stabilize prices.

& t fde, o b )

Since the depression of 1929, the control pattern eatablished in the
coffee industry has been axtended by Brazil to other industries. Regula-
tory agencies, comucply referred to as "defesa" institutes, have been
eptablished for such products as cacso, mate, sugar, tobacco, rice, and
peats, The decrees governing these orgenizations ordinarily extend to
the industries something approaching a public utility type of regulation,
although they leave to the representatives of the indusirius themselves
congiderable latitude in the formulation of the controls instituted.
Governmental authority is employed to supervise, enforce, or veto the
rogulatory measures., The objectives of "defesa” institute policy have
been varied, tut they udually are designod to "rationslize® the industry
by prorationing and valorization meaguresa. They have used their authority
to maintain prices both ig stabllize markots and to obtain for the producers
an olement of monopoly incoms in domestic or foroign markets. The insti-
tutes have also been influential in improving marketing and grading stand-
ards, ia dsveloping new markets, and in improving mothods of production.

The development of these institutes has been fostered by the Govern-
ment as part of a general program to orgenize Brazilian industry someuhi
along the lines of the "corporate state® in varicus Eurcpean countriea.
In 1937 new Brazilian Constitution ereated the Hational Economic
Coungil,~ whose duty it is to promoto "corporative organization of the
national economy® and to assist in the cstablishment of professional
assooiations, syndicntes, and rosearch inatitutes "to rationulizo the
orgenization and administration of agriculturs and veonomy."

MMMW.—Smce 1938 the National Mate Institute
(Instituto Macional do Male) has txorolsed supervisory nnd promotional
powers over the mate industry. Production in Brazil 1s confined to the
four southern States of Santa Cetharina, Parand, Matto Grosso, and Rio
Grande do Sul; the industry depends chiofly on oxports, princlpally to
Argentina. Early efforts to organize the trade were made in tho States
4f Santa Catharina and Parand, whers local institutes were estsgblished.
In 1927 the Instituto do Mate was croated in Santa Catharina Soon
thereafter g aimiler agency, the Instituto do Mate de Parand, waa orcated
41: Parand. Both of theso institutes undertook to promote improved
methods of production, %o dovelop quality standards, and to cooperate
with the States in the 9n£orcomant of lawa regulating the industry.

1/ Italy, Germany, Austria, and Portugal; for a description of the

orgrnization of the corporate stote as it functioned in Italy, see
U, 8, Tariff Commission, Commercin} Po) d For '

tinghington, 1941; pp. 10=17.
2/ Articlus 57 to 63, inclusive, Coustitution of 1937.
3/ state Decree No. 54, Decumber 2, 1927,
4/ Btate Decree No. 2559, April 2, 1938,
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In July 1931 a congress composed of represontatives from the four
mote-producing States, assembled at Curltibs; this conference recommendod
tho organization of a National Mate Institutyq to roplace the two local
agoncies, This was done in October 1938, 1/ The Institute is composed
of representatives of the Governments of tno four producing States and of
persons engaged in the production, marketing, and exportation of mate.

The regional institutes in Parand and Santa Catharins continue to function.
Tho Institute has exercised broad powers by establishing production and
export quotae, by fixing prices for producirs and exporters, and by
developing export standards, A federal export tax of 50 reis per kilo-
grem provides funds for its operations.

The Cogao Institute of m;-l—‘l"his Institute {Instituto do Cacau
da Bahia) was organized in 1931. _/ Brazil, the chief cacao-produc
country of Latin America and the second-most-important in the world,
ordinarily aceounts for more than 10 percent of total worid production and
for more than helf of the Latin Ametrican total, Cacao ranks third
' emong Brazil's export products. More than 90 percent of Brazilien pro-
duction is concenirated in the State of Bahia. The Institute was estab—
1ished principally to promote improved methods of marketing and produce—
tion and to dovelop export standards, Then created, it was described
as a cooperatlve society. Although its capital stock is uwmed by pro-
ducers, its operations are subject to extensive control by the State.
Funds have been obtained from loans the Bank of Brazil and the
Federal Bank of Economicas (Caixs Econdmiéa Pederal) and from & State
export tax of 24 milreis per bag of cacao.

The Cacao Institute is credited with having boen quite effective in
developing the industry; Brazil has enjoyed an increasing share of an
expanding world market. The Institute has consiructed warehouses, built
roads, rendered financial assjstance to planters, and organized research
and experimontal projects. It has sought to develop markets for the
Brazilian product and to regulate cultivatiom grading, and marketing.
For many years the Institute hns engaged directly in both the buying and
‘solling of cacao. It has entered the markct to "stabilize" prices and
prevent speculation; at times it has attemptod to support prices by
making purchases above the prevalling level. For a number of years
the Institute has been the second-most-important concern in the export of
eacan, accounting for nearly one-third of total Brazilian exports.

The Syesr and Alcohol Inatitutc.—Brazil ordinarily is the sevemth
largest sugar-producing country in the world; production, however, is
almoat entirely for domestic consumption. The poeriod of high prices
.before 1929 had resulted in an expension of Braziiiam preduction facili-
tiosd; with the depression, surplus atocks bogan to accumulate and prices
declined precipitously, falling nearly 50 percent in 2 years. The
rosulting distress svoked numerous pleas for Governnent intervention.
Valorization and proration schemes secmod attractive to the producers of

sugar,
.

In February 1931 the Federal Goverswment decreed that a specified
proportion of alcohol distilied from sugor bo mixed with all imported
gasoline, In September 1931 producers were roquired to deposit 10
percent of the product of their mills in Governmont-~designated warehouaesdy
These stocks were employed by the Govornmont to stabillze price levels
by releasing them on the domestie mariet it the price of sugar rose above

1/ Executive Ducree Ho. 375, April 13,. 1933, see 8lao Exscutive Dacree
No. 3128, October 5, 1938.

2/ state Decres No. 7430, Juno 8, 1931.

3/ The Gold Coast of Africa ranks first.

4 It is reported to have incurred heavy lcsses from mich operations

in 1936,
Executive Decree No. 20401, Septcmbor 15, 1931.
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45 milreis per bagL/ or by selling thcm on the foreign warket if it fell
below 39 milreis. In December 1931 this program vas broadened and its
administraticon delegated to the newly estoblished Commiss{gp for the 2/
Defense of Suger Production (Commissao de Defesa dec Producao do Agucer).
This egensy attempted to reduce accumulated sugar stocks, to stabllize the -
_price structure, and to alleviate distress among producers. It was
authorized to fix wholesale prices,Z/ to assign production quotas to sugar
rills, and to purchase and export surplus stocks. This program was
financed by a tax of 3 milreis per bag of sugar produced by the mills.

In fugust 1932, the Commission for the Study of Motor Alcohol was created
to study and recommend additionnl measurcs for relief of the sug=r indus-
try. In November the annual output of each pugar vas limited to

its average production during the preceding 5 years; the Sugar
Commission wes authorized to confiscate all stocks in excess of these
limits,

In June 1933 these two commissions rerc combinsd into 2 single
agency, the Sugar and Alcohol Institute (Instituto do Agdcar o do Aleodl).2/
The Institute is composed of delegates appointed by the Federul Govern-
ment and by the supgar-producing States, together with others who repre=
goent producers. The latter ordinarily exercise effective control over
the Institute's policy. The tax of 3 milrecis per bag was continued.

The Sugar and Alecchol Institute has broad powers over the sugar indus-
try, including the right to make loans to producers, to limit production,
to fix prices, and to determine the pcrcentage of alcohol to be mixed with
gesoline. Its controls include limitation of the arias which may be
converted to sugar cultivation, determination of the number of daya mills
mey operate, and establishment of quotas for States and individual mills.
To provide a market for surplus stocks the Institutec has constructed
large distilleries for the production of mnhydrous alecochol. Domestic
prices established by the Institute usually everage from 15 to 20 percent
abovo those prevalling in the free murket. To support the domestic
markot the Institute has engaged in buying and selling activities, ordi-
narily selling its surplus stocks in foreign morkets. Annual export
guotas have been ectablished for thesc stocks; producers have frequently
boen paid prices for cxport sugar beclow tho pogged domestic price. Such
exports are commonly referred to as sacrifice quotas, Larg because
of tals program tri domestic price for suger wes :mised nearly 20 purcent
by 1934, &/ aftor which it romained quito stable. It nppears thut, in
groerol, the Institute has favored a policy of moderato prices; its pro-
gram has not led to an uncontrolled expansion of production. The
poreentage of alcchol which distributors must mix with gasolinc has been
altered from time to time; in 1938 this requiroment wny extended to
gasoline refined in Brazil ag well as to imports, 7/ The production of
anhydrous alechol for this purpose has been subsiantially increased.

The Rice Ingtitute of Rio Grande do Sul,—Brazil ordinarily ranks
among the 10 leeding rice-producing countries of the world, being sur-

passed only by Asiatic countries. Most of the Brazilian output is for
domestic consumption; sinee 1915, howover, increasing quantities have
been available for export. Government intervention in the rice indus-
try dates back at ieast to 1926, with the creation of the Rice Syndicate

of Rio Grende do Sul (Sindicato Arrozeiro do Rio Grande do Sul). Bocause
of tho very low price levels prevalling at that time, valorization measures

1/ Price quoted on the Rio d¢ Junciro Markct per beg (60 Kilograms)
of vhite crystal sugar,

2/ Executive Decree No. 20761, December 7, 1931,

3/ Fixed in 1932 at 42 milreis per bag.

4/ Executive Decree No. 22152, Novomber 28, 1932,

‘g/ Executive Decree No. 22789, June 1, 1933,

&/ %o about 48 milreis per bag,

7/ Executive Decreo No. 737, September 23, 1938.
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wore undertaken. In 1936 the Syndicate wes replaced by the Rice Institute
of Rio Grande do Sul (Instituto do Arroz do Rio Grando do Sul).l/ The
govorning board of thip organization, which was officially recognized by
the State Government May 1938, is composed of growers, merchants, and
processors, as well as of representatives of the State Covernment. The
functions of the Institute are principally concerned with the cxpansion

of the industry. It is suthorized, however, to rationalize the domestic
market for rice and to determine the proportion of domestic production to
be exported at "sacrifice" quotas. The Institute pariodically fixes

the minimum prices pald to growers, exercises control over the marketing
of rice to other Brazilian States and to forcign markets, extends credit
facilities to growers, operates an experiment station, and provides various
statistical services to the industry. 1Its operations are financed by an °*
export tax cn rice.

Other institutes.—Institutes have been established from time to time
for other agricultural industries. Among these are the tobacco and meat
institutes. - The Tobacco Institute of Bahia (Institutc de Duma) was
created in 1935 by a decree of the State Government of Bahia.d/ Like
similar sgencies, 1t exercisos supervisory, promotional, and regulative
functions, The Meat Institute of Rio Gronde do Sul (Instituto Sul
Rio Grandense de Carnes), established in 1934, 4 was constituted as an
indopendent semiofficial organization; in effect, howsver, it has funce
ticned as an officinl agency of the State. Its board of directors is
chosen from represuntatives of the livestock industry and its president
is appointed by the State Government., This agency, which is reported to
-have been quite influential in promoting the Brazilian meat industry, is
cuthorized to undertake studies to improve production methods and facili-
ties, to construct refrigeration and processing plants, tc encourage the
organization of cooperatives, to extend sssistance to breeders, to organize
statistical services, and to develop export markets

Nat etroloum Council.

By the provisiona of the Brazilian Constitution and the Mining Code
of 1934, oil exploration and other mining concessions could be granted
only to national enterprises. ‘The Constitution of 1937 added the further
requirement that tho companies, as well as their stockholders, be Brazilian,
‘In April 1938 the new Mining Code declared all subsoil deposits of petro-
leun &nd natural gas to be the property of the pnaticnal Government. &/ In
the same year, the Brazilian petroleum industry was cecliarcu %o pe a
thblic utility subject to regulation by the National Potroleum Ceuncil
(Conselho Nacional de Petrdleo).

1/ Reorganized in 1940 as the Instituto Rio Grandense do Arroz; see
tho scction on newm "defesa' institutes,

State Government Decreos Nos. 7220, April 13, 1938; 7296, May 31,
1938; and 7783, May 2, 1739.

3/ State Government Decree No. 3409, icreh 3, 1935.

4/ State Government Decree, July 14, 1943.

5/ & iard institute oxisted in the State of Rio Grands do Sul for a
short period during 1937. This agoncy was procuded by the Lard Syndicete
{Sindicato da Banha) during the period botwoer 1929 and 1936. The syndi-
cnto was an official agency of the Statc, orgenized to develop and to exer-
cige control over the pork and lard industry., In Japuary 1937 it was
reorganizd aa the'Rio Grande do Sul Lard Institute (Instituto Sul Rio
Grandense de Bunha). The powers of the new agency were broader than
those of the one it replaced; it was authorized to establish expuriment
statione, to extend ecredit facilitievs to brecdars, to develop standords
for lard products, to initlate mensures to increase pruduction, and to
dovolop foreign markots. This inatitute appoars to have buen disbanded
late in 1937.

&/ Exscutive Decrse No. 366, April 11, 1938, No important commercial
doposits of potroleum had beon discovered up to that time,



The National Petroleum Couneil functions as a semisutonomous: Governs
ment agency responsible directly to tho President of the Rapublic; its
members arse chosen principally from the administrative branchesa of the Y,
Govornment, but include two reprugentatives of the petroleum industry.
Stnce 1938 all espects of the petroleum industry, including importationm,
exportation, transportaticn, and markoting, have beon subject to regulation
by the Council. -The operation of petrolcum refineries is restricted to
companies owned and directed exclusivoly by Hrazilians. Authorization

-must be secured from the Council to engage in any important phase of

- potroleum productioni Both importers and distributors have bsen requiroed
4o maintain stocks of the prineipal petroleum preducts equivalent to 15
pereant of their importations or salcs during the provious year. The
comprchensive powers of the Council include supervision of the financial,
seccunting, producing, and merketing octivities of the companies; it is
authorized to establish production quotas, regulate imports, and fix
prices, In addition to its regulatory activitics the Council has taken
an active part in the developmnt of Brazilien petroleum resvurces. In ~
1939 it initinted a program of exploration ard drilling; limited produc=
tion hap been developed, particularly in the Stoate of Bahia.

Econcmlc Controls and Commercial Policy Since the Outbreak of the War

The essential features of the systam of ecomomic cantrols employed
in Brazil before 1940 have been retained mince that time; new controls
have been imposed largely in response t0 conditions created by the war,
Tho outstanding change has been the creatiom of the Office of the Coordi-
nator of Economjc Mobilization, with extansive powers over virtually the
entire economic life of the country. This agency has been particularly
active in mobilizing nationnl resources for defense, in rationing the dis-
tribution of essential commoditles, and in attempting to control prices.
The Government has participated directly in the industrial life of the
country by becoming a major producer of stecl; with the inauguretion of
the: Government—ormed Volta Redonda projoct, Prazil will soon become the
chief steel-producing country of latin Americas Other wartime measures
include projects to increase the production of strategic raw materials,
export and reexport cantrols to conserve existing stocks and to block the

{flow of essential commodities to ememy nations, and the freozing of Axis
funda. '

1he Customn Tariff of 2940

In recont years, the Braszilian tariff structure has been one of the
most stable in South America; changes in thc basic ratea of duty have
been infrequent. The new customs tariff, published late in 1940, pri-
marily represents a ccnsolidation and reprinting of the former achedule
with the changes made aince 1934, 3/ An important characteriatic of the
Tariff of 1940 is the formal inclusion of a third column designating the
reduced rates of duty fixed in commercial agreeminta with the Unitod States
and other countries; these duties apply to specified products from coun—
tries to which Brasil grants unconditional most-favored-nation treatment.

There have been a limited mmber of changes in tariff rates since the
publication of the new pchedule. In April 1941 an additiqnal tax was
imposed on all merchandise imported into Brazil by water,4/ except petro=

1/ Executive Docree No. 395, of April 29, 1938, provided for the crection

of the Council; Executive Ducrec No. 538 of July 7, 1938, dofined its
organization and dutlos.

2/ See V. 8, Tariff Ccmmdssion, Ninine and Mamufacturing Industriss in

oz, 1945 Emce .
Executive Decreo No. 2878, Seowmber 18, 1940,

Exscutive Decree No. 3100, March 3, 1941; revised by Executive
Dogree No. 3595' Septﬂmbur 9, 1941. '
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leum and its products. This tax, amounting to 1,2 milreis per gross
metric ton or per cubic meter, depending upon the wit on which freighd
is paid, is levied to help finance the ectivities of the newly organized
Brazilian Maritime Commission. The rates -of duty for a few important
industrial materials have been lowerced, including those on wire fencing
end certain elactrical insulating materials; the duly on eleetric motors
bas been intreased. The practice of granting temporary duty-free status
{0 essential materials has been employed on & rumber of occasions either
to foster now industries or to mlleviete shorteges of coensumer goods;
imports recently accorded this privilege include supplies for public con-
struction and for the National Steel Co., binder twine, cement, salt, mnd
butter. The policy oestablished by the "Law of Similars," whereby the

.privilege of spocial exemptions end reductions of import duties was

rostricted to goods not considered to be similar to those of domestic

‘pamufacture, has been continued. Supplementary 1ists published from

time to time have designated an ever-increasing mmber of icles of
domestic manufacture which are entitled to this proteetion. Rocent
additions include cotton-processing machinery, cardbcard and paper manu-
faotures, electrical meters and trausformcrs, bicarbonate of soda, and
monils rope.

M eat di .

The most noteworthy change in the Brazilian system of export dutles
since 1940 has been the elimination of those imposed on-commodities enter-
ing dntersthte commerce. This policy, ostablished by the Constitution
of 1937, becamo effective March 31, 1943; States continue, however, to
tax. exports to foreign countries. Tho Federal Government, om the other
hand, has made increaging use of export taxos. In 1940 a tax of 10
cruzeiros per was levied on exports of salt to finance thc new National
Se1t Inatitute In 1941 a tax of 10 percent ad valorom was placed on
oxports of quartz crystals; the revonues from this tax are empleyed to
finonce a program for establishing grading and classification standards
for the product In the samy yoar a goneral tax of l.2 oruzeiros per
gross ton ¢r cublc meter (dopending upon the unit on which fruight is
pald) wes imposed on all exports of merchandise in order to provide funds
for the newly organiszed Brazilian Maritime Commission./ ‘In 1942 &
federnl export tax wns established for siins and feathers of wild game.
In 1943 a tax, amounting to 1 cruzeiro poer box, was levied on exports of
frult to grovida funds for the new Executive Commission for the Fruit
Incustry,®/ -

Exchange control aince A94Q.

Exchange opurgtions in Brasil are still subjuct to the regulations
imposed in 1929; 7/ the improved exchange position of the"country, how-
ever, hap permitted a more liboral application of the rules in force.
The war has had two marked effects upon the exchange position of Brazil:

Tho immediate effect was an exchange shortage necesaitating & stricter
application of the rugulations, Mors recently, however, the situation

1/ Sce, for example, Circulars by the Minisury of Finance No. 18, Diario
Oficial, May 15, 1940; No. 2, February 19, 1942; No, 4, March 19, 1942;
and No. 38, Auguat 12, 1942; alsoc Executive Decrce No. 3011, January 31,
1941. . "

2/ Boe the section on export duties.

3/ Executive Decroe No. 2300, June 10, 1940,

4/ Exeoutive Deoree Ho. 3076, February 26, 1941.

5/ Executive Decree No. 3100, March 3, 1941; revised by Executive
Docroe Ro. 3595, sepmbﬂr 9. 194, !

6/ Executive Decree No. 5032, December 4, 1942; see the seciicn o
tho Executive Cammission for the Fruit Industry.

1/ S6e the previous section on exchongo comtrol,
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"has been reversed. lLate in 1939, following the outbreek of war,
BErasilian banks experienced heavy withdrewals, principally from Buropean
quarters. Tomtanmdumgocrlds,anotﬂdnlhnkhnhﬂwm
doelared from September 1 to September 4, inclnaive. When the benks

edthwmpomittodtomlmhmga'm]yntnmdstmdmdhy
tho Central Bank, During the early months of 1940 a shoritage af exchange
Nsulﬂngfmthohonof&nnpunmrketumhdnﬂwrdnu‘m—
vision of exchange operaticns, but toward tho close of tho ywar there was

sufficient cover for commercial requirementa. Throughout 1941,

lm,andlw,mnmhmgawaiﬂmor&aﬂlmumdhm.
The reduction of imports resulting frca ahipping restrictions and wartime

controls in other countriva, togother with an increase In the
quantity and mit prigces of exparts, have cosbined to supply sagle exchangs
for all requiresonts. &

Bescat commercinl agreoments.

Since 1939 Prasil las conclnded mmoonditional mosti-favored-nation

. agresssnta with the f comtrios: Justralin (1940), Italy (1940},
Argantina (1940), Venczucla ),  Conade (1941}, Chile (1941 amxd
1543}, and Paraguay (1943).: Thoss with instralia and Paragowy are
now agreemonte; the others oither contimue 4r modify goarmmtess pre~ -
viounly in force. Exception to most-favorod-mation treatecnt is
guorally provided in these agreemmts for concessions granted by clther
comtry to facilitate border trade or for coucossions resulting from a
custons union with a neighboring country.

The rovised commercial sgremment boteean Brazil and Chile of Warch 1,
19,3, also provided for the exchange of mmarous concesalons. A parmanent
mizod commission was created to undertako studies and to suheit rucom-—
nondations for developing trade bétween the two countries. In Sovember
1941 a sanitary conventlon botwoen Brasil and Chile was negotiated to
facilitate the cosmercial interchange of wvegotahle products., The new
comareoial egreement with Paragusy provided for the exchengs of uncondi-
ticnal and wnlimited moat-faverod-nation trectment in all matiers affecting
trado except concessions to contiguous ountrivs. This treaty wms drem
up by a mixed commipsicn created fur that purpose in 1941; at that tise
it wns agrued %o construct a railroad botween tho tov comtriss,to
develop inland watecrwoys, and to tiate other progroms to facilitate
trado between the two countries A commoreinl sgreomunt with Argeatios,
concludod in 1941, is designed te eliminates curtain restrictive trede
proctices botwoen the two countriss and to pramote the axvhange of
surplns commodities. To facilitate trade buteven the two comtries a
bilatoral clearing arrangems:nt mas inaungurated,

Burther coffeo-contrel megsures.

“The war has becn particularly disturbing to the warld trade in coffes;
bocuse of the greater proximity of othor producing countriss to awailmhle
morkote tho Brusilian position has beem rolativoly more acute. Soon
aftor the outbreak of the war, Enropoen markots wero ¢losed and shorteges
of shipping curtailed exports to othor major consuming areas. The
JHational Coffec Dopartamnt has continuod to function in the interests of

1/ On November 1, 1942, the Brazilian mouctary unit, the milreis, wms
renoned the cruseiro. Since that time exchange rates bovo bemm gooted
in cruseiroa. (Executive Decrue No. 4791, Octcber 6, 1942.)}

2/ Etfoctive dates, except for the Poragusysn Agreement, in uhich case
the date of signature is zivem,

3/ xffective August 2, 1941; 10 conventions ware concluded at that
time providing for cultural, ecomomic, and commercial- cooperation betawen
the two countries. ’



Brasilian producers. Its purchase. p%ogrm has besn limited to "equilib

rium quotas,"l/ by mcane of which it has attemptod to maintain ¥statigtical

oquilibrium between export possibilitios and the quamkity to be ruleased

on the market.” Coffee committed to destruction has been taken from

these stocks, which are delivered to the DNC at & nominal price. In

June 1941 the general "oquilibrivm® quota for most States of Brazil was

. fixed at 25 percent of their output. The quota, which oecasionally was
altored after thet time, was abandoned in October 1943.- At the regular

coffce convention held at Rio de Janciroe in Moy 1943, the life of the DNC

was extended to June 30, 1946.

3 r : ant.,~—Because of the demoralization
of their markets for coffee and the ncecumlation of surplus stocks, Brazil
and the other ecffee-producing countrics of the Westerm Hemisphere, to-
gothor with the United States, signed the Intor-American Coffes Agreesment
ir 1940. The adoption of a program to cope with the problem of sur—
pluses had been recommended by the Foreign Ministers of tho American
Ropublics at Habana earlier in that year,3/ This was not cnly the firat
international control agreement affecting coffee, but was alsc the first
international commodity agreement in which a major consuming country that
was not also & producer played an important role,

The announced purpose of the agrcemont is to promote ‘the orderly mar-
koting of coffee and to assure terms of tradc equitable to both producers
and ccnsumers, by adjusting supply to demsnc. Markets were allocated
apong the 1§ American producing countries. In aeffect, four basic annual
quotas were adopted: (1) an export quota for each producing country
signatory to the agreement, regulating shipsents to the United States;
(2) ean exportqudta for each producing country, controlling shipments to
all other regions; (3) an import-quota system, controlling the quantity
of coffee that might be received in the Dnited States from each Latin
American producing country; and (4) a much mmaller aggregate quota for
United States imports from sources other than the imerican Republics.

Tho agrscment provided for an Inter-American Coffee Board, which has
the responsibility of esteblishing tho anmial quotas: Except in an
cnorgency, increases or decreanses may not be made more often than once
in 6 months, and po changw may exceed 5 porcent of the basic quotas at
eny given time. Each aignntory country is roprescnted cn the Board;
tho United States controls 12.of the 36 votes; Brazil, 9; and
Colombia, 3. The other 12 countries have 1 vote each. J

In the original 1940-41 allocation, Brazil's annusl quota for exports
to the United States was set at 9.3 million baga of 60 kilograms each;
that for markets cutside the United Statos wns 7.5 million bags. This
division sllotted to Brazil about 60 pcrcont of total coffee exports from
the producing countries to the United Stetes. Bucause of the eritical
shipping aituation, quotas for all producing countries have, on several
ocoasions, been increased to facilitate the movement of coffee, in such
quantities as shipping facilities would permit, from countries geograph-
. ically closest to the Unlted States. The Inter-Americen Coffee Board
fixcd Braszil's quola to the United States at 13.8 million bags in 1941-42,

!-/ Formerly called, and as yot froguontly raforred to, as saerifice
quotas,

Signod on November 28, 1940; approved by the Brazilian Government
on Jarmary 17, 1941 (Exocutive Decroe No. 2056).  On May 12, 1943, the
life of the agreument was officlally prolonged for an additional year,
until September 30, 1944.

3/ Moeeting of tho Foreign Minisiers of the American Republics, Habana,
1940, Resoclution Ho. 25.

4f The Unitud States controls onc-third of the votes of the Inter-
Amorican Coffee Board. The consumor in the United States is protected
from unwarranted price increases by a provision in the agreement that, in
the ovent of an "imminent shortage,” imports may bo increasvd beyond . thig.
eptablishod quota by a onc—third vote of the Board. (Article 8,)
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at 16,4 million in 1942-43, and at 10,3 million bags in 1943-44. Be-
cause of its geographic position and the shipping shortage, Brazil has
had difficulty in filling its allotments.

In July 1941 Brezil, following tho load of Colombia, inaugurated a
syetem of minimum export prices for coffee; the resultent price increases
1cd the Inter-American Coffee Board to incrvase 1941-42 import quotas for
tho United States first to 105 percent and then to 125 percent of the
basic quotas. The latter modification was mode on August 11, 1941, by
invoking the "emergency" featuro of .tho Coffve Apreement in thu interest
of consumors in the United States. y

Although there is no provision in the Coffeo Agresment for .direct
Price control, the Board throush ivs control of the quantity of erxports,
has influencod prices, Sirce 1940 price movements have generally boen
uprard; the index of prices for léading types of Brazilian coffee in -
New York rose from an average of 80 in 1940 (1935-39 = 100) to 182 in
June 1942, Not &ll of this increaso, howcver, is attributable to the
quota controls, It reflected alse a rocovery from the distressed
prices of early 1940, the effect of the minirmum export price controls
instituted by Brazil and other countrics under the protection of the
quotc., pressure to increagse dealers inventorios, and shortages of supply
owing to the shipping situation. The short period during which the Goffec
Beard has been in operation, and the sbnormal conditions under which it
has functioned make 1t difficult to appraiso the effects of its policies
on prices, 2/ There seems to be little qucation that tho Agroemont has
brought tangible benefits to coffec growers, both by stabilizing what
otherwise might have been a demoralized market and by effecting an up=
ward revision of prices. Some critics have argued, however, that such
stabilization bas been achieved at too great a cost to cunsumers.

Since 1940 a number of factors have combined to improve the Brazilien
coffoe situation; the problem of market surpluses is roported tu have
disoppeared. Because of the shipping gituation, the Commouity Credit
Corperation of the United States agrced in Octobor 1942 to purchase or
undorwrite that part of the Brazilian quote vwhich might remain unshippod
at the end of the quota yoar. 3/ Sinco then, moderate improvement of
the shipping situation has aided somevhat, Most important, howevor, has
boon & serica of erop failurce which drastichlly roduced supplics. &
prolonged drought in 1940-41, describod ns onu of thy most Scvure the
rogion hae suffered, reduced tho crop in Sio Paulo to less than one=third
of the usunl harvest. Frosta late in Juno and carly in July 1942, the
vorst since 1918, reduced that yoar's crop by about cne-half; froats
during 1943 are reported to have damagoed about 10 purccnt of the trees.
As a result, for the first time in many years, the supply situation was
no longer acuts. Sacrifico {oquilibrium) quotns are no longer required

of producers, and the destruction program has been abandoned, at least
tomporarily. &/

ol 2] .

The trend toward the organization and regulation of various indus—
trice by commiseions and councils composcd of ropresontatives of the
industries end of tho Government has contimed since 1940. Tho motw,
sugar, cacao, and tobaceo institutes havoe boen roorgunized, and new
agancles hove been creatod for the salt, pino lumber, fruit, fish, and

1/ article 8.

2/ Colling prices for various grades of coffee in the United States were
astapliehed by tho Office of Price Adminiptration after Decembor 8, 1941,
See the section on commodity agroements, :

4/ Executive Decree No. 5874, Qetobor 2, 1943.
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monioe industries. In 1943 the National Matc Institute was placed
under the juriediction of the Ministry of Agriculture,lf and the Cacac
Institute of Bahia was given nxtional gstatus by en order requiring sll
planters to deliver to it their 194344 crop.2/ This action is said

te have been taken to extond federal control over markcting practices
and to relieve planters from domination by exporters. At aboui the same
time the Cacao Institute was extended credit by the Bank of Brazil for
the canstruction and cxpansion of warehouses and processing plants and
for financing its markoting activitios.

Since the beginning of the war, the Sugar and Mcohol Institute
has been given new ruaponsibilitiess In addition to producticn control
ond price maintenance, the Instituto has boen given cemplete authority
over the exportation of sugar, 3/ Moreover, it now directs the wartime
retioning of alcohol. The Tobacce Instituto has been given the right to
exorcise o monopoly of tobacco exports, & In June 1940, the Rice Insti-
tute was reorganized and given national status under a slightly chenged
name, Instituto Ric Grandense do Arroz. 5/ The Instituto is authorized
to Meptablish equilibrium between preducticn and consumption." The
principal effect of the reorganization is to give control of the
Institute to growers, and indirectly tc¢ the State Government, rather
than to millers and merchants.

The Nationa} Salt Institute.—~The National Salt Ianstitute {Instituto

Hacional do Sal) was organized in 1940 to control production and to pre~
vent oxcessive competition, & The Institute has established procuction
quotas and has fixed prices for both producers and consumcrs. . It is
authorized to determine the proportion of domestic salt thet importers
would be required to purchase; it may guarantee prices to producers,
purchase aanlt on its cwn nccount, and ecnstruct warechouses. Funds for
the Institute's program are derived Irom an oxport tax on salt of 10
cruzeiros per ton.

: e Nat Pine Ipnetitute.—Markcting difficulties resulting from
the war lod to the establishmunt of tha Naticonal Pino Institute (Insti-
tuto Nacional do Pinhe) in March 1941, '_7/ Pine products constitute more
than half of Brezil's exports of timber, Tor some time before the
orgarization of the Pine Institute, the Pine Wood Control, attached to

tho National Leonomic Defense Commission, esteblished regulii~ry mcasures
for the industry; mininum prices wore fixed, production was iiiiied to

70 percent of ordinary capacity, export quotas were establishod, anu
grading standards wore developud. ‘Tho new Pine Institute took over these
functions. Its work is both regulatcry nnd promotional. It is authorizcd
to develop domestic and foreign merkots, promote reforestation,. extend
orodit to producers, construct warehouses, sawmills, and other faciiities,
roquire registration of all producers, and develop statistical and infor-
mation services.

1/ Executive Decres No. 3937 of Uucembor 13, 1941, placed the Institute
under the Ministry of Labor, Commerce, and Industry, whureas Executive
Docree No. 5740 of August 13, 1943, transferrcd it to tho Ministry of
Agriculture.

2/ Executive Decree No. 5513, May 24, 1943.

3/ Executive Decree No. 1831, Decembor 4, 1939,
16_1.('lgrde:.- of the Coordinator of Economic Mcbilization, No. 418, July

- 1943,

2/ State Decree No. 20, June 20, 1940.

Executive Decroe No. 2300, Junc 10, 1940,

1/ Executive Decree Ho. 3124, March 19, 1941,
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MM&?.&MLMM-—ThH Commission,
created in Deeember 1942, and attachod to the Ministry of Agriculture,

is composod of rupresentatives from each of the larger producing Statea
and others appointed by the Government, Tho Commission has been an
active force in the fruit industry, particularly with respect to citrus
fruits. It may fix prices paid to producors, and may onter the market
to buy and ssll on its own account, During 1943 it wns authorizud to
asmume complete control of the purchase and sale of that year's crop.
Funds for the Commission’s operations arc dorived principally from credits
by the Bank of Brazil and from what is, in offcct, an export tax on fruit
. products.

The Executive Commission f Mandioca hiets

{Gomis:?o Executiva dos Produtos de Mandioca) wus created 4n December
1942, 2/ It functions under the iinlstry of Agriculture, and comsists
of representatives appointed by the Executive from the mjlling industry,
the producing regions, and the Governmemt, Its principal functions are
devciopmental, but it also possesses broad powers over the trade. It

is suthorized to expropriate installations, if necessary, rationalize the
industry, control the production mnd marketing of menioc; provide credit
facilitions to producers; organige and, in effect, control producer
cooperatives; and ungage in research and experimentation. The Commission'a
activities are financed by a tax of 10 percont on the sole of manioc prode
ucts,

Ihe Executive Compission for the Fishing Industry.—-This Commission
(Comiseto Executiva da Posca), organized late in 1942, 3/ operates under
the Ministry of Agriculture, and is composed of representatives sclectod
by the industry itsclf and others appointed by the Government. It is
charged with promoting producer cooperatives, constructing warshouses and
production facilitles, establishing training courses in fishing, super-w
vieing marketing activitios, and extonding financinl aid to producers.

Government iron ongd steel proigots.

An outstending example of recent Govornment aid to industry is the
Volto Redonda project, begun in 1941, A thoroughly modern, well-oquipped
steel plant, designed to produce a wvariety of products, is being con—
structed in the State of Minas Gerass. When completed this plant is
expected to more than treble the country's production of steel. &/

It will have an anmual output of more than 300,000 toms of ateel, including
etructural forma, rails and accessories, rods, platos, billuts, and tin .
plate; 1ts production will also include pig irom, coke, and byproducts
such as ammonium sulfate, light oils, toluol, end tar.,

The Volta Redonda plant is owned by tho National Steel Co. (Companhia
Sidurirgica Nacicnal), & controlling interest in which is held by the
Fcderal Government. The company has an authorized capital of 1 million
eontos (50 million dollars), of which 150,000 contos is to be common
stock. . The president of the compeny is appointed by the President of
tho Republic, whereas the remaining officers and directors are olected
by tbe stockholdera. The ovst of the undertaking is estimated to be
75 million dollars; the steel company has obtained & line of eredit from
the Export-Import Bank of Washington of up to 45 million dollars for tho
surchase of equipment in the United Statos.

1/ Exacutive Docrees No. 5032, Docember 4, 19425 roviesed by Executive
Docroo No. 5426, April 27, 1942, and No. 5532, Moy 28, 1943.

2/ BExocutive Decree No. 5031, Decomber 9, 1942; cee also Executive
Deoree No. 5531, May 28, 1943, ’

3/ Exuweutive Decree No. 5030, Decebor 4, 1942,

4/ For a comprehensive digcussion of the iron and steel industries in

Brazil, gee 0. 8. Tariff Commission, Mining and Menufacturing Industries
in Brazil, 1945 Erocenaeg .
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On March 3, 1942, the Governments of Brazil, the United Kingdom, and
the United States signed an agreement for the development of the Itabira
mining properties, the rehabilitation of the Victoria-Minas Railrcad, and
the expansion or ore-loading facilitiee at the port of Victoria. The
Export~Import Bank of Hashington extended a line of credit of 14 million
dollars for this purpose. Subsequently the mines and the railway were
made Government property. The project will be carried out by the Compan-
hin Vale do Rio Dote, & Brazilimn company. It is expected that the
Itabira mines will owventuszlly produco more than 1 millicn tons of irem
orc & year for export.

Additional aids to industry.

In addition to the employment of protective tariffs, "defssa®™ insii=-
tutos, dovelopmental commissicns, and excmptirms from duty, the Govern-
mont of Brazil during the war period has been aétive in a mumber of other
tnys in fostering the country's industrial development. These have
inclvded the granting of subsidies, the guaranty of prices, tex oXemptions,
embargucs on imports, and direct financizl essistance. To prevent undue
obsolescence in the cotton-textile industry during the post-war period,
the importation of used or obsol¢te machinery for manpufacturing cotton
toxtiles was prohibited in 1942, The activities of the Flour Trade
Suporvisory Service in promoting docmestic production of wheat have been
continued. Minimum export prices huve been fixed for quartz crystals and
row cotton.

In 1940, for the purposs of oncouruging the petroleum-refining indus—
try, domestically refinod putroleum products were made subject to a single
federal tax epproximately 25 percont lower than the customs duty on imported
products. For & S5-year period beginning in Deccmber 1942 the Federal -
Government guarantees to purchase gasoline and Dicvsel oil extracted from
domestic shales at designated minimum prices.

In 1942 tho Federal Foreign Trade Council inaugurated a program to
achiove greater self-sufficiency in the production of agricultural 2/
machinery. The industry was doclared to be of "national purpose”;
preducers wers instructed to standardize types of machinery; selling
pricos and profit margins were fixed; and the Ministry of Agricuiture
guaranteed to wake minimum purchases of 5 millicn eruzeiros (about $250,000)
of agricultural machinery in 1943.

Similar aids have been extended to promote sericulture and nstural-
silk spinning and to develop Cafelite, a plastic made from green coffae.
The Government, ordinarily through the Bank of Brazil,3/ has given direct
financial assistance, in the form of loans and subscription to capital,
to cnecourage tho establishmant of these and othuer new industries. Such
nsslstance has recently been granted for the construction of a caustic-
sola plant and paper mills.

obilizat: d .

In Murch 1942, following attacks by German submarines upon ships of
the Brazilian merchant marine, a constitutional amendment authorizud the
Exooutive to declare the exiatence of an emergency or a state of war and
tc seize the property of nationels of countries committing acts of aggres-
sion against Brazil. On August 22, 1942, it was anncunced that a state

1/ Resclution No. 20 ot the Economic Defense Cpmmission, February 26,
1942; see also Official Notica No. 283, issued by the Commission June 4,
1942,

2/ Rusclution of the Federal Fureign Trade Council, approved by the
Exocutive December 17, 1942.

3/ Somewhat similur aid has been grantod through the "defesa" inatitutes,
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of war existed with Oermany and Italy. Thereafter the Government undep-
took to mobilize the econocmic resources of the country for hemispheric
defense; this included the organization &nd coordinaticn of productive
facilitiea, projects for increasing the cutput of atrategic materials, the
rationing of essential supplies, and the control of pricee.

The Office of Coordinator of Focnomic Mobilizatiop.—-Socn after the
outbroak of the war in Furope in 1939, the Exccutive created several boards
with broed economic powers. On Septesber 16, 1939, in order to assure on
adoquate supply of prime necessities at reascnable prices, the Commission
of Supply (Comissao do Abastecimento) was ustablished under the Ministry
of Agriculture. It was authorized to regulato the production of and
trade in foodstuffs, raw materiala, drugs and medicines, construction
supplies, fuels, lubricants, and othcr prime cssontials, Its powers
‘included the right to fix maximum wholesale and retail prices, to maintain
gtock plles pof essential commodities, and to requisition stocks when
nccoesBary.

In September 1939, the Executive also croated anothur board, the
National Economlc Defense Commission (Comiss¥o de Defesa % Econocaia
Nacional), designed principally to promote forcign trade. The Commis=
plon was given authority to control exports, to fix ceiling prices for
export products, and to ‘take stops to assurc a roguler supply of ossen~
tlol commodities. In 1941 the Commission dclugated to the prufecture of
e Foderal District power to fix food pricos in that arca and prohibited
the exportztion of rayon and cotton yarns; in 1942 1t fixed maxirum pricos
:nd cstablished rationing controls over othor procucts.

Mo during 1939, the Production and Supply Control Commisaion
(Comissio Reguladora do Abaptecimunto ¢ da Produccao) was created to
coordinate domestic rnd foreign trade. This body, reaponsibic to the
Ministry of Agriculture, was authorizcd to manintain a continucus invuen-
tory of fuod products, fuels, lubricants, and other raw materials, and to
rogulate the distripution and consumption of gooda in eccordance with
public necessity.

_ Shortly after Brazil entered the war in August 1942, the National
Economic Defense Commission was abolished, and tho Office of the
Coomdinator of Economic Mobilization (Coordon.dor da Mobilizagho
Economica) was created. The Brazilian oconomy becamo subject per-
haps to more extensive control thon thet of eny other nation in the
Weatern Hemisphere. In effect, the Coordinator's office centralizes
functions more comprehensive then those oxercised in the United States
by the War Production Board, the Office of Price Administration, the
Office of Defense Transportation, the War Mepnpowor Commission, and the
Foroign Economic Administration. All economic regources, including
labor, were to be mobilized for the service of Brazil. The Coordinetur,
respongibly directly to the Executive, 1a nuthorized to reugulate proauctive
activities, control export and import dperations, coordinste transporta=
tion facilities, direct the rationing of opsontisl commodities, fix
maximm and minimum ‘prices, intervenc in the. labor market to assure
officient allocation of manpower, and to inatitutc other cvoonomic con-
trole essential to the successful prosecution of the war.

The influence of the Coordinntor has boen extensive. Virtually all

thu powors delegated to this office have boon employed, and all impor-
tant control agencies huve beon cuntralizod under the supervision of the
Coordinator. The scops of the activitius and tho extent of the authority
of tho Coordinotorta office in relntion to. the guneral oconomy is indicated
by the following abridged outline of 1ts fyicticnal organization:

;7 Exvcutive Decrce No. 1607, Septumber 16, 1939,

2/ Executive Decree Nu,. 1641, Septembor 29, 1939,

2/ Pan Amorican Unicn, Commerclol Pon Amorien, Vashington, Soptember 1940
Pp. 267270, !

y Executive Docree No. ‘1”, soptmbor 25' 1942-
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The Coordinstor of Economic Mobilization {Coordenador de uohiliza;:"é'o

Economica)

I. Staff divisions {Orgios de Staff) (Assist the Coordinator in
the atudy and sclution of various problems)

II. Executive divisions (Orgios Executivos)

A. Sectors of Coordination (Setores de Coordena®o)
{Coordinates the activities of governmental and quasi-

2.

3.
be

5.

governmental agencies already in existence; other
sectors to be created when necessary)

The Fuel and Power Sector (Setor Combustiveis e Energia)

a. The National Petroleum Council {Conselho Nacional de
Petréleo)

b. The Sugar and Alcohol Institute (Instituto do Agucar
e do Alechél)

Land Transportation Sector (Setor Transportes Terrestres)

a. The State highway sgencies
{Orgdos Estadusis de Estradas de Rodagem)

b. The Nationel Highway Department {Departmento Nacional
de Estradas de Rodagem)

¢, The Central do Brasil Railway
(Estrads de Ferro Central do Brasil)

The Maritime Transport Sector (Setor Transportes Uaritimo)
The Mineral Production Sector (Setor Frodugio Mineral)

a. The National Council of Mines and Minerals
{Conselho Nacicnel de Minas e Metalurgia)
b. The Nationel Salt Institute {Inatituto Nacional do Sal)

The Agricultural Produciion Sector (Setor Produg:'io Agricola)

a. The National Department of Agricultural Production
(Departamento Nacional de Produgdo Vegetal)
b. The National Coffee Department {Departamento Nacicnal
do Café)
c. The Rubber Bank (Banco da Borracha)-
d. The National Maté Institute (Instituto Nacional dec Mate)
e. The National Pine Institute (Inatituto Nacional do Pinho)
f. The Cacao Institute of Bahia (Instituto do Cacau da Bahfa)
g. The National Tobacco Institute (Inatituto Nacional do Fumo)
h. The Rice Institute of Rio Grande do Sul
{Instituto do Arroz do Ric Grande do Sul)

The Forelgn Commerce Sector (Setor Comérelo Exterior)

a. The Federal Forelgn Trade Council
(Conselho Federal do Come'reio Exterior)
b. The Inter-American Agreements Commiseicn
(Comlssio de Acordos Interamericencs)
The Export and Import Department of the Bunk of Brasil
{Carteira de Exportagho e Importajfo do Bance do

Brasil)

c.
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B. The Bectors of Direct Actiom (Betores de iplo Direta) organises,
plans, coordinates, and adwinisters memsures desned necessary
tut beyond the jurisdiction of existing agencies of control.
New direct-action sectors will be crsatsd when neceassry.

1. The Tndustrial Production Sector (Setor Produgso Industrisl)
2. The Price Sector (Setor Pregos)
3. The Supply Sector (Setor Atestecizento)

C. The Specific Production Pivisicns (Os Orgeos Eapercificos de
Produglio) (Production diviaions will be creatad as needed.)

D. Specific Distritution Divislions i
?;- Orglios Especificos de Distribui¢liv) (Supervises the
distribution of specific eommodities; divisions will be
created when,nesded.}

1. Distritution of Liquid Fuel
{Distribuigho de Combustivels Liquidos)

2. Coetrol of Chemical end Fharmaceutical Products
{Controle de Productos Quimtcaa e Farzacsuticos)

3. Wood and Charcoal (Lenha e Carvib Vegetal)

Commission for the Finane fP ction.—Early in 1943 the Govermaent
statilished the Commission for the Finanging of Production {Comissiio de
Financiamento de Produgiv).l/ It was to draw up plans for expsnding produc—
tion of specified wegetables and animal products and to superviss the enter-
prises after they bad been approved by the Government. The Commission mas
expacted to concentrate principally on increasing the ocutput of raw mate-
rials of which there heve besn marked sportages. -

The Export-Jmport Bureay.—The Export-Import Bureau {Carteira de
Exportaglio a Inporta;i‘o do Banco do Brasil), iz a new agancy created in
1941 to remder financial assistance to exporters and importers. . Becuuse
of martime export controls in the United States and other countries, its
activities have been concerned chiefly with the procurement and alloca-
tion of essential imports. The Bureau operates as a department of Lhe
Bank of Brazil; the assistance rendersd is primarily financial. The
Bursay may, if it appears necessary, import or export goods on ita omn
account. Iis ptated objective iz to enable Bra:.ilian exporters and im-
porters to obtain the moet favorable terms in forelgn markets and to
assure them greater independence of foreign financing.

Cne of the principal finctions of the Bureau hus been the regulation
of imports from the United States and the distribution to Brazillan indus-
tries of materials subject to export control by the United States. Its
policy has been to authorizo the importation of essential commodities only
in order to assure the most advantagecus use of shipping facilities. The
Buresu Has publistied a list of products indispensable to nutional defenas;
import licenaes are granted only for such commodities. Importers must
submit "prefersnce requests” which, if approved by the Bureau, ordinarily
are honored by the export control authorities of the United States.

Export and resxport controls.——To protect their demestic econcmies
from shortages of eszential materiala, and to prevent shipment of these
commodi ticn to Axis-controlled nationa, most of the countries of Latin
America have undertaken to conirol both the exportation and reexportation
of vital industrial materinls. This program is !n accordance with the

1/ Executive Decree Hu. 521%, January i, 1943; swe also Exssutive
Deores Mo. 11688, February 20, 1943.
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general policlies endorsed at the meeting of Foreign Ministers of the
American Republics held at Paname in 1939.

Since the cutbreak of the war all important exports from Brazil have
been subjected to control, principally metals and other strategic mate-
rials. Even before the war, Brazil had fostered its expa.nd.i.nf Jpetal-
working industries by prohibiting all exports of scrap metal. i/ 1In 2
1939 the Metallurgical Commission (Comissio de Metalurgia) was organized 2/
with power to control the trade in all ascrap metals; it wes authorized to
assign quotas to producers, conlrol exports, snd fix prices. During the
war period, many of its activities have been concernmed with national :
defense. It has been particularly active in orgenizing scrap-collecting
canpaigns and in building up stoek piles. )

Beginning early in 1941, a seriea of decrees established thorough-
going control over all vital export materials. The axportation of 130
items to countries outside the Pestern liemispbere was prohibited, except
whon specially licensed; included vere metals, fibers, chemical products,
sachinery, and tools. 3/ The Export-Import Department (Carteirs de
Exportapio e Importagiic) of the Bank of Brazil, together with the dinistry
of Finance, was suthorized to administer this program; from time to time
the list of commodities subject to control has been aitered. 4/ Exports
ordinarily have bsen permitted only when the supply has bwem in. excess of
domeoatic requirements and then only when approved by the National Federa-
tion of Industries (Confederagiio Nacional da Industria) and the Export-Import
Department. By an axchange of notes in Msy 1941, Brazil rgreed for a
period of 2 years to export certain strategic materials only to the United
States. -

Clusely releted have been neasures for the conservation of supplies
essential to the domestic scanomy. Commodities the sxportation of whieh
has besn prohiblted, or for which export licenses are required, include
starch, flour, rice, jute, cotton and rayon yarns, lard, raycn thread,
automobiles, sugar, beef, and floss silk. In April 1942, the Miristries
of War, Navy, and Air were authorized to compile a list of industrial,
agricultural, and paatoral products indispsnsable to domestic eonmmption,
the exportation o¥ reexportation of which should be prohibdted.

¥Wartime cosmodity purchase ggresments.—Brazil is an ilportnnt.uouru

of many vital mineral products; these include iron ore, manganese, oquarts
crystals, mica, zirconium, sntimony, beryllium, beuxite, chromium, cobalt,
eopper, vanadium, nickel, mercury, tungsten, tin, zinec, and industrial
diamonds. Important nonmineral products of Brazil include rubber, castor
beans, jute, rotencne, cacao, and babassu nuts.

In accordance with resolutions adopted by the Foreign Ministers of
the American Republics at Panama and Rio de Janeiro, recommending the
mobilization of economlo rescurces for the defense of the Westert Remisphers,
Brazil has entered into a number of agreements with the United States, mak-
ing its mineral end forest rescurces available for the prosecutiom of the
war against the Axis Powers. Other agreements with the United States
have had as their objective the wartime stabilization of imporiant aecztors

1/ Executive Dacrees No. 23565, Dacember 7, 1933, and No. 23884,
February 19, 1934.

2/ Executive Decree No. 1284, Hay 18, 1939.

3/ Executive Decree No. 3032, February 7, 1941.

4/ WModifications of the export-control progran were set forth in
Executive Decrees No. 3067, February 7, 1941; No. 3097, Merch 7, 1941;
No 2206, April 22, 1941; No. 4129, February 25, 1942; No. 4270, April 17,
1942; No. 4273, April 17, 1942; and No. 4377, June 15, 1942.

5/ Exesutive Decres No. 4270, April 17, 1942.
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of the Brazilien economy, for example, the cotton, ¢acao, and coffee
industries, These commodity arrungements, besides providing for collabor-
ation in the defense of the Western Hemisphere, have sustained the markets
for Braxilisn products which had been disrupted by tho war. The United

States in turn has agreed to supply Brazil with military and naval mtoriel
under the provisions of the Lend-Lease Act.

On May 14, 1941, an over-all egreement was ccncluded by which Brazil
agreed for a period of 2 years to export the following commddities only to
the United States: Bauxi.ta, beryl ore, chromite, ferronickel, industrial
diamonds, anganese ore, mics, guartz erystals, rubher, ultanlug {rutile),
end zirconium. Tho Hetals Reserve Co. and the Rubber Reserve Co. of the
United States in turn agreed to purchase all surplus stocks 1/ of these
commodities {all grades) in excess of domestic requiremonts (up to certain
apecific mum ousntities), at prices to be agrred upon with the Bank of
Brezil. &/ On March 11, 1942, a similar agreement mas concluded which
covered cohult, nickel, and tungstern. Since the expiration of these
arrangements, purchases have teen continued on an informal basis.

A serles of important agreements {the Washington Agreements) were
gigned on March 3, 1942; these were designed to promote the security of
the Americen Republics by expanding the production of sirateglc raw
materisls. At the same time the Export-Import Bunk and the etals
Regerve Co., together with British interests, cocpleted -,r:a.ngoments for
the development of the Itabira iron-mining properties. 2/ The Rubber
Reserve Co. established a fund of 5 million dollars to be employed hy the
Company, in collaboration with the Brazilian Government, in developing the
production of raw rubber in the Amazon valley and adjacent regions. The
Rubber Deveiopment Co. agreed to purchase Braziiisn rubber for a period of
5 years. In July _}:;/.2 the Government of Brozll crented a newm agency, ihe
flubber Credit Bank 4/ (Banco de Crédito da Borrachs), to administer the
rubber development program.

The Rashington Agreemsnts soon were implemented by & number of con-—
tracts affecting particular conmodities. On March 17, 1942, the Brazilian
Government agreed to confine the exportation of cortain grades of cotton
linters to the United Kingdom, the United States, and other American
Ropublics having approved systems of export control. In return, the
‘Federal Loan Agency of the United States agreed to purchase, up to certain
maxioum quantities, all exportable surpluses of these commoditiea. On
July 24 and 25, 1942, aix adiiticnal agreemants were concluded, covering
babagsn nuts, cotton inters, 5/ bturlap, ipectac, rotenone, and ‘castor
beans. Although the agreemmts varied in detail, in peneral the Defense
Supply Corporation and the Commodity Credit Corporation of the United
States agreed to purchase the expertable survlus of cach of these products.
The Brazilian Government has orgenized an adminiotrative agency, the

L/ In excess of purchases by approved United Stutes fivms.
2/ For a more comprehensive survey of these nogotiations see Howord L.
Boorman, U. 5. Dopartment of State, Government to Lovernmont Aercemonts

for the Aequisition of Strategic Materials from ihe Other American Republies,
January 1943 ﬁimeographed .

3/ Bee the sactlicn on tho Volta Redonda project.

4/ Executive Decres Ho. 4841, October 17, 1542. The Rubber Credit Bank
is omed fointly by Brazilien end United States intorests; its capital
astock, amownting to 50 million cruzeiros, 1s held as followst 55 percent

by the Brazillan Treasury, 40 percent by th: Rubber Reserve Co., and 5
percent by the public.

5/ Superseding the former agreement.
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Comeission for the Control of the Washington Agrecments {Comtasio de
Controle dos Acordos de Washington), to supervise the operation of the
agreemsnts. ’

Another serien of agreemente was designed principally to sssist
Brazil in the stabilization of its economy under the impact of wmartime dig-
locations. These agreements, concluded on October 6, 1942, provided for
the purchase by the United States of coffee, cacao, and Brasil puts. The
Compodity Credit Corpormtion agreed to underwrite or parchase the portiom
of the Brasilian basic quota of coffes exports to the United States which
reaained unshipped at the end of the 1942 quota year (about 2.7 aillion
bags) and that portion of the 1943 quota (about 9 million begs) which

Tosained unshipped at the end of that quots yoar. It also agreed to
purchase 1 millicn tega of ué}c {about 57 percent of the crop), betwsen
October 1942 and March 1943. The Rubber Reserve Co. guaranteed to pur-
chase ip to & maximim of 10,500 tons of Brazil ruts in the Belém and -
Manfos areas.

¥ortime financial contrplg.—The Winlsters of the American Republics,
meeting at Rio de Janeirv in January 1942, recommended oeasures %o bloek
the use or transfer of fimds within the Western Hemisphere by nations (er
their nationals) which had committed acts of aggression against the
American Continent. Brazil hod already taken etepa to achieve these
purposes; two days following the attack on Pearl Harbor, control was
eptablished over funds of all nationals of noneAmerican countries themat
war. All financial transactions of individuals, naturel or juri M
ware blocked and subjected to the control of the Bank of Brasil. In
practice, the freesing order has been applied to all persans or entities,
regardless of nationality, who are suspected of relatiens with the aggressor
nations. Representativec of the Bank were impedintely appoluted to con-
trol the operaticns of German, Italian, French, and Japanese banks in
Bracsil.

BEarly in 1942 all property and sssets of Axis nationala in Brasil
were made liable for damnges inflicted on the life, property, and righta
of Brazilians by Axis comtries. An Indemnization Fumd Commission wag
created to enforce these regulations. Debts aceruing to firme subject
to control must be paid into the Indemnization Fimd. In October 1942 the
Kational Dd;fenu Commission wns created to administer wartime financial
control meapures, with broad powsra to confiscato or to control tho operse
tions of firms suspected of cooperating with the ememy. 5/ It is re.
portad that most of the firms on the “proclaimed list" of the United States
have thus been subjected to contral.

Apother measure designed to reinforce wartime economic controls
relates to the circulation of United States currency in Brazil. Since
May 1942, all transactions in United States currency have been prohibited,
and individuals possessing such funds have be required to deposit thea
with the Bank of Brasil. To secure conversion of dollar curremcy, owmers
must furnish information as to its origin; 1if the funds are subsequently
validated by the United States Treassury, the owners receive payment in
Brasilian currency. This control was instituted principally to prevemt
the liquidation by Axis nations of funds appropriated in the econquered
territories. Somewhat similar regulations were established for Brazilisn
paper currency, the importation and aexportation of which was prohibtited in
February 1943.

1/ Executive Decfees No. 4523, July 23, 1942; Ho. 5134, December 24,
1942; and No. 5425, April 27, 1943.

2/ Lesa quantitiea eold to other United States purchasers.

3/ Exacutive Decres No. 3911, December 9, 1941.

4/ Exacutive Decree No. 4166, MWarch 11, 194z.
5/ Executive Decrae No. 4807, October 7, 1942.
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Rationing of scarce commodities.—The war and the asccompanying shipping
restrictions have created shortages in Brazil of many cssential raw mate-
rials and industrisl supplies. Early controls over distribution were
initiated by various commissions and boards before the creation of the
Office of Coordinator of Economic Mobilization. HRo over-all system of
raticning has been organized; indirectly or directly, however, rationing
is now exercised by the O0ffice of the Coordinator.

Ioports of coal and petroleum into Brazil deeclined drastically after
1941; ‘this decline threatened Brazillan industrial life with serious
dtsruption. Substitute fuels have bsen employed, including firewocod,
charcoal, alcohol, coffee beans, cottonseed cake, and tebassu nuts. The
Government has teken a number of steps to stimlate domestic production
of coul. 1 Despite these attempts, it wes necessary for the Central
Railrosd to abandon operation of some of its lines snd to curtail services
on others. One cement plant is reported to have closed domn and opera-
tion of the gas works in Rio de Janelro was seriously handicapped.

Rationing of ccal was first established in August 1942, when domestic
producers were required to deliver to the Government 75 percent of their
total output. These stocks were rationed to congumers; preference was
extended to railways, shipping lines, and public utilities. At the same
time prices were fixed. 1In each area an agency was designated as the
rationing authority, subject usually to the supervision of the Ninistry
of Trangportation and Public Works. Producers were permitted to sell
the remaining portion of their output {25 percent) at prices determined in
the open market. In April 1943 the Ministry of Transportetion organized
a gpecial coamission to direct the coal-rationing program.

The supply of petroleum products has been an equally serious problem.
Brazil has been forced to reduce its consumption of these products by about
40 percent. 81270 April 1942 a strict program of gasoline rationing has
bean in effoect. Before the organization of the Office of the
Ooordinator of Economic Mobilization this program wus administered by the
Kationsl Petroleum Council; 2/ it udopted measures to reduce consumpticn
throughout the States by about 30 percent. Various States organized their
om agencies to ration the supplies allocated by tho Council. 5/

After September 1942 the Naticnal Petroleum Council became subject to
the supervision of the Coordinator of Economic Mobilization., From tine
to time the Coordinator hus extended control over the rationing program.
In November 1942 it created Liquid Fuel Ratloning Commissions (ComissZo
de Racionamente e Distribuicio de Combustivel Liquidos) in the Stata of
SHEo Paulo ard in the Federal District. These commissicns are authorized
to establish quotas for consumers, requisition stocks, promote the use of
petroleum substitutes, and wnderteke other measures to assure efficlent
use of availeble supplies. In August 1943 the Coordinator sssumed complete
charge of petroleum rationing throughout the country, leaving tc the
Council its duties relating to promotion of domestic production.

1/ Executive Decrees llo. 3986, December 30, 1941, and No. 4568, August 12,

1942; see also Coordinator's Orders No. 16, Novembar 5, 1 d No,
March 10, 1943. s 5, 1942, and No. 43,

Executive Decree No. 4272, April 17, 1942,

3/ Executive Decree No. 4292, Mey 7, 1942.

4/ This wes dono in 5fo Paulo by the Department for the Control of Fuel
Consumption (Serv:lgo de Controle Consumo do Combustivel) operuting under the
Ministry of Agriculture; this agency through a subcomnission, the Conmission
for the Restriction of Gemoline and Petroieum Derivutives (Comissdc du Con-

sume de Gasoline e Derivedos), instituted a system of rationing to consumers
on Way 15, 1942.
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Despite these measures to alleviate the fuel crisis, many services
have been sharply curtailed. Electric-power installations dependent apon
petroleum fucls have been required to reduce their cutput, and transporta=
tion has been restricted to essentinl commodities. Ration cards and
quotas have been provided for all consumers of gasoline. Beginning July 15
1942, the use of gasoline in all private or officizl passenger automobiles _1_,7
was prohibited. = Consumption of petroleum fuels by trucks has been reduced
about 50 percent, snd the use of trucks for nonessential purposcs has been
prohibited.

Since 1939 the Government has encouraged the use of gasogemes y
{gmsoggnios) for vehicles; this progrem appears to have been quite effec-
tive. ? Under the supervision of the National Gasogene Commission
(Comissao Nacional de Gasogenio), created in February 1939, 4/ the pro-

_duction and installation of gasogenes has, in effect, become a public
utility. All ccmpanlies operating busses have ben required to convert 20
percent of their vehicles from gasoline to gasogenes. The Commission is
authorized to engage in research activities, to mamfacture gasogene equip-
ment, to subsidize the manufacture and use of such equipment, and to con-
trol distribution.

The compulsory mixing of aleohol with gaseline, originally undertaken
to cope with the problem of sugar surplusea, has under war conditions served
to alleviate the fuel shortage. The Sugar and Alcohol Institute and the
Office of Coordinator have initiated oumercus measures to increase the pro-
duction of alcohol. It is reported that in 1942 nearly one-fourth of
all liguid fuel consumed in Brazil consisted of aleohol mixed with grsoline.
The chiof sources of anhydrous alcohol have been manioc starch and sugar-
cane , aud oranges. ’

The authority of the Coordinator of Economic Mobilization over essentlal
supplles is extensive, ond many additlonal meapures have been employed to
ration or to econcmize the supply of scarce commodities. Among the produats
affected bave been metal products, sugar, burlap, various chemicals, tin
plate, newsprint, manufactured rubber products, construction materials,
meat, salt, and wheat flour. é/m

Price control.—Price-control measures have been administered in
Brazil by several official and semiofficial agencies. Until the war such
controls were employed to assure minimum prices to producers in selected
domestic industries. More recently, howaver, wartime dislocations have
led to additional <ontrols to protect consumers.

1/ Except automobiles used by diplomatic missions and major Government
officiwde,. .

g/ A gasogene is a portable apparatus for generating combustitle gas
{usually from tharcoal) for use in internml-combustion motors.

2/ In July 1940 the Executive granted a prize of $1,000 for the estab-
1ishment of the firat factory for the menufacture of gasogenes. On April
8, 1943, installations in the Federal District alone are reported to have
been made in 1,001 passenger cars, 962 trucks, 51 busses, and 70 other
motor vehicles; in Jume 1943 it was reported that more than 15,000 motor
vehicles, representing about one-third of these in the country, had con-
verted to gasogenes.

4/ The Ocumission was vreated by Executive Decree No. 1125 of Fébruary
28, 1939; its statue wap further defined by Executive Decrees No. 2526 of
August 23, 1940, and No. 4439, July 20, 1942. .

j/ Five Statos also have established thelr own gasogene commissions.

&/ See U. 5. Office of Price Adminiptration

Price Control, Prices,
Coat of Living, Rationing, Washington, 1943 m:lmeog:mph@
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In Auguet 1942 virtually all suthority over prices was vested in the
Coordinator of Economic Mobilizadion or in the meny administrative apencies
respensibie to that office. Price controls in the interests of producers,
are still employsd for coffee, cacao, coal, gasoline, rubber, petroleus,
sugar, alcohol, salt, flour, mate, bgnanas, oranges, rock crystals, pine
immber, tobacco, and several other commodities. The "defesa® inatitutes
and gimilhy bodies, mow respansitle to the Coordinator, continue to functicn
in these fislds, although they have aerved in a number of instances to
prevent price increases, as well as to provent undue declinea.

Attempts to control prices of consumer goods and other tmsic materisls
begen soon after the outbreak of the war in 1939. The Commission of Supply,
the Naticnal Economic Defense Comaission, and the P otiop end Supply
Cosmispion were created largely for thds purpose. 2/ It does not appear
that thess sgencien- ware very active. In the State of S&o Paule, however,
the Commiesion for the Control of Prime Necossities (Comissio de Fiscale
$sacho dos Gdneras de Primeira Hecespidnde}, created in 1941, is reported
to have met with some puccens. In October 1939 remt control for resi-
dential dwellings wap inaugurated by the Comrdssion of Eupply, tut wes
abandomed when that agency waas atolished. Effuctive September 1, 1942,
rent ceilings were .Syain imposed, using as & bepge the rents 1n offect on
Decombar 31, 1941. In Rovember 1942 the Cooydinator of Economic

Nobilization extended thesa regulutions to imoiude rents for commercin) and
industrial establishmenta.

Boon aefter the organisation of the 0ffice of the Coordinator of
Economic Mobilization, a Price Sector {Setor Pregos) was creatod within
that agancy with power to fix saximm and minimm priccs for all com=
modities und services. The Price Sector was divided intc the Divieions
of Price Statistics, Production Coste, and Price Administration. For a
period of about a year the new agency conducted an active program to pre-.
vent price increases; Federal, State, and mmnicipal price control com-
migsions were organized to administer the general policies establishsd by
the Coordinator. The muicipel price compisaions, composed of Tepro—
pentatives of coneumers and producers, were authorized to fix prices in
their respective arses. The State commissions supervised the local
ageneles, and were empowerod to fix prices for the entire States. The
- Federel Price Control Commispion (Comissfo Pedernl ds Prepos) not only

had ganeral supervision over the national program, but also served as the
municipal commisaton for the Federal District. Its brond powers included
the right to fix prices, ration commodities, establish priorities, limit
profits, roquisition stocks, and supervise nccounting procedures.

Price oallings were soon established by the various authorities.
A sweeping order on January 8, 1943, fixed maxirum prices for all com—
wodities at levels which existed on December 1, 1942. Local price com-
missions were muthorized to alter these cellings when warranted. Special
price cellinge were publighed for many areas. In addition to the general
freczing order, mumrerous regulations have been issued by the Coordinator,
estatlishing jrices for particuiar commodities such as cotton textiles,
vegatable olls, beans, fruits, eggs, flsh products, tobacos, construction
iron, lard, tin plate, pharmaceuticals, cattle, and beef.

The Office of the Coordinator has engaged in numerous other activitioa
to prevent price increases. It has controlled the quantitios of rice
which may be exported, regulated the use of sgricultural byproducts, and
ordered that on certain days frosén meat be sold in Rio de Janeiro. [Dur-
ing 1942 it established a mmbey of sales centers which sull.prime neces—
sities at cost. More recently, textile manufacturers have been required
te supply substantial quantities of low-priced "populur fabrics" to low-
income groups.

1/ Bes tha section on the 0ffice of the Coordinator of Bconomis
Mobilization. .

2/ Executive Docree Bo. 4598, August 20, 1942,




The Brazilian experiment in over-ali price control came to an end on

July 22, 1943, when the Price Sector and the Federnl Price Commissicn were
abolished by the Ceoriinntor. This wne dono after the resignation of,
.and upon recommendation by, the chief of the Price Sector, who attributed
price increases to deep-seated economic disturbances end characterized
price control messures as "symptom therapeutics.” It was thereupon’
ennounced that the attack upon the price problem weuld be directed to
remedying deficiencies in production and inadequacies of transportation, and
to the better distribution of purchaelng powsr. Frice-control messires
were not completely abandoned with this shift of emphasis, however; most
of the functlens of the Price Sector-have been ageigned to other agencies

_ responsible to the Coordinater. The mmicipal price fmniasions contime
to function in accordance with previcus regulations. -

It is generally conceded that Brazilisn price-control measures have
been moderately effective and that prices would have risen mors rapidly
had such controls not been invoked. The price authorities were handi-
capped with an inadequate and untrained staff; there have been other
obstacles to overcome. Perhapa the best that can be hoped for umder such
circomstences 1s the prevention of Inordinate speculation and excessive-
price incresses. Prices have been rising in Brazil for many years; in
the last 30 yeara they bave increased pearly 400 percent. In large part
thie increase reflects the changing wvalue of the currency. This Lrepd

'has been intemsified by the war; thus there have been shortages in im-
ports as well as in domestlc production, dépocit currency and note issue
have expanded, and transportation mervices have bean curtalled. Under
these conditions, price-fixing has been ameliorative only. . Prices and the
cost of living have continued to inerease; in December 1943 the index of
the cost of living in Rio de Janeiro had risen more than 40 percent from
the 1940 level snd was more than 20 percent, above that in 1941. 9

Post-¥ar Probleas Relating to Controls and Comzercial Policy

‘Post-war effcts. of war conditions,

The post-war problems of protection or other govermment aid to manu-
facturing industries in Brazil probably will not differ greatly from thosse
in the pre-war pericd. Although the wartime shortage of imports of cere
tain classes of manufactured goods has constituted a motive for expanding
domestic manufacture, the difficulty of obtaining both capital equipment
and raw naterials has prevented any large expansion in most ilndustries.

A major exception, of course, is the government-controlled Volta Redonda
steel plant; although the rich iron-ore rescurces of Brazil would no

doubt ultimately have led to the erection of such a plant under peacatime
conditions, requirements during the war hestened its establishment. Large
modern plants also have been built in the window-glass and pulp-end-paper
industries. Apart from such wartime changes as these, it is likely that
after the war the steady progress of Brazilian industrialization, which
characterized the decades preceding the war, will proceed with little change
in general direction, so that few new problems of controls will arise.

1/ By an order of the Coordinator on November 26, 1943, new price ceil=
ings were established, based on prices prevailing on November 10, 1943.

2/ This upmard trend of living costs is of long standing, reflecting in
large part the declining value of the currency befors 1939. The official
index of living costs in Rio de Janeiro for selected years 1s as follows:
{1912 = 100} 1915—111, 1920~-167, 1925==259, 1930--243, 1935--265, 194{0-=
363, 1942—454, June 1943—490, and December 1943-=516.
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. In the case of a number of raw materials, principally certair_l minerals,
certain vegetable oils, and rubber, the wartime needs of the Unitéd States
and the other Allied Hations have caused a marked expansion of production
in Brazil. Some few of the industries thus expanded may continue in the
post-war period to operate on a scale much larger than before the war.

For the mast part, however, after the lapse of existing contracts with
the United States Government, they will probably return more or less to
their pre-war statua among world sources of supply. The Brazillan
Government will presumably sdopt memsures designed to foster such of
these war-expanded industries a8 seem best able to compete in world mar-
kets, principally utilizing the methode which it was already caploying

in varicus sectors of industry before tne war and which it has used more
widely and more vigorously during the war.

Trade barriers.

The economic well-being of Brazil is dependent on a large eyjsort trade
in & limited number of basic foodstuffs and raw meterials such as coffee,
cacao, cotton, meat, hides and skins, Brazil nuts, carnuube wax, castar
seed, and vegetable oils. Most of its exports ordinarily go to the lead-
ing industrial countries of North America and Ewrope. Cf moat of Brazil'a
mejor export commodities, there is little, or inazdequete, domestic produc-
tion in the principal importing countries, and a good many ol' those
countries admit these articles free of duty, although in other cases they
impoge duties, sometimes quite hign, priaarily for the scke of revemie.

Brazil's export trade is affected not merely by the policies and
measures of countries to which it sells, but also by its own policies
which affect its imports directly or indirectly. The ability of other

countries teken as a group to buy Brazilian goods is, of courze, mainly

dependent on their ability to sell goods to Brazil. Restriction of

importa into Brazil by tariffs, together with other governmenlal meac-

ures for fostering the development of manufacturing industries in Brazil,

- might be carried so far as to unduly reduce Brazilian imports, with a
conssquent unfavorable repercussion on exports.

The Brazilian teriff and Brazilisn policies designed to foster
domestic manufacturing induptries must also be judged by thelr effects on
the efficlency of irdustry and on domestic consumers. Brazil's tariff
ia high comparea wmth that of most other countries and, although revenus
has been en important purpose, protection of domestic industries also
bas been & major feature of tariff policy. To what extent the expan-
sion of Brazilian manufacturing industries in the past has been hastened
by protection must necessarily be a matter of speculation; in any case
it is probable that, in the absence of protection, the relative growth
of the individual manufacturing industries would have been materlelly
different from that which has actually taken place.

In Brazil, as in other countries which are seeking to bacome more
industrialized, there is danger that tariff protection, or other Governe
tent aig, will not be confined to those industries which are adapted to
the natural and human resources of the country and to those which will
ultimately be able to produce at reascnable coats. ‘There is danger
that in some cases high-cost, 1nefficlent industries will be brought
into existence, the cantinuance of which will require permanent govarn-
mental gupport at the expense of consumers or taxpayers. It 1s to the
interest of any country that careful discrimination be exercised in
selecting the industries to be fostered. Core likewlse is needed in
selecting the methbds of foatering them, whether by tariff, by direct
gsubsidy, or by other forms of Government aid, teking into account the
reletive degree of difficulty which might be encountered in bringing the
Government gupport to an end either when the need for it has ceassed or
when it has been proved impossible to create an efficient domestic
industry by artificial measures.
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¥hether, apart from its tariff on imporigmBrawitwwiill neddnin the
post—war period to maintain quantitative import restrictions or exchange
controls will depend largely on general world conditiona of trade and
currency. ‘The reatrictive measures of this type employed by Brazil
in the decade preceding World War II were aimed at defense rather then
aggression; they were largely forced on it by the general deterioraticn
of internationsl economic relations, the demoralization of currency
exchanges, and the extensive use of similar restrictiwe measures by other
comtries, particularly of continental Furope. If in the post-way po-
riod the leading countries of the world can by cooperative arrangementa
stabilize their currencies and place international econamic relatione on
a firmer footing, Brazil probebly will have little nced again to resort
to these atnormal methods of restricting trade.

Export duties have in the past played a considerable part in Brazil's
intematioal trade. Although the purpose has been mainly to provide
revenue (for the state governments rather than the Federal Government)
they have tended to restrict sales abroad and thereby to lessen Brazil's
buying power in international markets. There wes already some movement
before the war toward lowering or removing these restrictions on export
trade, and this trend may very likely be resumed in the post-mar period.

Government regulation of industry.

During the decade preceding the war Brazil was exercising a larger
meagure of governmental control over the leading agricultural and other
raw meterial industries, as well as over certain mamufacturing industries,
than were moat other Western Hemisphere countries. This governmental
control, which hed expended from year to year, was neceasarily extended
much further during the war. Although some of the new wartime controls
may be abandoned or relaxed when peace comes, it is likely that Government
intervention in the economic life of the country will be somewhat greater
after the war than before.

In the use of govermmental ecomomic controls, largely exercised by
the so-called "defasa® institutes, Brazil hes banifested a tendency toward
the "corpormtive atate,® along the lines faollowed by several of the
European countries during the period between the two world wars. Because
of cultural ties the Brazilian pattern of controls approaches most closely
that employed in Portugal. Professional associations, syndicates and
other corporative organizations of producers weres established to "ration-
alize" the respective industries, subject to the control of the Federal
Governnent. or of the state governments. Governmental control over these
organizations in the pre-war pericd, however, was not as thoroughgoing as
in aome of the Puropean countries.

This is not the place to discuss the broad and fundamental econcmic,
social, and political problems involved in the relaticnahip of Government
to industry, or to consider the merits of the large measure of conirol
over the neticnal economy which now prevails in Brazil. It is not out
of place hers, however, to discuss the objectives of the "defesa" organi-
gations, particularly as they may affect the Brazilian economy. ‘Possible
objectives include (a) improvement of methods of production and marketing,
and incresse in efficlency of the industry; (b) stabilization of orices
and adjustment of supply to demand in the case of commodities subject to
marked fluctuations in output; and (¢) exercise of monopolistic powers.
The first of these objectives 1s obvioualy in the gemeral public interast
85 well as that of the particular industry. The second, if pursued in &
reascnable manner, may alsc be of general benefit, particularly under
emergency conditiocna. On the other hand, maintenance of monopely control
raises grave questions of public policy, particularly since there is the
danger that such controls will be used to exact excessive prices. Unduly
high prices not anly injure consumers but also are likely, in the long run,
to prove harmful to the industries concerned by reducing home consumption,
by encouraging the use of substitutes, and, in the case of industries on
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an export-;ari'u, by:umg-!he loass of foreign markets to producers in
other countriss. Where monopoly control is permitted, the Goverament
therefors will be faced with the problem of maintaining close super-
vision to insure that a ressonable policy is pursued as to supplies and
prices in both foreign and domestit marketa.

The coffee—control program,

Thne future of the Brazilian coffee industry is likely to be affected
materially by international arrangements among governments of preducing
and consuming countries. No such internatiodal arrangement existed
before the war. The Inter-American Coffee Agreement was instituted
primarily becaunse of the demoralization of the trade resulting from the
¢losing of ccntinental Puropean markets. The agreement has functioned
only upder wartime conditions. It seems likely, however, that it, or
some similar pgreement, will persist after the war, with such adaptation
ap is appropriate to the changed conditioma. A coffee agreement may
£it into the program now under discussion in the United States and else-
where for the egstablishment in the post-war period of sn international
organization with power to authorize, and to regulate in the public inter-
est, international comodity agreements among goverrments deaigned to
lessen the burdens of surplus output and to help stabllize prices at
levele reascnable for both producers and 'c¢onsumers.

A noteworthy feature of the Coffes Agresment is the large share
given to the United States, as the largest consuming country, in the
determination of its policies. When the leading coffee-consuming coun-
tries of continentsl Burope are agein in & position to share in the trade,
1t would seem appropriate ‘that they also should be represented in the
managamant of any internatiomal organization for the control of coffee
marketing. At least in respect to its recognition of the righta of
consuming countries in policy making, the present Inter-Azerican Coffe®
Agreement follows a principle that may be given brocder application in
connection with other internatiocnal commodity asgreements in the poat-war
pﬂ‘i'od. ' )

- 'If an international organization for the control of coffee is to
operate in the poat-war pericd, it is imporiant that it should not main-
tain prices at monopolistic levels, not only to avold inviting new com-
petition from areas not participating in the agreement, but also in
order to stimulste consumption, to eliminste high-cost production, and
to prevent the accumulation of burdensome surpluses.

Even if the world's coffee markteta amre stabilized through a strong
international organizatjon, it will atill be appropriate thet Brazil,
as well as other major coffee-producing countries, should maintain a
vigorous national organization in this field. Such a national organi-
sation could do much to improve methods of production and the quality
of the product. Particularly in the case of Brazil, where annual
wariations in the coffee crop appear to be wider than in most other
oountries, it could servée a.very useful purpose in adjusting current mare
ketings to requirements. In years of exceptionally large yields surpluset
could be stored, to be released in years of short crops. Moresover, if
under an international agreement the quantity of coffes which any given
country can export is restricted, there is obviocus need of a naticnal
organization to allocate the global quotas ameng the country's several
producing areans and among individual producers, )

. thould no international coffes-control program be in effect after
the war,. Brazil will presumably attempt, by & demestic organizdtion
under s.pervision of the Bovernment, to stabilize its omn coffee industry
as best it can. ' In that cape it will be important for the organization
. to give careful consideration to the results of past experience with
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efftrts 4n this direction. Brasil's dominant posttion in world coffee
production ensbled it from tims to time if the past to check demoraliza-
tion of prices, and sometimes even temporarily to obtain more or less
monopolistic prices fram foreign consumers. Whenaver such policies wure
carried too far, permanent injury to the Brazilian industry seems to have
resulted, more than outweighing amy short-run benefits. The maintenance
of high prices for Brazilian coffee was at times in effect a subsidy to
producers in other countries. Over a long perlod, Brasil's share of the
world coffee trade has declined, probably partly, though of course not
wholly, as the result of its restrictive policies. The tendency also has
been to encourage undue expansion of coffee~tree plantings in Brezil itself.
The cost of the coffee programs to thé Brazilian people in the past has
been excessive; atate governments have borrowed. large sums, which must be
ropaid, to byy up coffee for destruction in the effort to maintain prices.
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