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Abstract

Thie paper examines the first Brazilian long cycle of
indebtedness which extendes from 1824, Just after independence from
Portugal, to 1943 when a permanent settlement of the old foreign
debt which adjusted debt service to the country’s capacity to pay
wae reached with the creditors. The pre-13931 period is analysed
with emphasis on the dynamic 1inks between indebtednese and
capacity to pay. The negotiations between 1331 and 1943 are
etudied and an evaluation of relative gains and losses resulting
from renegotiations and default 1s made.
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This paper examines the first Brazilian long cycle of
indebtedness which extende from 1824, just after independence from
Portugal, to 1943 when a permanent settlement of the old foreign
debt which adjusted debt service to the country-‘s capacity to pay
was reached with the creditors.

The pre-1931 period, during which foreign debt was
contracted,is studied in the first long gection. Global data on
debt stock, yearly inflous of capital and service flow statistics
are presented and a rough reconetruction of the balance of
payments i1s undertaken. Certain characteristics of the pre-1930
international financial market are compared to those of the
present financial market. The )inks between the world economy
cycles and the inflow of foreign capital are examined. Finally, an
analyeig is undertaken of the dynamic 1inks between indebtedness
and capacity to pay in different periode of the Brazilian debt
history. In the second section Brazilian policy concerning the
public foreign debt in the first half of the 19308 1s examined .
Both the 3rd Funding Loan and the 1934 debt service payment scheme
are considered. The third section analyses Brazilian default in
1937 and the return to normalcy entailed by the 1940 debt service
payment acheme. In the fourth section the permanent Brazilian
public foreign debt settlement of 1943 ig described and assessed.
The concluding section includes an evaluation of relative gains
and lossee resulting from renegotiation and default ae described
in the previous gections.

1. Braziltan Public Foreign Debt before 1931

There is a dearth of adequate analysis of Brazilian
indebtednees during the Imperial period -- that is up to 1889 --
and the 01d Republic until 1930. The existing contributions such
as Carreira (1889), Cavalcanti (1923) or Bougas (1955) are clearly
inadequate even if the objective 18 so modest as merely to
describe what really happened between the first Imperial loan of
1824 and the 1931 Funding Loan. Classical general works on
international capital flows such as Jenks (1927) or Feis (1930),
or modern contributions such as Edelstein (1982), are written
from the point of view of creditore or the main debtors among
which Brazil ieg not included.

Data on portfolio investment are reasonably good [see
table 1 1. Until the mid-1890e the non-Britigh share was
insignificant, growth of foreign debt being regular -- annual
growth rates between 2 and 6X -- until the mid-1870s, falling
unti]l the mid-1880s, then recovering in the next decade. From the
mid-1890s the share of other European capital increases but it is
still of only 16X in 1914. Between 1895 e 1913 outstanding debt
increases faster than previouely at rates around 5-6X a year. From
1313 thie rate falls down as the First World War interrupte the
inflow of foreign capital. The United States as latecomers as
exportar: of cupital became an important source of capital only
during the 1920s: the US share of Public foreign debt in 1930 was
of 30X. During the foreign capital markets boom of the mid-1920s,
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which for Brazil lasted from 1925 to 1928, outstanding debt
Increased at nearly 12X a year. The share of non-British European
capital, on the other hand, fell to 5% basically due to the
devaluation of the French franc.

Table 1
Public Foreign Debt, 1825-1931

Federal 4.1 5.6 13.0 20.4 23.2 35.7 70.0 103.5 142.0 118.1 110.7
Britieh 4.1 5.6 13.0 20.4 23.2 35.7 70.0 90.6 101.7 96.5 78.4
American - - - - - - - - 30.1 35.1 29.3
Other - - - - - - - 12.9 10.2 3.6 3.6

State and
Munictpal - - - - - 3.3 18.3 48.2 77.0 66.4 45.0
British - - - - - 1.8 13.3 38.5 35.5 32.6 21.8
American - - - - - - - - 39.3 32.7 22.1
Other - - - - - 1.5 5.0 9.7 2.2 0.5 0.5

Cof fee - - - - - - - - 33.9 19.5 13.6
Britieh - - - - - - - - 25.8 15.9 10.7
American - - - - - - - - 7.2 3.6 2.9
Other - - - - - - - - 0.9 - -

Total 4.1 5.6 13.0 20.4 23.2 39.0 88.3 151.7 252.9 220.5 169.3
British 4.1 5.6 13.0 20.4 23.2 37.5 83.3 129.1 163.0 145.0 110.9
Amertcan - - - - - - - - 76.6 71.4 54.3
Other - - - - - 1.5 5.0 22.6+ 13.3 4.1 4.1

+ 1914

Sourcee: Boucgas (1942) and (1955): Abreu(1974); Finangas

do Brasil, vols.3 and 19; Stone (1977). As figuree have been

presented in millione of pounds sterling, year to year vartations
of outstanding debt can be the result of either actual vartation
of the outstanding debt or variations of the exchange rate of
sterling in relation to other currenciesg, or both.

Unti1] the mi1d-1880s Braziltian public foreign indebtedness
involved only the Central government. From the 1last years of the
Empire, however, state and municipal loans gatned importance: in
1835 they corresponded to 8% , in 1905 to 21% and in 1913 to 32%
of total debt. In 1930 an Important share of total debt -- more
than 13X -- was related to the so-called coffee loans to finance
coffee price support operations; sgtate and municipal loans
ansuered for 30X and federal loane for the residual 57% of total
debt. The share of state and municipal loans in total American
loans was rather important reaching more than 50X in 1930; in the
case of Britiesh loane i1t oscillated between 16X and 30X of the
total. The first non-British European loang -- mainly French --
were state and municipal: only after 1905 the federal government
started to borrow in Parig, the state and municipal share of total
non-Britisgh European loans falling from 100X to 17% in 1930.
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As coffee loane could not be floated in the United Statee due to
the Sherman Act they tended to be denominated in eterling: by 1930
more than three quarters of coffee loesne were denominated in
pounde sterling =,

Systematic reliable information on public foreign debt
Iinterest and amortization ig practically non-existant. It was
decided to use IBGE data in epite their well known deficiencies @
Thie tnformation was complemented by Central Bank data for the
more recent period. Thie rudimentary set of data together with the
exigsting foreign trade statistice make it poeseible to generate
rough estimatee of the main iteme of the Brazilian balance of
paymente 4, FOB imports could have been reconstructed = but it is
well known that the Brazilian contribution to the import carrying
trade was insignificant in the period. The use of CIF import data
doee not require adjustments often based on incomplete information
and reflects a "balance of trade” concept which includes freight
and insurance paid by Brazil. The residue, baptized "direct
investment minus capital exports” in fact correegponde to private
capital inflow and outflow, dividend paymente, personal
remittancee including those of immigrante as well as other minor
items.

Available data suggest a markedly cyclical behaviour of
the inflow of public foreign capital into Brazil. Grosso modo the
inflow of foreign capital followed the trend of British capital

exporte 4, The share of British capital which was directed to

= The interchangeable use of the expregsiong British and
sterling -- or French and French franc --loans ie not of course
strictly correct as many eterling loane were held outside Britain,
but very little 1s known about the actual national distribution of

holdere which were always represented by British -- or French --
bondholdere associations.
i Preliminary tests for the early period point out to important

discrepancies if compared to contractually defined debt service or
to Bougas (1955).

4 Some adjustments are required as foreign trade statistics
referred to the fiecal year ending on 30 June between 1833 and
1887, must be converted to current pounde for all the period and
import values should be converted to a FOB basis. It ies known that

trade statistics are inadequate -- gee, for insetance, Lago (1982)
-- but there ig no alternative corrected seriee for the whole
period. In epite of the well known geasonal behaviour of exportse

the lack of data forced the adoption of the gimple criterion of
dividing yearly trade valuee evenly between semesters generating
new trade series compatible with financial statistice.

g Estimates of CIF-FOB ratios can be obtained in Woodruff
(1966), p. 256 and IBGE (1961), p. 93.

& No reliable comprehensive data are available on movements of
other than British capital. For a fuller treatment of the ]inks
between cycles in the world economy and capital inflow into Brazi)
gee Abreu (1985), section 3.
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Brazil was extremely varisble. It was especially relevant before
1825 because of the Independence loang: in the first half of the
1860 when Brazil experienced an export boom and from 1886 to 1913
due to the boom and of foreign debt reconversion in the gecond
half of the 18808 as well as during the post-1908 boom. The
cyclical features of the international economy, of course, alego
affected Brazilian foreign trade flows.

Though the resource gap in early days of the Empire had
been positive -- . e. corresgponded to a net inflow of foreign
resources -- between 1830 and 1885 only in three five-year periods
(1856-60, 1861-65 e 1871-75) sguch a gituation recurred: in the
other subperiods the gap was negative: there is a net outflow of
resources. The Brazilian case does not fit well the indebtednesgs
cycle paradigm according to which in developing countries an
initial period of growing indebtedness as a result of the
recurrence of resource gaps would be followed by negative resource
gape 1n a second period not sufficient to entirely outweigh
interest paymente so that outstanding debt continues to rige and
finally, in the third period negative resource gaps would be
sufficient to compensate interest paymente and outstanding debt
would consequently start to fall 7., Only from the 1880s the
Brazilian economy fits into the "classical” paradigm as positive
gaps occur until the beginning of Firet Uorld Uar. The position is
then reveresed until the mid-1920g when, once again, poeitive gapse
recur in the 1925-28 foreign investment boom.

The pre-1931 foreign debt was accummulated through the
flotation of bonde in the main international financial markets by
merchant bankers operating under instructions of federal, state
and municipal governments. These bonde carried fixed nominal
interest rates and were held by the public at large but not
normally by the i1ssuing housee themselves. The operation of such a
syetem was poseible in a world where the return on coneols
oscillated within very narrow limite: between 2.5X and 3.8%X a year
in the 1824-1914 period and not higher than 4.6X between 1914 and
1930.

Market evaluation of the rigke entaijled by each specific
loan in the moment of flotation was reflected in larger or smaller
discounte which reduced actual loan proceeds and considerably
increased actual interest rates paid by borrowers. Though in some
extreme early cases discounts reached almost 50% as a general rule
they did not exceeded 20X of nominal loan value. in fact, in spite
of assertions to the contrary @, the additional costs related to

7 See Simonsen (1983) e Simonsen (1984),

® Sache (1982), p. 14, for instance, mentions the "notably small
spreads of the 1970g”. It should be noted that the present method
of taking rigk into account by adding up spread to base interest
rate leads to extremely perverse results: while it would be
reasonable to suppose that a rise in the interest rate would
increage default risk the present practice implies that the spread
ie relatively reduced as a share of interest service. A rigk
provigion which varied asg an increasing proportion of the interest
rate would certainly make more sense as it woul vary in direct
proportion with default rigk and not inversgely as today.



risk evaluation in the present capital market and in the

nineteenth century are not very different: a, by Brazilian

standards, modest spread of 2% added to a rate of interest of 6%

- conditions which prevailed in the market in 1275

equivalent to a discount of 15% on the nominal wvalu
i..

which 13 higher than the discount applied to the majority of
Brazilian Imperizal or 014 Republic lcans

Simonsen (1983) e (1984) has =
Brazil:ian indebtedness in the recent o

i
Brazil. The szame type of analysis can

indebtedness .

Simongen refers Lo the clags: n
examining the stability conditions D? h D
From dli/de = i o+ ¢ {
where dll/dt = derivative of outztanding debt
with respect Lo tinme
! = rate of i1nteregt
5 = resource gap
D = outzstanding debt
It is possibie to obtain:
dz/dt = (i-wx)yz-h (22
where: = = D/Y
dm/dt = derivative of = with respect Lo
tims
X = value of svwports
2= 4A/”* 1’X rate of growth of vsliue

For any positive h if My ioa weak zolvency tesit oz
satified as the debt will be naid off within s finite period and
the debt-export ratio will not increase if % <1 the resource gap
cannot be permanent or the debt-export ratio will rige
indefinitely. In this case the condition for dzg 0 isg Lhat h 2

(i-w)z.
't can be shown that (1) is equivalent to:
abrsdt. = DGy - h/z) -
The third phase of the indebtedness Droc
outstanding debt -~ will only be reached if i -
z1, that 1&g if a much cﬁronger golvency test 13
How to apply =uch i paradigmatic notions -~
that they were generated during a "wel! behaved”
period between 197! and 1982 (phase !} £ollowed by
(beginning of phase 117} = to the »r3~1:11n ore-
ste of growth of ewports was gener
Export growth rates before 1921 were hzgheﬁ thm
only in the following periods: 1831
1906, 1916-20 and 1926-20.
When would the mor:

znterﬁnp%ed
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1826 to 1855 (1841-45 excepted). The accomodation of the Brazilian
economy to the initial excessive indebtedness depended on the
generation of negative resource gape which actually reduced the
debt-export ratio but were not as a rule sufficient to compensate
interest payments and reduce outstanding debt.

The strict solvency test h > zi is satisfied in the
periode during which total outstanding debt was reduced, not so
few as would be supposed by a believer in the classeic paradigm for
Brazil: 1831-35, 1846-50, 1851-55, 1866-70, 1876-80 and 1881-85 <,

The dynamice of Brazilian indebtedness between 1824 and
1831 i& in clear conflict with the three-phase model found in the
literature -- implfcit in Simonsen (1984) or in Chenery and Strout
(1966) -- basically defined in the light of the US experience. The
evolution of the Brazilian foreign debt contradicte the classical
paradigm: the outstanding debt series has a cyclical behaviour
which underlines the importance of international capital supply
conditions.

In spite of the usefulness of the three-stage debt cycle
as a stylized analytical device it really does not model history
very well. Supply conditions are much more important than
acknowledged by such modelling efforts: or would it be s surprise
if Brazil in the midst of phase 11 suddenly returned to phase 1 if
foreign banks so decided?

e In Abreu (1985) some of the problems entailed by the use of
five-year moving averagee in the context of debt dynamic analysis
were not properly taken into account, This doee not however affect
the main thrust of the argument.
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2. The early thirties: the 1931 Funding and the 1934 Aranha
Scheme

The deterioration in the Brazilian foreign exchange
position after 1929-30 made 1t clear that it would not be possible
to keep on fully eervicing the public foreign debt, as thisg would
absorb an intolerably large proportion of the foreign exchange
cover (see tables 2 and 3), even if the unfavourable impact of
profit and interest remittances related to private foreign capital
operating in Brazil -- which was not compensated by an inflow of
fresh capital -- ie disregarded. The crucial difficulty concerning
foreign portfolio interest was that loans carried a fixed rate of
interest which did not adjust over time to the ruling rates in the
international money markets 1e Payment of the full public debt
service would, indeed, exceed the congiderably increased balance
of trade -- resulting from the much compressed level of imports
which more than compensated the fall in the value of exports. A
readjustment of debt service paymente to bring them in line with
the economy’s reduced capacity to generate foreign exchange was
required. The ratio of interest paymente (related to public
foreign debt only) over export earnings, if default had not
occurred, would have increased to a maximum of about 25X in 1932.
The ratio of total service payments (related to public foreign
debt) would have increased to 45%. The comparative data available
suggest that the Brazilian ratio was considerably in excess of
those of any other country which did not default.

1o The economy’s capacity to pay was also limited by the fall of
public revenues associated with the depressed level of economic
activity. The characterietice of the pre-depreseion international
economic system which implied the cyclical occurrence of transfer
probleme are examined by Nurkse (1944), pPp- 203-4.
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Table 2
Brazilian Balance of Payments, 1928-45
in millione of pounds

(1) (2) (3)= (4) (5) (6)= (7)= (8)>=(4)/
(1)-(2) (5)-(4)(4)/(3) (3)+(5)
Exports Imports Balance Public Amount Net Debt Debt
FOB CIF of debt of new inflow service service
Trade eervice loans as X ae X

trade total
balance inflow

1928 97.4 80.7 6.7 16.9 23.5 6.6 252.2 56.0
1929 94.8 86.7 8.1 17.3 2.5 -14.8 213.6 163.2
1930 65.7 53.6 12.14 19.7 18.0 - 1.7 162.8 65.4
1931 53.8 30.1 23.7 20.4 - =20.4 86.1 86.1
1932 b51.2 30.5 20.7 6.8 - - 6.8 32.9 32.9
1933 52.8 41.5 11.3 6.2 - =-6.2 54.9 54.9
1934 58.0 41.9 16.1 7.1 - -7.1 44 .1 44 .1
1935 55.0 45.9 9.1 7.5 - =-7.5 82.4 82.4
1936 64.5 46.7 17.8 7.9 - =-7.9 44 .4 44 _4
1937 70.2 66.9 3.3 8.5 - - 8.5 257.6 257 .6
1938 60.3 60.2 0.1 - - - - -
1939 e68.8 58.8 10.0 - - - - -
1940 65.2 62.1 3.1 3.4 - - 3.4 109.7 109.7
1941 89.7 68.9 20.8 4.1 - - 4.1 19.7 19.7
1942 100.0 58.1 41.9 4.0 - - 4.0 9.5 9.5
1943 116.4 75.9 40.5 3.9 - - 3.9 9.6 9.6
1944 143.0 108.4 34.6 18.8 - -18.8 54.3 54.3
1945 162.6 116.6 46.0 10.8 - -10.8 23.5 23.5

Sources: IBGE (1948): Boucas (1955): Banco do Brasil (1939) and
United Kingdom, Department of Overseas Trade (1945).

Thue one of the major problemes which economic policy-
makers had to face in Brazil during the 1930s and early 19408 was
to decide how to deal with the pPublic foreign debt, in particular
policies had to be devised concerning the service of the
outestanding debt, in face of the chronic scarcity of foreign
exchange which was prevalent during the period.

As mentioned in section 1, by the end of 1930, 65X of the
total outstanding Brazilian public foreign debt corresponded to
British loans, 30X to American loans and the reegidual mainly to
French loans. The maintenance of British pre-eminence in stock
terme -- in spite of much greater American involvement in Brazil
after the WUar -- can be explained both by the relatively longer
terms of the British loans and by the suspension of amortization
payments by Brazil between 1898 and 1910 (of the loang covered by
the 1898 Funding Loan) and between 1914 and 1927 (of the loans
included in the 1914 Funding Loan) 11,

s While it is true, as argued by authors such as Hilton
(1375), p. 132., that the onset of the depression marked the
beginning of a British withdrawal from Brazil, one expression of
which was a decline in British investment in the following years,
it was after the First Uorld War that the Britigh relative
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Not only, as already mentioned, the Britieh tended to have
a more important stake in federal and coffee loans which were
better secured but the less well secured American loans which had
been contracted during the 1920s tended to carry higher ratee of
Intereet and heavier einking fund provieione than those typical of
the older British loane. Thie is made clear by the fact that
gervice (intereest plus amortization payments) of American loans
corregponded in 1930 to more than 35% of the total debt service,
contrasting with the American sghare of only 30.3% of the total
outetanding debt. These imbalances were to become major sources of
conflict between the creditors during the enguing negotiations.

After 1931, the requirements related to public debt
service as a proportion of the balance of trade were generally
kept around 50X. When it increased above this as was the case in
1933 and to much larger extent in 1935 and, eepecially, in 1937,
due to a contraction of the trade balance csasused by a conesiderable
expaneion of importe, Brazil had efither to negotiate commercial
arrears agreements or to default on debt service paymente.

——— ———t—

economic importance in Brazil started to decline. The United
States, indeed, became the main supplier of public and private
capital to Brazil.
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Table 3
Public Foreign Debt Service Statistics,1929-1945
Total Service Federal Service Total Service
as X of Total as X of Federal Def lated by Capacity
Exportsx Revenuexxk to Import,in Millions

of Pounds (Capacity
to Import in 1937=100)%xx%

1929 18.3 19.2 12.1
1930 30.0 31.2 20.9
1931 38.0 32.4 21.6
1932 13.3 4.1 8.2
1933 11.7 5.6 6.6
1934 12.2 12.8 6.5
1935 13.6 14.1 8.3
1936 12.2 13.5 7.8
1937 12.1 10.9 8.5
1938 - - -

1939 - - -

1940 5.5 3.7 4.5
1941 4.9 4.2 4.4
1942 4.2 4.0 4.6
1943 3.6 3.0 4.5
1944 13.9 7.1 18.0
1945 7.0 5.6 9.4

* Data from table 2.

%% Federal service does not include coffee loans. Revenue
includes taxes earmarked for Plano Especial de Obras Publicas e
Aparelhamento da Defesa Nacional (1939-43) and Plano de Obras e
Equipamentos (1944-46). Federal revenue data from Anusrio
Estatfstico do Brasil 1939-40, pp. 1268 and 1410 and Anusrio
Estatfstico do Brasil 1947, p. 459.

*kkx Capacity to import from Abreu(1977) table 111.1.

Once a country depends on the inflow of foreign capital
either to expand the infrastructure related to the export sector
or jJust to avoid the alternastive of having to face the outflow
related to debt service and profit remittances, without a
countervatling inflow of foreign capital, there ie an important
incentive to avoid defsasult, if the suppliere of capital are
willing to go on lending. If, however, as was the case after 1930,
due to circumstances affecting the international financial market
ag a whole, the traditional lenders are not willing to go on
lending, the best policy from the debtors* point of view is to
default, even if the reduction in the economy ‘g capacity to
generate foreign exchange, caused by the outflow of private
foreign capital and the fall in export prices, coupled with the
need to maintain an ”adequate” level of importe required to
maintain an adequate rate of economic growth, is not taken into
consideration. Political considerations have influence as wel] as
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the possibility of being hurt by retaliation especially in the
commercial field. Retaliation fears, however, have proved to be
rather unfounded, especially when the economic involved in debt
questions are not the same involved in trade of in trade finance.

The overall evaluation of Brazil-‘e public foreign debt
policy in the 1930s suggests that while in the earlier years of
the decade Brazil paid (or increased the debt) more than could
have been expected on the basis of actual economic conditions, the
contrary was true of the 1940 and, especially, the 1943 agreemente
when total payments would seem to have been lower than the
country“e "capacity to pay” allowed. Thie ig not gurprieing, as it
is safe to say that, as a rule, economic arguments are not that
crucial when "capacity to pay” is Judged, and, in the end,
settlements tended to reflect political coneiderations 12,

The readjustment of paymente to capacity to pay was

gradual: a partial funding loan was negotiated in 1931 for three
yeare; in 1934 a four-year gcheme of reduced paymente was agreed
upon: in 1937 Brazil defaulted completely: in 1940 a new four-year

scheme of reduced payments was negotiated and, finally, in 1943 an
agreement wae reached concerning a permanent settlement of
Brazil“s public foreign debt.

2.1 The 1931 Funding Loan and ite aftermath

The Brazilian authorities decided to suspend einking fund
paymente on all foreign loans, except the 1898 and 1914 previous
Funding Loane, on the 1st of September 193%. Shortly after asking
Rothechilde for their suggestions -- which were to take Sir Otto
Niemeyer“s *2 views into conpideration -- for a plan to regulate
reduced paymente of the foreign debt gervice, Brazil decided to
suspend interest paymente related to all loanse, with the exception
of Funding Loane. The bankers guggested, by the end of September,
that total debt should be divided into three categories: the first
including the funding loans, the second all gecured loansg and
third sll unsecured loans. The first category would receive full
service, the second would receive contractual interest only, and
the third, 25X of contractual interest. Unpaid interest would be
gettled by the emigsion of "arrears certificatese”. The scheme
would be adopted for three months only, after which it would be
reagssessed in the light of new developments. This guggestion was
not accepted by the Brazilian authorities whose counter-propoeal
formed the basis of the final agreement s+

kel See Borchard (1951) p. 322,
> Sir Otto Niemeyer, the well known Bank of England financial
expert, had just produced his famous report -- dated 4 July 1931

—= on the Brazilian economy, where, among other things, he adviged
the return to the gold exchange standard and the creation of a
truly independent Central Bank. See Abreu (1974), passim.

14 See Whitaker (1933), pp. 61-71 and Reis (1934) for the
Funding Loan ”"negotiationg”.
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The Brazilian Government undertook to provide foreign
exchange for the full gervice of the previous Funding Loans as
well as for the payment of French arreare related to the Hague
Court of Justice decision concerning the payment of service of
some French loans in pre-1914 francs. Sinking fund payments
concerning all other Brazilian loane were sugpended and interest
payments funded for three years through the tssue of 5% funding
bonds. These funding bonds were to be serviced normally. This
arrangement worked to the advantage of bondholders holding British
or French loans to the detriment of American bondholders as the
funding loans of 1898 and 1914 covered only the older British and
French loans. Moreover, the British managed to extract from the
Braziliane that the service of the guaranteed sterling loans
should be patd in "dollar equivalents”, that 18, gold pounds

Instead of pounds sterling 15 | The discrimination against
American interests -- 1t gseems that they were not even heard by
the Braziliane -- was possible because of the rather

ungatisfactory state of Brazil-US political relations at the time.
Moreover, Niemeyer‘s influence in Brazil was at 1ts peak at the
time service payments were suspended, since this was Juet two
months after the publication of his report on the Brazilian
economy. His correspondence with Whitaker, the Brazilian Finance
Mintister, suggests that hie personal influence goes a long way to
explaining Britain‘s success in extracting a favourable settlement
from Brazi]l 1<

From Brazil“s point of view, the funding loan arrangements
would appear ex post to have been ungatisfactory, as they involved
a mere postponement of the short-run problem of finding foreign
exchange to pay the service and resulted in an increased
outstanding total debt. The agreement did not involve a reduction
of interest charges, as 5% was roughly equivalent to the average
contractual rate of interest on the total outstanding debt. On the
other hand, 1t did not compare unf avourably with the very high
rates of interest which prevailed i1n the leading international
financial markets -- the United States excluded -- during the
second half of 1931. The "dollar equivalent” clause, operating in

1B This concession was obtained after sterling had gone off the
gold standard and was effective until the dollar was devalued in
1933. See United States of Brazil Funding Bonds, London, 14.3.32,
(Announcement by N.M. Rothschild & Sons).

1o Morgan, the American Ambassador, had a lot to be blamed for
as he insisted with Uashington that there would be no
discrimination against American loaneg, tels. 68 and 73, Rio to
Washington, 5.10.31 and 13.10.31, 832.51/627 and 636, United
States National Archives (NA):Record Group (RG) 539. On Whitaker-
Niemeyer relations: memo Irving to H.M. Ambasgador, 4.4.31,
A2659/283/6 tel. 107 London to Rio 5.10.31, A5892/283/6 and tel.
104 Rio to London 8.10.31, A5985/283/6, British Public Record
Office (PRD) Foreign Office (FO) 371.
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favour of some sterling loane was, of course, most damaging to
Brazilian interests 27 |
The scarcity of foreign exchange cover created

contradictione not only between Brazil and her creditors and among
creditore of different nationalities, but also between financial
and commercial creditore of the sgame nationality. The Britiesh
Ambassador noted in early 1932 that "Rothschilds’s representatives
are not anxious that anybody should get exchange except the
financial groupe: both they, and I cannot help thinking, Niemeyer
too, have their eyes solely in finance, not on trade...” 1a .

Relief brought about by the reduction of service payments
entailed by the 1931 echeme was not sufficient [gee table 3): in
1933-34 Brazil had to negotiate agreemente concerning arrears
related to the settlement of commercial bills and profit
remittances (which could not be transferred because of the lack of
exchange cover) with the United States, Great Britain and France,
involving a total of 8.6 million pounds.

2.2 The Aranha 1934 Scheme

In 1934, when the funding loan arrangement was expiring,
it was decided by the Brazilian Government and the main creditors
that negotiations should be opened with the objective of reaching
an agreement which would involve higher total yearly paymente as
it would involve the resumption of service paymente on loans other
than those receiving full service under the provigione of the 1931
schemes. This would be in the interest of both the majority of the
creditors - who would receive something instead of nothing -- and
debtor -- who wanted to avoid further increase in the outstanding
debt. Negotiatione were to develop in order to seek agreement both
on the determination of Brazil-e capacity to pay and the
distribution of the reduced paymente between the various loang,
which would respect, in principle, their relative rights as to
priority in payment stated tn the original contracte. The
protection of British interests was once more assured by the
intervention of Niemeyer who, on his way back home after
inflicting his report on central banking on the Argentiniang,
stopped over in Rio and suggested to Aranha, the Finance Minister,
the main ideae which were to form the basig for the discussion 19,
The proposed scheme’s main feature was the division of all loane

ke For rates of interest see League of Nations, World Economic
Survey, 1931-32, pp. 186-8.

10 Seeds to Craigie, 18.2.32, A1494/308/6, PRO:FO 371.

¥ "Niemeyer is evidently the paid and permanent adviser of the
Braziliane. His position as such i1g a definite asset to British
intereste -- for while he fights stoutly and impartially for the

Brazilian interest, he isg very accessible and friendly and willing
to give information”, Lomax to Harvey, 21.8.35, A6769/855/6, PRO:
FO 371.
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into seven gradees according to their standing: the lower the
greding, the lower the level of interest payments provided under
the scheme (according to the percentage of interest contractually
due): in the case of low-graded loane this percentage would
increage in each of the four yeare covered by the scheme. Grades 1
(Funding Loane) and 2 (1930 Coffee Loan) for example, would
receive full contractual interest payments while, at the end of
the scale, grade 7 loaneg would receive nothing. Grade 1 would
receive 100X, and grade 2, 50X of their contractual ginking funde,
while the other loane would receive no ginking fund payments =e

In fact the divieion of the epoils between the creditors
proved to be a much harder nut to crack than the determination of
Brazil’e capacity to pay, which every party seemed to agree sghould
be around £8-9 million yearly 21, The Americans felt, with reason,
that the proposed scheme favoured sterling loane and used all the
pressure they could to redress what they thought would be an
unfair gettlement. Their Ambassador was instructed to tell Aranha
that the American Government "hae no desire to invoke the fact of
the strong unfavourable balance of trade of the United Statee with
Brazil ae an argument ... and hopes it will not be compel led by
developmente to have recourse to the growing practice of bilateral
compengation agreementg” ==, Bougas, a pro-American Ministry of
Finance official, when discueeing Niemeyer ‘g proposal with Clark
agreed that American loansg ghould be better treated egpecially in
the light of Britiesh policy in Argentina =a, During the
negotiatione Clark took Sir Henry Lynch, Rothechild’se
representative in Brazil, to task for having claimed that the
Brazilian Government had been "fortunate in having had the
assistance of Sir Otto Niemeyer” and that the plan had been ”"based
on hie impartial advice”. He argued that while Sir Otto was indeed
a man of recognized capacity and integrity the fact that he was
one of the Governors (eic) of the Bank of England made him

=e See, for details, Abreu (1975). Generally speaking loans
were graded in the following order: Federal, Coffee, State of S%o
Paulo, other Southern or Central Statee, S%o Paulo Municipale,
Northeast States, other Southern or Central Municipale,
Northeastern Municipale, Northern States and Municipale.

21 This was obtained using the rule of thumb that debt payments
should correepond to 50X of the balance of trade, Correio da
Manh8#, 1.7.33, reporting a meeting of the Conselho Técnico de
Economtia e Finangas, 30.6.33.

== Caffery to Gibson, Instruction no. 23, 24.10.33, Foreign
Relations of the United Statee (FRUS) 1933, Pp. 83-7. See algo for
American protests, memo by Clark, 24.11.33, 832.51/874, NA:RG 59,
which ie an extremely detailed report on the negotiatione by the
repregentative of American bondholdere.

=o Clark’s memo, 11.1.34, 832.51/874, NA:RG 59.
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"presumably aware of, directly interested in and concerned over
the business and foreign investments of the Britigh Empire, of
which the Brazilians bonde form a not inconsidersble portion”sa
In the final agreement the American negotiator was able,
after coneiderable difficulty, to obtain relatively minor changes
which involved increased total paymente: 7.3 million pounde in the

firet year rieing to 9 million in the fourth year. These changes,
however, resulted in a net improvement in interest paymentsg of
only 0.5 million pounds over the four yeare of the agreement =s

The Americane aleo managed to convince the Braziliane to reduce
the amount of 20-year 1931 funding bonde, which they had promised
to the British they would redeem from 1.2 to 0.6 million pounde,
but thie wae a dead promige anyway. Britiegh actual loeses,
resulting from the introduction of the American-gponsored
modificatione, were negligible but the British negotiator wae able
to obtain, as a compenesation for the improvement of the American
poeition, an undertaking from the Brazilians that 0.4 million
pounds would be spent over the four yeareg in redeeming, at market
prices, low-graded sterling bonde. The Brazilians esucceeded in
introducing into the final agreement a proviegion which allowed,
when and if foreign exchange became available, the redemption of
bonde at market pricee in spite of the partial default. Thie wase
used extensively in the case of the coffee loans.

Aranha, trying to pre-empt unfavourable domestic
criticieme of the settlement, claimed that Brazil would pay 33.6
million pounde in four years instead of the contractual S0.7
million, the real "gaing” being 57.1 million pounde over four
yeare #« | Thisg claim has been repeated by economic historians
without adequate qualification =» . It is clear that Aranha was
wrongly claiming as gains both actual reduction in intereet
paymente and mere postponement of ginking fund payments.

The British Press, besides criticizing the agreed terms as
too favourable to Brazil, resented, surprieingly, what wae
coneidered the preferential treatment given to certain American
loane, to the detriment of sounder Britigh loans but was ready to
recognize the far stronger bargaining poesition of the United
States and the gimilarity between American behaviour in Brazil and
Britieh behaviour in the Argentine = | There were also some
criticieme in the City of Niemeyer- g sgtand during the negotiations
because of hie alleged protection of the intereste of some igeuing
housee -- Rothschilde 1n particular -- to the detriment of

=a Clark“s memo, 23.1.34, enclosure 18, Clark to Stevens,
1.2.34, 832.51/834, NA:RG 59.

B For details memo, undated 832.51/886, NA:RG 59.

2o Ministério da Fazenda, Exposi¢¥o de Motivos, no. 56, 3.2.34,
Brazilian Ministry of Finance Archives (MF).
=¥ Finangas do Brasil, vol. 10 and Bougas (1955); Lemos (1946) and

Villela and Suzigan (1975), p. 190.
2o The Times, 10.2.34 and The Economist, 17.2.34.
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Lezarde, which were interested in the downgraded S%o Paulo Coffee
Ingtitute loan =re |

Niemeyer thought that the offer was the best that
bondholders could hope to get =e, The Foreign Office strongly
regigted all the pressureeg to intervene, the Secretary of State,
Sir John Simon, arguing that "my predecessor Lord Palmerston, who
18 not generally regarded as having been backward in the defence
of Britigh interests, laid down the doctrine that if investors
chooese to buy the bonds of a foreign country carrying a high rate
of intereet in preference to Britieh Government Bonds carrying a
lower rate of interest, they cannot claim that the British
Government 1s bound to intervene in the event of a default” and
that the Foreign Office would only consider intervention if there
was evidence of discrimination againet British interestg =1 .

On the whole, one would tend to agree that the Britieh had
grounde for eatiefaction. The basic outline of the plan had been
of British conception and, after the Americane had been able to
obtain relativelyh minor concessiong, the British were able to
redreee the balance by extracting counter-conceegsione from the
Brazilians. Moreover, this was achieved without the immensgely
strong bargaining power which the Americans had in Brazil because
of their deficit in the Brazilian trade. The Americans, on the
other hand, in spite of the Foreign Bondholders Protective
Council’e apparent satisfaction with the settlement at the time,
regented very much, as would become clear during future
negotiations, their exclusion from the early stagees of the
negotiations, which had resulted in a scheme which wase "rigged to
favor unduly sterling loans” =2 .| The American stick in the end
had been uesed, but not ably enough.

The operation of what became known as the "Aranha” echeme
was not without ite problems, in view of the stiff competition for
foreign exchange which pergisted throughout the 1930s. There is
little doubt that Vargas would have decided to default in 1935, if
agreemente concerning the progressive liquidation of commercial
arrears had not been reached. Strong pressure was exerted by
government officials who thought that it would be preferable to
declare a moratorium on the foreign debt rather than face a
permanent shortage of foreign exchange cover needed to settle
commercial paymentg =as

= Law to Sargent, 16.2.34, A1620/147/6, PRO:FO 371.

we Broad’s minute, 16.2.34, A1503/147/6 and Niemeyer to Waley,
1.3.34, A1768/147/6, PRO:FO 371%.

o Draft, Simon to Leather, 7.3.34, A1440/147/6, PRO:FO 371.

B= Rio to Washington, tel. 14, 25.1.34 and Clark to FBPC,
25.1.34 FRUS 1934, pp. 615-6.

o> Dantas to Costa, 6.1.35, Vargas to Aranha, 9.1.35, quoted by
Silva (1969) pp. 49-50. In m1d-1935 Vargas proposed to Aranha that
the public foreign debt ehould be nationalized but met with hie
disapproval, Vargas to Aranha, 13.8.35, Archivee of the Getulio
Vargas Foundation-CPDOC (FGV): Vargaes Archivee (GV).
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3. The 1937 Default and the 1940 Sousa Costa Scheme

The foreign debt question was discussed by Sousa Costa,
the Finance Minister, and the Foreign Bondholders Protective

Council (FBPC) during the summer of 1937 when a Brazilian mission
visited the United States. HNo agreement was reached, however, on
the general lines of a new settlement to replace the Aranha Scheme

in 1938, and it was decided that the Brazilians would draw up a
proposal which would be taken as a basis for discussion a4,

3.1 The 1937 Default

After the coup d’Etat of November 1937, however, the
Brazilian Government announced the suspension of all public
foreign debt payments. Vargas argued that Brazil had been forced
to default because it was impossible both to service the debt and
pay for importe, which were essential for the re-equipment of the
ratlwvay system and of the armed forcee. The alternative courege of
entering into a new funding scheme was considered to be
unacceptable, as it would increase the outstanding debt which was
already considered to be out of proportion with the country ‘e
capacity to pay ==,

The Economist- s assessment of the default is
representative of the British Press reaction: "the Brazilian
default ranks among the most cynical that the London market
remembers” %4  The reaction of the Americans was relatively mild,
fitting well with their basically defensive tactice concerning the
foreign debt question, 1.e., letting the British appear as the
villaine and do the spade work and then press their specific
claims, generally concerning the distribution rather than the
level of payments. Their special concern seemed to be with the
poeesibility that any retaliation againet the default could lead
Brazil to impose new restrictions on trade, which would be against
their primary foreign economic policy objectives =~

24 Lindsay to Eden, no. 699E, 2.8.37, A5744/316/6, PRO:FO 371
and enclosure no.2, Rio to Washington, no. 25, 10.9.37,
832.516/255, NA:RG 59.

i Vargas (1938-43), vol. 5, pp. 26-8, speech of 10.11.37. The
American Consul in London, reported that at Rothschilde it was
mentioned that "the President’s decision to default might have
been a shrewd move in view of the increasing xenophobia in Brazil
and the need for army support, the commanders of which hadn-t a
gleam of understanding in regard to the repercusesions abroad of
default”, no. 33, London to Vashington, 18.11.37, 832.51/1220,
NA:RG 59.

D The Economist, 13.11.37,

ar Hull to Caffery, tel. 80, 16.11.37, FRUS 1937, pp. 353-4.
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The Americang, in fact, did not need to worry too much
about defending their bondholders as the task was being most ably
performed by Aranha, who, after some yeare in Washington, as
Brazilian Ambageador, had turned into an enthusiastic supporter of
a foreign policy involving much closer ties with the United
Statee. He denounced default as a communiet policy and thought
that ”"the default will coet more in dollare and pounde than it
would have cost to pay” and that in "the United States alone there
were almost a million people who depended on the Brazilian
paymente for their means of livelihood ... mostly poor and to make
enemijee of them would be an economic and political mistake,
especially in view of the fact that the American people consumed
half of Brazil s exportg” =e,

The main reason for the mildness of the American reaction,
however, must be sought neither in the context of the defence of
multilateral as opposed to bilateral trade nor of Aranha“g pro-
American utterancesg, but more l1kely within the context of
Roosevelt“s overall political strategy concerning the role of
Brazil in the realm of the Good Neighbour policy =2¢

Costa had returned from a mission to the United States in
mid-1937 with the feeling that the United States would not
retaliate if Brazil stopped debt payments, and this was certainly
taken into conesideration when it wae decided to default «e | After
the default, the Americans went as far as putting pressure on the
French to block their attempte to retaliate by means of a ban on

coffee importe from Brazil 4:, The British, on the other hand,

o8 Gurney to Eden, no. 401, 30.12.37, A222/25/6, PRO:FO 371 and
Aranha to Vargas 24.11.37, FGV:GV.
=7 Morgenthau, the American Secretary of the Treasury,
attributed the promiges of American financial assistance to Brazil
In 1937 to Roosevelt’s desire to counter German influence on Latin
American dictatore and to keep Vargas a Pan Americanist in epite
of his personal distaste for the man. Blum (1959), p. 493. FBPC‘s
suggestion that the US Government should not recognize the new
Brazilian Government because of the default wae rejected by the
State Department: "the Department recognizes no adequate grounding
either in law or in policy for following the suggestion ... It
does not believe that the best interests of American bondholders
would be served by this Government threatening coercive measures
even were such measuresg consistent with the policies of this
Government in protecting and promoting American interesgts in
general”, UWelles to Clark, 16.11.37, 832.51/1199, NA:RG 59.
e See McCann Jr. (1967), p. 45. In mid-1937 both Vargas and
Aranha favoured an agreement covering only the American loans.
Vargae would not hear the British proposal of just renewing the
1934 agreement for one or two years: he thought that there should
be a solution which would make the agreement more favourable to
Brazil. Vargas to Aranha, 17.6.37 and Aranha to Vargas 30.7.37,
FGV:GV.

of  Hull to Caffery, tel. 80, 16.11.37, FRUS 1937, pp. 353-4 and
Vashington to London, tel. 436, 29.11.37, A8591/795/6 PRO:FO 371.
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would, in theory, be quite prepared to make use of a claring under
the Debte Clearing Offices Act 1934 to deal with the Brazilian
default but "unfortunately ... in the case of Brazil, the balance
of payments ie not such as to make the threst of a clearing
effective”. The Britieh authorities, om the other hand, had a very
clear perception of the fact that "if the United States were to

exercise all the pressure on Brazil which they are in a poeition
to exercige, they could secure the payment of the dollar bonds in
full and leave nothing for the sterling bondholderg” 4=

In early 1938 The Economist returned to the eubject of the
Brazilian debt without mincing words: ”Brazil-‘s policy ie putting
an almoset unbearable strain on her ultimate interests: for though
the London market has alwaye been willing to give temporary
accomodation to hard-pressed debtors, it does not forgive high-
handed default”. Provided "the Government plays ite part in
restraining tendencies to extravagant imports” -- and taking into
consideration both the fast expansion of import-substituting
industrial output and the campaign to increase the cultivation of
wheat -- ”Brazil neede not make a rigid choice of destroyers (for
the Navy) or debt service”, as, after the liquidation of the
commercial arreare in 1940, some exchange cover would be freed. If
"extravagant imports” are taken to mean consumer goode imports,
the argument i1e quite irrelevant as these were on average only 1.3
million pounds higher during the default period (1938-39) than
they had been between 1933 and 1937. The Britieh lack of interest
in the Brazilian market was in any case in marked contrast with
American intereest not to lose ground in thies market for
"extravagant” importe 4=,

The Economist’s views were fully repregentative of the
views current in London about the Brazilian default, both tn the
Corporation of Foreign Bondholders (CFB) and in the Foreign
Office. On the other hand, both the British Ambassador in Rio and
Sir Henry Lynch -- Rothschilde resident repregentative in Brazi)l -
tended to adopt a view which was much more eympathetic to the
Brazilian version of the reasons behind the default. While it was
relatively easy in London to discount Lynch’s views by suggesting
that he waes "rather going native”, the Ambassador‘s influence was
such ae to block or soften some of the blunter CFB- e protests. It
ie interesting to note that the American Ambasesador was also a
"liberal” as far as the debt question wae concerned, in comparison
with the viewe held in the State Department =+,

am Waley to Holman, 29.12.37, AS412/3505/6, PRO: FO 371.

43 The Economist, 12.2.38 and 12.3.38.

“a Busk’s minute, 1.6.38, A4219/25/6 and Gurney to Balfour,
6.7.38, AB526/25/6, PRO: FO 371. The Economist’s views were milder
than those of Sir David Waley: ”"of course, I agree that the
Braziliane are dirty dogs, but ... I do not think it would help
the bondholdere to tell them go0”, Valey to Balfour, 2.8.38,
A6040/4176/6, PRO:FO 371 and Caffery to Hull, 7.3.38, and Hull to
Caffery, 25.3.38, FRUS 1938, pp. 375-6.
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3.2 The Sousa Costa 1940 Scheme

Representations made by the creditors throughout 1938 to
convince the Braziltan Government to take the appropriate steps to
reconeider its position were in vain. The negottatione which
eventually started in September 1939 were the direct result of
Aranha“s -- now Minister for Foreign Affaire -- vigit to the
United States early in the year to negotiate a wide range of
commercial and financial questions.

Aranha assured Hull that Brazil would resume service
related to American loans on the 1st of July 1939. Thise
commitment, which exceeded Aranha’s instructions, was strongly
criticized in Brazil leading to Costa‘s veto concerning service
resumption by the promised date. Aranha‘s undertaking, however,
made it impossible to avoid opening negotiations: on the ist of
July, the Brazilian Government made a token payment of USét
million in New York and informed the creditor nations of their
intention to resume payments in the future, inviting the
associations of bondholders to send representatives to discuse the
matter in Rio. In the meantime, Aranha was reassuring the American
Ambaseador, that Vargas had decided to adopt a policy of full
cooperation with the United States. His plan was "to lay down a
policy that Brazil will pay debts out of her commercial capacity
to pay having regard to her balance of trade with each separate
country. The result would be, of courege, to favour the American
bondholdere, the French also to some extent and the British not at
all” 4=, The foreign negotiators did not arrive in Rio before
August, and, by then, it became increasingly clear that the
Brazilian Government had to wait and see what would be the impact
of the war on the export trade before entering into any commitment
concerning debt payments.

After the Brazilian generous use of dilatory tactice,
which led the Americans to send their representative back home,
Costa hinted in November to the British that 3 million pounds
yearly was the maximum that Brazil could afford to pay: equivalent
to about one third of the payments set under the Aranha scheme in
its last year. The Americane kept aloof of these preliminary
negotiatione and limited their intervention to advising the
Brazilians that they expected equitable treatment. Vhen, however,
the Americans heard that the Europeans were talking with Costa in
terms of a permanent gettlement of the federal debt only, the
Ambassador was authorized by the State Department to take part in

“s Rio to Washington, tels. 205, 209, 211 and 213, 30.6, 1.7,
5.7 and 18.7.39, FRUS 1939, pp. 361-8.
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the discuseions *<«, American pressure changed the atmosphere in
their favour, Vargas being reported as saying that he wase
interested in doing something for the Americn and Portuguese
bondholdere only. While it would be inappropriate to claim that
the deciesion to resume debt paymente was the result of pressures
related to the supply of credite, especially those for building
the steel mill at Volta Redonda, i1t is undeniable, in epite of
American assurances, that even if the two questions were "not tied
in American minds”, the Brazilians took the implications into
congideration 47, Implicit or explicit, these pressures were
effective as Costa in January 1940 communicated to the creditors’
representatives a proposal for a temporary settlement of paymentse
at 50X of the payments under the Aranha 1934 scheme which was
deemed as worthy of consideration as a basis for discussion.

The Americans were able to improve their poeition by
convincing the Brazilians to take only the last year of Aranha’s
plen (which provided for more generous payments for their low
graded loans) as the basis for the new scheme. Total payments
would rise from 4 million pounds in the firet year to 4.3 million

in the final year, 0.6 million more, over the four years, than in
the Brazilian proposal. The British negottator’s acceptance of
this American proposal, which involved relatively smaller payments

for the prime sterling bonde which had been successefully protected
in the past, was facilitated by a Brazilian undertaking to spend
no lese than 1.6 million poude in the redemption of Britiesh bonds
at market prices. The agreement was to run for four years.

as The Brazilian Ambassador in Washington made clear to Welles
that there was strong opposition to Aranha‘s undertaking,
especially among the military. Welles agreed that the matter
should be treated with care but insisted that it would be
difficult to extend credits to Brazil while public foreign debt
wag Iin default, Uelles’s memo, 5.7.39, 832.51/1479 172, NA:RG B59.
The FBPC showed, on the other hand, a consistent lack of
understanding of the difficultiees faced internally by Aranha,
Duggan“s memos, 1 and 24.7.39, 832.51/1515 and 1565, NA:RG 59.
Thie led to constant friction with the State Department even i1f it
had less leverage than the CFB had with the Foreign Office.
Morgenthau thought that the bondholders had excessive influence in
the State Department and insisted that private debts should not be
taken into consideration when discussing financial assigtance to
Brazil, see minute of 16.1.40, MP, book 236, pp. 1-6: Gaston to
Morgenthau, 18.1.40, Morgenthau Papers (MP), book 236, pp. 235-7;
Morgenthau to Hull, 20.1.40, MP, book 236, pp. 387-8 as well as
Blum (1965), pp. 51 and ff.

ar Tel. 461, Rio to Washington, 30.12.39, FRUS 1939, pp. 378-9;
Phillimore to Phillip, 13.1.40, CFB 341/14; Phillimore’s memo,
4.4.40, A2967/43/6, PRO: FO 371 and tel. 25, Uashington to Rio,
22.1.40, ltamaraty Historical Archives (AHI)/Brazilian Diplomatic
Miesions (MDB).
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During the negotiations there was a clear clash of vieus
between Phillimore, the Britigh negotiator, and the Britieh
Embasgsgy on one side and the CFB on the other. Phillimore in fact
found the Council“s ideas about Brazil“s capacity to pay entirely
unrealietic "as the whole question does not hinge on Brazil-‘s
capacity to pay but on the political difficulties which the
Government had to face in order to reinitiate payments if
confronted with the extremely low standard of living and chaotic
deficiency of transport and other equipment”. The Britieh
Ambaseador in Rio, added that CFB“s insistence in selecting as itse
meaguring rod the level of contractual payments should be
qualified by the recognition that some loans had for a long time
been in default and that service in the past had been met with the
proceede of new loane rather than out of revenue and balance of
trade. He thought that the Council "appeared to be in the cloude”
and recommended that they "should possess their soul in patience”
ags "bluff and bluster would only indispose the Brazilianeg and do
not good” 4@, Njemeyer, however, was still prepared to indulge in
a typical peroration: "I am quite sure that Brazil cannot expect
to get away in the end without making a more adequate recognition
of her obligations. If she does not, she will merely be written
off in disgust as a fraudulent bilk"” «¢,

The American improvement of their position in the debt
settlement can be seen as a specific manifestation of a general
turning-point in Brazilian foreign economic policy from the
beginning of 1939 onwarde. Even before the outbreak of the war
American economic and political influence in Brazil had been
increasing, following Aranha“s visit to Washington. Since then the
American bargaining power had been further strengthened by the
loee to the Brazilian export trade of many European marketes.

“4® Tels. 143 and 144, Rio to London, 12 and 13.12.39, A8715 and
AB747/7136/6, PRO:FO 371.

ar Niemeyer to Phillimore, 8.2.40, Archives of the Corporation
of Foreign Bondholders (CFB) 241/15. Thisg can be contrasted with
Mr. Dalton’s speech to the Brazilian Chamber of Commerce on the
6th of May of 1947 on the problem of blocked sterling balancesowed
by Britain to her war supplierse (Brazilian balances amounted then
to 65 million pounds): "the vast accumulation of debt by Britain
representes an unreal, unjust and unsupportable burden. If Lease-

Lend and Mutual Aid had been applied among all members of the
Grand Alliance as they were between the USA and the Britieh
Commonwealth, by far the greater part of these debts would never
have been charged up against us. Sooner or later thie mase must be
very substantially scaled down. Britain is strong, but one sign of
her strength must be the refusal to take on fantastic commitments
vhich are beyond her strength and beyond all limite of good sense
snd fair play”: Keeeings“s Contemporary Archives 1947, May 3-10,
p. 8587.
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The Americans were almost certainly helped when Aranha
took over from Costa as the Minister in charge of negotiations
when these reached the crucial stage. While i1t 1s true that Aranha
in many ingtancee favoured American interestsg, 1t 18 necessary to
qualify this agsertion by mentioning that the situation was not
without ambiguity as he was thought to be under a certain amount
of conflicting pressure through his family linke with Olavo de
Souzs Aranha, who represented Schroeders and had been involved in
the compensation mark trade with Germany. From 1940 onwards Souza
Aranha’s interestes turned to the supply of cotton to Great Britain
and neutral countries as well as to financial deals related to the
nationalization of certain British investmente in Brazil me

The main opponents of the foreign debt settlement were
eome sections of the armed forces as uncertainty about the result
of the war still allowed them to show their pro-German sympathies.
Thie led Vargae to take a rather obstructive etand, requiring the
combined persuasive efforts of Costa and Aranha to gign the
agreement =:  Yhatever was the strenght of the pro-German faction
in Brazi]l the fact remained that Germany did not control either
ehipping or shipping routee. Left without the German market as an
outlet for her exports and uncertain about the level of future
Allied purchases, Brazil had no alternative but to continue to
move more and more towards the United States. To the economic
facts must be added no lese important political considerations
within the Pan-American context, involving growing friction
between Argentina -- pro-German enough to remain neutral for a
long time but ironically "protected” by the British from American
pressure as i1te foodstuff exporte were vital to the British war
effort -- and Brazil -- where pro-German leaninge at the political
level found a progressively more hostile environment due to the
country“s increasing economic integration with the United Statesg ==

®® See Hilton (1969), chapter 10; Charles to Scott, 11.2.43,
A2506/2506/6; F16522/01/3 and F18535/01, PRO:FO 371.

w4 Phillimore“s memorandum, 4.4.40, A2967/43/6, PRO:FO 371.

B American influence during the war indeed grew to such a point
that the State Department adviged the Foreign Office that they
regarded the United States Ambassador in Rio "in the same light”
as the Foreign Office regarded H.M. Ambassador to Egypt. See
Charles to Scott, 5.2.42, A2764/2764/6, PRO: FO371. There ig a
good deal of interest in the comparative study of Brazil and
Argentina in the 1930s and 1940s concentrating on the different
reactiong in each country to changed conditions in the
international economy, associated to the distinct nature of their
economic structure and international relations. Argentina moved
politically to the right in the 1930s while oligarchical political
influence wae weakened in Brazil: the succees of the nationalist
officers movement in Argentina i1e followed by Vargas‘s downfall;
relations between Argentina and the United States deteriorated

while political and economic tiees between Brazil and the United
States became much closer; Britiesh influence in Argentina remained
important while declining in Brazil. Abreu (1984) studies some of

the contraste of international economic policiee and their impact
on economic performance.
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If anything, Brazilian payments ae agreed under the terms
of the 1940 agreement were on the low eide » a8 acknowledged by
Costa to Phillimore, because the Americaneg took care not to
overmilk their Pan-American ally and because both the British and
the French were eager to receive some payments, however low, from
Brazil. Moreover the Britieh underestimated their requirements for
Brazilian raw matertale which resulted in a reversal of the
Brazilian eterling position after 1941. Uhitle before 1941, Britain
had to expand her purchasing programme in Brazil artifictially to
agssure the payment of Brazil‘e sterling commitmente, from 1941
there was a progressive accumulation of sterling in the Brazilian
gpecial account. Had thisg been anticipated 1n London 1t would have
certainly resulted in upgraded Britieh claims.

4. The Permanent Public Foreign Debt Agreement of 1943

Costa felt in early 1943 that time was ripe to begin talks
with the Britieh concerning the renewal of the 1940 agreement,
which would expire by the end of the year. This Brazilian move was
prompted by the rapid rate of accumulation of blocked eterling
balances in London and the likely continuation of thisg trend.
Costa anticipated that after the war Brazilian exporte would have
problems adjusting to competition in a normalized world market and
that heavy demands would be made on the existing foreign exchange
reserves to import essential capital goods for which there was
coneiderable repressed demand. Thus, the moment was tdeal to
settle once and for all the public foreign debt question by means
of a permanent settlement. He was prepared to spend 7.5 million
pounde in total yearly paymentsg as well as 26 million for epecial
amortization of as much as possible of the outstanding debt ==,

After three months of negotiationg -- without the
Americans -- this offer was improved. Two optiones were offered to
the bondholdere. Under option A, there would be no reduction of
the outstanding debt and payments would be at 70X of the level of
the last year of Aranha‘s scheme involving total payments of 7.3
millton pounds (4.4 million interest and 2.9 million einking fund
payments) 1f all bondholders opted for thie option. Under option
B, a proportion of the outetanding debt would be redeemed through
cash payments while the residual debth would be converted into new
4X Federal bonde in the case of all loans in gubstitution of
previous Federal, Coffee, State and Municipal bonds. Cash payments
would total 20.7 million pounds, redeeming 85.6 mtllion poundes of
outstanding debt -- almost 40X of total debt, at the average price
of 24X -- while yearly payments would total 8.1 million (4.4

©> Tels. 93 and 94, Rio to London, A1383 and A1397/473/6, PRO:FO
371. See Costa to Vargas, 6.2.43, FGV:GV, esuggesting that
negotiations should be opened to foreetall attempts by creditore
to ask for integral service in face of the position of Bra=zilian
reserves.
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million interest and 3.7 million sinking fund payments), always on
the agsumption that all bondholders opted for thie option. It must
be noted that contractual rates of interest varied between 4% and
8X =,

London“s reaction to the Brazilian proposal was
unf avourable, as it was considered to be out of proportion to
Brazil’s favourable exchange position. Phillimore was dismayed

with what he considered to be London’s unrealistic line, based on
the lack of appreciation that the foreign exchange position was
the result of a wartime export boonm, coupled with the inability to
obtain imports, and that this was unlikely to continue after the
war =5,

Costa’s disclosure to the Americane in June, that
negotiatione had been proceeding since the beginning of the year
with the British, caused a lot of embarassment to the CFB and was
an important reason for American 1l11-feelings towards the British
during the following joint negotiationes. After a long delay, the
Americans decided to send representatives to Rio. Their
instructions made clear the intention to settle for good their
differences with the British concerning what was regarded as the
grossly discriminatory and unduly favourable treatment of high-
graded loans in the past. A re-grouping of grades wasg wanted,
which would fundamentally change the framework of Aranha‘s plan to
the detriment of sterling loane. Their first proposal to Costa
ment ioned payments of 9.7 million pounde yearly. The Brazilians
found the proposal unacceptable and avoided becoming entagled in
the re-grouping controversy, claiming that it was an Anglo-
American question =e,

After protracted negotiations, all parties agreed to a
permanent settlement which would offer to the bondholders two
options, no mention being made ae to the classification of loans
by grade as had been the case in previous settlements: a move
designed to cover up the damage done to gterling loane. The final
framework of the settlement followed the lines of the Braziliane-’
of fer. Under option A, the original bonds would not be eubstituted
by Federal bonds and yearly payments of initial 7.7 million poundse
(of which 5.2 million interest) would be made, on the assumption
that all bondholdere would choose it. Option B would involve an

tia Phillimore to Niemeyer, tel. P183, 7.2.43, CFB 241/20.
b Tel. 349, Rio to London, 10.6.43, A5520/473/6, PRO:FO 371.
ol For details on the negotiations see enclosures, no. 12846,

Rio to Washington, 24.9.43, 832.51/2199; enclosure no. 12927, Rio
to Washington, 30.9.43, 832.51/2210: enclosure no. 12988, Rio to
Washington, 7.10.43, 832.51/2215: Mc Cormick to Munro, 27.10.43,
832.51/2242;: tel. 5067, Rio to Washington, 29.10.43, 832.51/2235;
Mc cormick to Munro, 5.11.43, enclosure no. 13328, Rio to
Vashington, 832.51/2246: Orton to Munro, 26.11.43, 832.51/2291: Mc
Cormick to Munro, 9.10.43, 832.51/2218, 14.10.43, 832.51/2221 and
21.10.43, 832.51/2232, NA:RG 59.
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initial service of 8.4 million pounds yearly (of which 4.9 million
interesgt) of the new 3.75X Federal bonds, as well as cash paymente
of 22.3 million pounde redeeming 79 million of outetanding debt at
an average price of 29X, also on the assumption that all
bondholdere would chooee thie option =7,

Old grade 8 loans would be redeemed at 12X of the
outstanding principal and the bulk of the interest srrears --
those corresponding to the 1937-40 default -- would be liquidated
at 25X of the 1940 agreement rates (that i1s, in the "best” case st
12.5X of contractual rate of interest =@, The settlement meant a
partial abandonment of the principle that better secured loans
(mainly British) should get priority in the event of a partial
default. All Britigh attempte to move the Americans from their
poeition fatled.

That the settlement was not favourable to the British is
clear from a comparison between the preses releases of the CFB and
of the State Department. The CFB made clear that "the allocation
of available money between the various Bonds revealed marked
differences of outlook not only between the creditors”
representatives and the Brazilian government but between the
British and the Americane and that they could not pretend to be
satisfied with the resulting differentiation between the various
Bonde”. The State Department stated that "the propoeal i1e a
manifestation of Brazil’e earnest desire to meet its foreign
obligations within the limits of its capacity. Thie Government 1is
extremely gratified that an arrangement of this far-reaching and
definite nature has been reached between the Brazilian authorities
and the United Statee and British bondholders =%, Officials in the
Foreign Office, while not particularly unhappy with the outcome of
the negotiatione, were, however, very critical of the CFB’s
secretive methods, keeping the Americans in the dark for so long,
and blamed Niemeyer, who believed he held ”"zome special posttion
in Brazil as the G.0.M. of finance «e, There was a clear
unwillingness to give due credit to Niemeyer ‘s influence as an
important reason for British achievemente in 1931 and 1934.

Phillimore ascribed the behaviour of the Americans
throughout the negotiations to their tendency "to regard Brazil as

id Present values generated by options A and B were equivalent
at 4X a year. At ratees of discount higher than 4X alternative B
would be more atractive. Rigk entatled by option B moreover wae
lower as responeibility ag the debts were contractually taken over
by the Federal Government.

e See Decree Decree Law 6019 of 23.11.43 , Diario Oficial,
25.11.43 for detatle on specific loans

Lidd CFB announcement, 26.11.43, A10774/473/6 and tel. 5376,
Washington to London, 28.11.43, A10846/473/6, PRO: FO 371.

o There was even talk -- by Sir Edward Peacock of Barings --
of Sir Otto“e "idiotic behaviour”, Mather-Jackson’s minutesg,
27.11.43 and 31.12.43, A10714/473/6 and AS77/77/6, PRO: F0371.
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their own backyard” and their being inclined "to be upset when
anyone else comes and plays in it uninvited”. Costa’s irritation
with the unreasonable American demands had led to his appointing
Bougae, his main adviger, to proceed with the negotiations, and
thie had worked to the disadvantage of the British ase "though
Bougas may know how to handle the Americans, he also derives his
income from that quarter”. He found the unfavourable reaction of
the London market to the settlement inconsistent with the
quotation of Brazilian bonds on the Stock Exchange but that the
market had come to realize that "there is a political factor too
and that Brazil“se will to pay is in a less healthy condition than
her capacity” &1

The Economist, once again, reacted very unfavourably to
the settlement as payments were found to be too low considering
the Brazilian capacity to pay and priority should have been given
to loans with a specific security as opposed to loans generally
secured: "to have offended Brazil by asking for more would have
run counter to the Good Neighbour policy ... to put the matter
quite bluntly, the British holder of Brazilian obligatione has
been made a sacrifice to Pan-Americanism” <=, Phillimore, not
unreasonably, took exception to this line of criticiem, pointing
out that it was useless to insist that Brazil should have to pay

more when in the past she had paid out only 2.6 million poundes net
yearly (average 1901-41) and her other financial commitmente were
estimated as between 5 and 20 million pounde yearly. The Brazilian

theoretical debt service often mentioned in the press included
some loans which no responsible banker should ever have made. He
argued that the American loans, which were entitled to 41X of
total interest and 46X of total sinking fund payments, would get
considerably less than this 1n the case of both optione offered to
bondholders. The superior status of the secured loans had, thus,
been maintained. He avoided to mention, however, that the superior
status of the secured loans had been less respected in 1943 than
In previous agreements. He added that Brazil was offering the
settlement not because of any compelling sense of moral
obligations but for strictly material reasons. Because her
economic position was not prosperous, some of the more
conservative government officiale recognized that her future
depended largely on her ability to attract foreign capital. If the
settlement did not produce the desired effect of restoring her
tarnished credit, Brazil "may well decide that thesze many millions
of much-needed cash are too high a price for such dubious
publicity”. He would therefore favour efforts to put the
criticisme right and th present the facts fairly =,

i Phillimore to Elliot Butler, 8.12.43, A16/16/6, PRO: FO 371.
ikl The Economist, 25.12.43.

&s He added in a post scriptum: "1 am thinking of sending you a
seriees of snapshots, for publication in the press, of croes-
sectione of the population of Rio disporting themselves during
Carnival. Any bondholder who saw them could be guaranteed to take
Plan B and to take i1t quick:; and inetead of eighing for that
mythical 23 million pounds a year which he never in fact received,
he would marvel with me at the magnitude of what he ie now being
of fered”, Phillimore to Powell, 26.2.44, PRO:F0128/425 (7).
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The Economist waes, however, not wide of the mark as far as
the "eacrifice to Pan-Americanism” was concerned as the aims of
H.M. Government’s policy concerning Latin America had been defined
earlier in the year ae being "to preserve, and if poesible
intensify, by all suitable means, our existing good political,
economic and cultural relatione subject to the overriding
necesegities of the sucessful prosecution of the war and of the
maintenance of the fulleet unity and understanding with the United
States”«4

5. Conclusions
Throughout the negotiations concerning the Brazilian

foreign debt in the 1930s ans 1940s it wae clear that different
tactice were adopted by the American and Britieh negotiators. The

Americans tended to adopt quite a mild and conciliatory stand -
paying careful attention to their strategic economic and political
aims in Brazil - while the Britigh tended to worry only about the

maximization of financial payments. While thie distinction can be
easily understood as far as the settlements of 1940 and 1943 are
concerned when Britain desperately needed cash, the different
polictee of the two main creditore are perhape a bit more
difficult to explain during the earlier period.

Ae oppoeed to Great Britain, which had seen a Corporation
of Foreign Bondholders founded as early as 1868, the United States
- because of ite very limited experience as a creditor nation -
faced the wave of defaults on bonde floated in the American
financial market after 1930 without a bondholderes’ organization.
During the Hoover period, the American banking houses were unable
to obtain offictal support in their attempts to protect the
intereste of bondholders, being repeatedly advigsed to contact the
Brazilian Government directly. This aloofness on the part of the
State Department, contrasts with the official blesesing given to
the agreement signed in 1933 between the Bank of Brazil and
geveral American companiesg to allow the transfer of arrears
concerning profit remittances and outstanding bille. There was a
clear government priority favouring the transfer of frozen
commercial credite over paymente to bondholders, which contraste
eharply with British policy 4= | Phen bondholders protested
against the 1933 agreement the Federal Reserve Bank of New York
took the line that the agreement was vital for the re-
establ igshment of Brazilian credit and that full payment of the
public debt service would be premature. Roosevelt, himself,

it Perowne s printed memorandum on the United States and Great
Britain in Latin America, A2230/348/51, PRO: FO 371. In 1941
Churchil]l had inetructed the Foreign Office to adopt aes British
policy towards Brazil: ”"petting Vargas”. Churchill e minute,
27.10.41, A8705/190/6, PRO: FO 371.

an See Wilson (1971), pp. 171-83 and Hilton (1969), p. 38.
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stressed that the United States government would interfere in
transactions between American private citizens and foreign
governmentse, only if there waeg discrimination between different
types of creditors €« | The Foreign Bondholders Protective
Council organized wae never, ag an institution, sas independent
from the government as ites British counterpart. Its increasingly
semi-official character led it more readtly to adapt i1ts claime to
the requirements of the American foreign policy.

In 1935, Uelles was reported to have told Aranha that the
United States had no material interest in the debt, ae suspension
of payment would revert to the benefit of American trade, but,
that i1t was mainly the loss of Brazilian poltitical prestige that
he had in mind when objecting to default «* , The American
Ambasgeador in Rio made the policy quite clear to the Consul-
General -- who was a critic of the Brazilian treatment of American
arrears -- "1f securing exchange cover was our only problem in
Brazil, we might well enough send the fleet, land marines, and get
what we wanted but ... we must not forget that this 1e only one
phase of the relations between the two countrieg” «e |

From the British side i1t 1s also possible to find evidence
that, throughout the period under consideration, the Americans --
somewhat surprisingly for the British -- opted for a mi1ld stand in
their financtial negotitione in Brazil. Niemeyer, who waes not known
ae being eitther glow or very considerate when he thought that
British interests were being discriminated against, recognized
that "as a whole, 1t must be admitted that the Americane have used

their complete power over Brazilian exchange with extreme
moderation: changes which they finally accepted in the 1934 Plan
ae originally proposed by the Brazilian Government are in relation
to the whole, exceedingly small” ¢ | Sir William Seeds, the

British Ambassador in 1934, felt that the Americans "think it more
politic to let Brazil gradually realize her position vig a vie the
States than to impress i1t on her vi et armig” refraining
therefore, from using their strong bargaining position to extract
full payments from Brazil »e

The initial over-generous Brazilian reaction in 1931 can
be explained partly as a specific manifestation of the fact that
overall economic policy adopted by Vargas’s firet Finance Minister
in 1930-31, Uhitaker, was under heavy British influence, and
partly by the inability to recognize that the country was facing a
long-term crigie in the international economy. The excesesively

as Kent to Phillips, 28.6.33 and Phillips to Kent, 30.6.33,
832.51/780, NA:RG 59.

hdd Aranha to Vargas, 6.3.35, FGV:GV.

a8 Gibson to Wilson, 13.3.34, 832.5151/339 1/2, quoted by
Hilton (1975), p. 38.

e Waley to Craigie, 27.3.34, A2549/170/6 and Niemeyer to
Craigte, 29.5.34, A4362/170/6, PRO: FO 371.

7e Seeds to Craigie, 5.6.34, A5053/310/6, PRO: FO 371.
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favourable terms conceded in 1931, forced the Brazilian Government
in 1934 to accept a scheme, inepired by the British, which was
st1ll too generous when compared with the economy’s capacity to
generate foreign exchange as shown by the accumulation of
commercial arrears. The 1937 default marked a reversal of thie
policy and paved the way for the negotiation of more favourable
agreements after 1939.

If an attempt 1s made to quantify the gaine to Brazil
originating from the successive settlements compared with what
should have been patd according to contracts, it is tmportant to
distinguish between two very different concepte of gain related to
the reduction of service paymente [zee table 41. On the one hand,
there are what can be called postponement gains which correspond
to a postponement of payments bringing short run relief to the
balance of payments position and are strictly equivalent to a
forced loan. This 18 the case, for inetance, when ginking fund
payments are suspended but the debtor is still legally bound to
pay in the future. On the other hand, there are permanent relief
gains which correspond to a real reduction of payments, no legal
obligation remaining to pay what has not been fully paid. Thie is
the case when interest coupons are tendered by bondholders in
return for an agreed reduction of contractual payment.

Table 4
Brazilian Gains from Default,b1932-1944
in millione of pounds

Postponement Gainege Permanent Relief Gains
1932 16.2 0.4
1833 16.8 0.4
1934 15.9 5.7
13935 15.5 7.3
1336 15.1 6.9
1937 14.5 5.6
13838 23.0 1.4
13939 23.0 2.0
1340 19.6 9.4
1941 18.9 8.2
1942 18.0 8.0
1943 18.1 8.2
1944 4.2 38.4

x Theee figuree result from a comparison between what was
actually paid by Brazil and what would have been patd 1f bonds
vere quoted at par prices.

Postponement gains for the period under conesideration were
calculated assuming a theoretical (that i1s contractual) total
gservice of roughly £23 million yearly. Permanent relief gains are
the result of the addition of: actual reduction of interest
paymente corresponding to the 1934 and 13940 settlements:; interest
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paymente not paid on loang in chronic default redeemed at 12% in
1343: interest arrears which were not fully paid in 1943; gains
related to the redemption of grade 8 loans at 12¥% and foregone
interest on arrears, also in 1943 [see table 4]. The figures in
table 4 do not include gaine resulting from reduction in interest
rates and principal brought about by the 1943 agreement. The
immediate gaine related to cash payments under option B would have
been of 56.1 million pounde i1f all bondholdere had preferred this
option which i1s a fair approximation of what really happened. The
average interest rate on outstanding debt was reduced by 3.64 X
under option A and 2.38X under option B. Assesesment of total
Braztlian gains entailed by the agreement by computing the present
valuee of each option as compared to contractual terms is made
difficult by the lack of sufficiently detailed information on the
different options. Suppoeing once again that all bondholders
dectded for option B, such gaine -- in terme of reduction of
presgent value entailed by discounting the reduced yearly paymentes
using the original average interest rate -- amounted to 54.9
million pounds. One may think as if a total foreign debt of about
220 million pounds in 1943 had been reduced due to principal and
Interest rate reduction to 111 million poundse.

The importance of postponement gains i1eg made clear by the
fact that they correspond to 53X of total imports in 1932,
declining to 22X in 1937 and rising to roughly 40% in 1938-39 »s
From the point of view of availability of foreign exchange, the
successive reductions of service payments were equivalent to an
increase in exporte and made possible the avoidance of further
reduction in the level of importe »=

The fall in the level of economic activity -- and
particularly in the level of imports -- led to an absolute fall in
Federal Government revenue, which did not recover its 1928 nominal
level until 1934. Even if there had been no foreign exchange
constraints, 1t would be hardly practical to go on fully gervicing
the debt when thie would have required more than a third of total
Federal revenue. The relief brought about by the reduction of
paymente allowed a shift in government expenditure from foreign
debt paymente to the domestic purchase of goods and services with
a8 coneequent benefictial influence on the level of overall domestic
activity. The share of the Minisgtry of Finance in total Federal
expenditure fell from 42X in 1929 to 29X in 1938, while the armed
forces share increased from 22X to 30X and the Mintistry of
Transport share from 23X to 26%. It would be interesting to know
more about the breakdown of Federal expenditures, but information
on thies 18 unreliable »=

s Straight comparisons between postponement gaing and the level
of importe are, however, distorted by the accumulation of
commercial arrears during the period.

7= For details on the import structure see FGV (1968), vol. 2.
7 FGV's data on government capital formation presented in
Villela and Suzigan (1975) do not make gense, varying from 10.3%
of Federal government expenditure in 1933 to 1% in 1937.
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Some could be tempted to suggest that policy-makere could
have introduced policies which would assure a much larger relative
reduction of consumer goods imports during the 1930s -- in
particular of consumer durable goods -- leaving more foreign
exchange available for capital goods imports or to pay more debt
gervice. On the whole 1t does not seem that increased consumer
goods imports were made at the expense of the more essential
capital goode importe. Firstly, the imports of some non-durable
goods, espectially foodstuffs, were particularly difficult to
compress. Secondly, one sghould, in fact, expect an increase in the
ghare of consumer durable importe as these goode were mainly "new”
goods recently introduced in the Brazilian market. Thirdly, until
1934 and after 1937, exchange controls assured, one way or the
other, the availability of foreign exchange for essential imports.
Fourthly, the demand for imported capital goode was artificially
reduced by the ban which was operative, between 1931 and 1937, on
importe of machinery for induetriee producing a whole range of
consumer goods which were jJjudged to have excess productive
capacity.

As far as the choice between consumer goods imports and
debt payments in concerned, i1t is obvious that the government
found it politically more convenient to court public opinion by
allowing a certain level of non-essential imports than to pay more
debt service, an alternative which did not involve immediate
advantages. This course of action was, of course, helped by the
American lukewarm policy concerning the foreign debt, partly
related to the prospects of their exports of non-essentials.

The examination of the real reasons behind the decision to
default in 1937, as well as of ite consequences, 1s particularly
interesting because this was the only instance when policy-makers
decided that the necessity to import essential goods was pressing
enough to entirely prevent paymente related to the foreign debt
gservice. It could poseibly be argued that there was some
gsimilarity between the Brazilian default in 1937, as a result of
the American recession, and that in 1931, as a result of worldwide
recessgion. This would be misleading. Firstly, because Brazil
managed to pay something during the early years of the decade when
exports were below the level reached in the late 1930s. Secondly,
while 1t 18 true that the real cost of paying debt service in
terms of foregone imports -- that is debt service divided by
capacity to import -- had been increasing noticeably, i1t was still
very far from reaching 1929 levels. Thirdly, the further
contraction of the balance of trade in 1938 suggests that policy-
makers attached a high priority to the objective of gecuring a
relatively high level of imports. The decision to default in 1937
was a clear reversal of the Braziltan public foreign debt policy;
Brazil was defaulting not because of the fall in export earnings
but because of the need to increase (or at least not reduce) the
level of essential imports.

Consideration of the political forces on which Vargas had
to base his power in order to assure the stability of the Estado
Novo, 18 of particular relevance to explain some of the non-
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economic considerations which led to the decision to default.
Placing the decision to default in terms of "either we pay the
foreign debt or we re-equip the armed forces and the trangport
network” Vargas was able, at the same time, to mobilize military
support for the new regime, to reduce the strength of internal
criticisms of the decision and to make a gesture to the Brazilian
fasciste which were hisg political allies at the time and objected
to the continuation of debt gervice payments 74 |

Evidence suggests that Vargas’s claim that the
inevitability of the default wae linked with the need to import
essential goods was partly an ex post rationalization of what had
already happened during 1937. The huge increase in the value of
imports between 1936 and 1937 was, indeed, even more pronounced in
the case of capital goods -- particularly railuay equipment
imports which doubled in value -- and to a lesser extent of
consumer durable goods 7=, Total imports fell both in 1938 and
1939, but it can be argued that the default prevented a further
reduction -- in capital good importe especially as they remained
roughly stable in value between 1937 and 1939 -- than would have
been the case if Brazil had not defaulted.

It 1s difficult to assess the effect of capital good
importe on output as there is no reliable information concerning
the level of capacity utilization. It seems clear, however, that
the heavy importe of ratlway equipment, which characterized the
second half of the 1930s, are related to the rapid expansgion of
transport sector output after 1935. The relatively poor showing of
industry in the late 1930g can largely be explained by the
extremely disappointing performance of agriculture -- especially
sugar cane -- during 1936-1938 (the food processing industry wae
respongible for more than 30X of total industrial value added in
1939), rather than by the competition of imports or the non-
availlability of capital goods »« ., Payments related to imports of
military equipment do not seem to have been that important as a
drain on avajlable foreign exchange as they required no more than

3-4 million during 1938-39 poundse. Actual paymente in hard
currency related to the two main military contractes -- German
field gung and British destroyers -- involved only 2.5 million

pounds 7,
One could be tempted to suggest that Anglo-American

contradictions benefited the Brazilians, as negotiations tended to
Ta Fascist views on the foreign debt question cannot be
dissociated from the fact that Germany was the only important
Brazilian commercial partner which had no interests related to the

debt question. See Arzet (1941).

7o See FGV (1968), vol. 2.

7o See Fishlow (1972) for sectoral industrial output.

4 Tel. 364, Rio to London, 7.12.40, A6040/4176/6, PRO: FO 371;
Ualey to Balfour, 23.10.39, A5021/71/6, PRO: FO 371 and expoegi¢8o
no. 49, ?.1.39, Gabinete, MF.
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concentrate on the distribution rather than on the level of total
payments. In every negotistion, however, this was not the case as
difficulties concerning the distribution of payments between

sterling and dollar loans invartably involved larger Brazilian
total paymentes to break the deadlock. This i1s not to gay that the
Brazilians avoided fostering the contradictions between creditors

as was patently the case when Costa disclosed to the Americans his
"secret” talks with the British in early 1943.

From the Brazilian point of view the permanent settlement
came at the right time as after the end of the war it would have
been difficult to avoid making larger payments when more foreign
exchange reserves had accumulated. If the post-war economic
policy-makere did not profit from this pre-emptive relief of the
foreign exchange position this cannot be attributed to the Vargas
administration’e lack of foresight 7®, Pogt-war difficulties

concerning the use of Brazilian blocked sterling balances seem to
indicate, however, with the benefit of hindsight that the
Braziliane were possibly too timid in their offers concerning cash

payments and could have further reduced their gterling debt using
blocked sterling which was badly used anyway.

In 1943, as in 1940, Brazil was able to pay less than she
geemed to be able to pay, because the creditor country which was
Iin the position to exert pressure was unwilling to do so because
of political considerations #® and because its economic strategy
in Brazil did not primarily rely on the maitntenance of this
specific type of financtal relationship. Great Britain, the main
creditor country, was scarcely in the position to exert adequate
pressure on Brazil and the Treasury would welcome a solution that

ro Argentina used part of her much larger reserves to redeem at
par more than 60 million pounds of the national government’s
foreign debt bestides spending more than 160 million pounds
nationalizing foreign owned ratlways. See Lewis (1948), p- 79. In
Brazil, nationalization of Britigh owned companies while a not
negligible way of absorbing sterling balances after 1945 was in a
much emaller scale, 1f for no other reason because there were less
railways to be taken over. At least 22 million pounds were used In
this way between 1945 and 1952. In 1950 Brazil gpent more than 20
million pounds of 1te balances in redeeming foreign debt bonds at
par 1In one of the most mysterious operations of Brazil’s troubled
financial history.See Keesing’s Contemporary Archives, 1945-52 and
Abreu(1982), passim.

i Phillimore thought that ”"there had been little evidence in

the last few years -- rather the contrary -- that the Americans
were interested in collecting their claime in Latin America at
all”, Phillimore to Bessborough, 4.1.44, PRO:F0128/425(7). Mr.
Phillimore confirmed to the author that the Americanes tended to
subject their financtal negotiations to constrainte related to
their strategic political and economic aime in Brazil. Interview,

London, 2.4.74.
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would relieve the position of the Brazilian special account as
exceesive accumulation of sterling could lead to growing
reluctance by countries exporting raw materials to go on gupplying
Britain without being able to satisfy their import requirements in
the foreseable future.

A discussion between the British and the State Department
negotiator throws further light on the differences of approach
between the main creditors. Discussing the question of how best
"to avoid in future the difficulties that arose on the present
occaeion [1343] through divergence between the Britisgh and
American pointe of view”, they could not reach agreement. The
State Department negotiator thought that the worst solution was
that when the creditors, after confabulation, proceeded to
negotiate as "the debtor might think that the big stick was going

to be used and would accordingly withdraw to his shell”. He
preferred to negotiate simultaneously and sort out difficulties in
loco. Phillimore preferred to negotiate separately, subject to

MFN, a solution which had been successful in the past. Butler, of
the CFB, however, insisgted that the sgolution which was thought to
be the worst by the Americans was "incomparibly the best ... the
argument about big stick may chime in with the Good Neighbour
policy, but is, of course, absurd from the bondholders’ point of
view: it 1e only too evident that the majority of Finance
Miniesteres required to be convinced of the eminence (gic) of the
stick (or carrot) before they produce even their second best” ee
Both the 1940 and, to a lesser degree, the 1943 agreement
involved much smaller yearly service paymente. 1944 was, of
courge, a rather atypical year since a considerable proportion of
payments was related to cash settlemente under option B (see table
2 ). The lower paymente, of course, resulted in much smaller
strains both on available exchange resources and on government
revenue (see tables 2 and 4) than those typical of the mid-1930s.
Uhile Brazil continued up to 1943 to enjoy considerable
postponement and permanent relief gains the 1943 permanent
agreement raises the question (knowing that the agreed conditions
were duly respected afterwards) of the extent to which holdere of

Brazilian bonds lost out as a result of the succession of partial
and total Brazilian defaults. Knowing in detail Brazil-‘s actual
paymente as well as actual net proceeds of all loans, it tg

possible to calculate an internal rate of return which can be
compared with alternative rates of return for prime investments
and give an idea both of how well the foreign bond markets allowed
for risk and of the actual losses suffered by bondholders as a
group.

Bondholders only lost i1f actual service is compared to
contractual service but sgurely it makes much more sense from an
economic rather than legal point of view to compare the rate of
return of Brazilian bonds to the rate of return of alternative

ee Phillimore to Elliot Butler, 8.12.43, A16/16/6, PRO:FO 371.
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investment in riekless alternatives such aes consgols. The much
higher rate of interest wae explained by the higher riek of such
loane. To estimate the losses to Brazilian creditors as a whole
entailed by successive renegotiations a computation must be made
of the internal rate of return taking into account the outflow of
interest and amortization paymente and the actual inflow of
proceede of new loane -- deducting the relevant discounts =z,
Computation baged on nominal valuee results in an internal rate of
return of 6.6X a year which must be compared to the average rate
of 3.4X on the alternative investment on console e=,

For Brazilian creditore as a group, the decision to invest
in Brazilian bonds produced an excellent yield if compared to the
alternative purchase of riskless government bonde. It is obvious

that the aggregate rate of return hides important variatin in the
ratees of return of especific loans: ceteris paribus the nearest the
flotation of a given loan to 1930, the larger the losses --or the
emaller the gaine -- entailed by the epecific loan €3 | The losses
for those who had entered the market too late resulted from the
impogeiblity of "unloading the cost to posterity” via further
loang ®+,

The present probleme placed by Brazilian indebtednese have
some similarity with those faced in the past. Indeed, after a
period of abstinence roughly until the mid-1960es the international
financial markets found waye to acommodate the needs of developing
countries. Brazil indebtednese rose very rapidly, first to build
up reeerves then, after 1973-74, to compensate for the steep rise
in o1l pricee. The second o1l ghock in 1978-79 and the
contemporary increase in nominal dollar interest rates resulted in
a complete loss of control of the rate of growth of indebtednese.
After the Mexican crisis, moreover, voluntary private foreign
capital inflow ceased entirely. In 1982 the gross foreign debt-
export ratio was of 4.2 and Brazil became a net exporter of real
resources. By 1984 the negative resource gap was of more than 5.4
X of GDP. The last five yeare were marked by dilatory moves from
debtore and creditore which do not attack the core of the problem
which is the conflict between contractual service of the foreign

®% It was supposed that Brazil would pay the debt up to 1987 but
the Brazilian default does not affect the resulte as more recent
gervice payments are extremely gmall.

@= Computation based on real prices results in similar rates.

®® To compare rates of return of Brazilian bonds to other
inveetments ideally the methodology proposed by Edelstein (1982)
should be followed: yearly rates of return should be computed
taking into account the price of bonde, interest paymente and the
relevant deflators. This 18, however, extremely data consuming and
thus impoesible to adopt comprehenesively in the case of Brazil. In
Abreu (1985) ratee of return for sterling and dollar Federal loans
are computed confirming the expected downward trend

Ba Carr (1843), p. 263.
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debt and the capacity to generate foreign exchange given certain
minimum economic growth targete o=,

Ae noted by E.H.Carr towards the end of the first cycle of
indebtedness in the early 19408 the probleme raised by the debt

crisig of the 19808 will remain with us "unless those who occupy
the most privileged position within [thel international financial
system will ... make deliberate sacrifices in order to make the

system work; and these liabilities, like money spent on relief,
must be regarded either as the discharge of a moral obligation or
an insurance premium for the maintenance of civilization”s«

i In the majority of debtor countries the 1982-84 period at
least has been marked by a sharp downturn of economic activity as
balance of trade maximization became the main target of economic
policy.

Be Carr(1943), p.264.



40

Bibl iography

Abreu, M. de P., A Dfvida Publica Externa do Brasil, 1931-1943,
Pesquisa e Planejamento Econémico, June 1975.

Abreu, M. de P., Brazil and World Economy, 1930-1945: Agpects of
Foreign Economic Policies and International Economic
Relationes under Vargas, Ph. D. dissertation,

Univereity of Cambridge, 1977.

Abreu, M. de P., A Divida Publica Externa do Brasitl, 1824-1931,
Estudos Econdémicos, May/August 1985.

Abreu, M. de P., Argentina and Brazil during the 1930s: The Impact
of British and American Internacional Economic Relations in
R. Thorp (ed.), Latin America in the 1930s. The Role of the
Periphery in Uorld Crisis, MacMillan, London, 1984.

Abreu, M. de P., Anglo-Brazilian Sterling Balances: 1940-1952,
Texto para Discuss¥o 58, Department of Economics, Catholic
Univereity, Rio de Janeiro, 1983.

Abreu, M. de P., Brazilian Public Foreign Debt Policy, 1931-1943,
Brazilian Economic Studies, 4, 1978.

Abreu, M. de P., A Miss¥o Niemeyer, Revista de Administrac8o

de Empresas, July/September 1974.

Arzet, R., A Alemanha e a lbero-America. Retrospecto e
Perespectiva, Leuzinger, Rio de Janeiro, 1941

Banco do Brasil, Relatdrio 1938, Rio de Janeiro, 1939.

Blum, J.M., From the Morgenthau Diaries. Years of Crisis, 1928
-1938, Houghton and Mifflin, Boston, 1959.

Blum, J.M., From the Morgenthau Diaries. Years of Urgency, 1938
-1941, Houghton and Mifflin, Boston,1965.

Borchardt, F., State Insolvency and Foreign Bondholderse, vol.l,
General Principles, Yale University Press, New Haven, 1951.

Bougas, V., Finangas do Brasil, Dfvida Externa, 1824-1945, Mi-
nistério da Fazenda, Secretaria do Conselho Técnico de
Economia e Finangas, vol. XIX, Rio de Janeiro, 1955.

Bougas, V., Finangas do Brasil. Histéria da Dfvida Externa Es-
tadual e Municipal. Volume X - edi¢Zo de 1942, Ministé-
rio da Fazenda, Secretaria do Consgelho Técnico de Eco-
nomia e Finangas, Rio de Janeiro, 1942.

Brasil .Finangas do Brasil, vol. 111, Ministério da Fazenda,
Comiss¥o de Estudos Financeiros e Econémicos does Estados
e Municfpios, Rio de Janeiro, 1934.

Carr, E.H., Conditions of Peace, MacMillan, London, 1943.

Carreira, L. de C., Histdria Financeira e Orcamentdria do Impé-
rio do Brasil desde a sua Funda¢¥o. Precedida de alguns
apontamentos acerca de sua independé&ncia, Imprensa Na-
cional, Rio de Janeiro, 1889.

Cavalcanti, J., Histdrico da Dfvida Externa Federal, Imprensa
Nacional, Rio de Janeiro, 1923.

Chenery, H.b. and A. M. Strout, Foreign Assistance and
Economic Development, American Economic Review,

September 1966.

'Edeletein, M., Overseas Investment in the Age of High

Imperialiem. The United Kingdom, 1850-1914, Methuen,

London, 1982.



41

Feie, H., Europe the World‘s Banker 1870-1914. An Account of
European Foreign Investment and the Connection of Uorld
Finance with Diplomacy before the War, Yale University
Preses, New Haven, 1930.

Fishlow, A., Origins and Consequences of Import Substitution in
Brazil in L. DiMarco(ed.), International Economics and
Development. Essays in Honor of Raul Prebisch, Academic
Press, New York, 1972

Fundag8®o Getulio Vargas.Estrutura do Comércio Exterior do Brasil
1920-1964, Rio de Janeiro, 1968.

Hilton, S., Brazil and Great Power Rivalry in South America, 1934
-39, Ph.D. dissertation, Univereity of Texas at Austin,
1969.

Hilton, S., Brazil and the Great Powers, 1930-1939. The Politice
of Trade Rivalry, Univereity of Texas Press,1975.
Instituto Brasileiro de Geografia e Estatfstica. Conselho Nacio-
nal de Estatfstica. O Brasil em Numeros. Rio de Janeiro,

1961.

——————— Anudrio Estatfstico do Brasil 1947, Rio de Janeiro,

Jenke, L.H., The Migration of British Capital to 1875, Alfred A.
Knopf, New York, 1927.

Lago, L.A.C. do , Balanga Comercial, Balanco de Pagamentos e
Meio Circulante no Brasil no Segundo Império: uma Nota
para uma Revis¥o, Revista Brasileira de Economia, October/
December 1982.

League of Nations. Economic Intelligence Service. World Economic
Survey 1931-32, Geneva 1933.

Lemos, C., Dfvida Externa. Andlise, Legislac%o e Documentos
Elucidativoe, Imprensa Nacional, Rio de Janeiro, 1945.

McCann Jr., F.D., Brazil and the United States and the Coming of
Uorld War II, 1937-1942, Ph.D. disegertation, Indiana
Univereity, 1967.

[Nurkee, R.], League of Nations. Economic, Financial and Transit
Department, International Currency Experience. Lessons of
the Interwar Period, Princeton, 1944.

Reis, F.T. de S., A DepreesZio Commercial eo Funding-Loan de 1931,
Jornal do Commercio, Rio de Janeiro, 1934.

Sache, J., LDC Debt in the 1980s: Rieks and Reforms, NBER,
Vorking Paper no. 861, Newo York, 1982.

Stlva, H., 1935. A Revolta Vermelha, Civilizag¢%o Brasileira, 1969.

Simonsgen, M.H., O Horizonte da Divida, Simposium,
November/December 1983.

Simonsen, M.H., The Developing Country Debt Problem, mimeo,

1984.
Stone, 1., Britieh Direct and Portfolio Investment in Latin
America before 1914, Journal of Economic History, 1977.
United Kingdom. Department of Overseas Trade, Brazil. Review of

Commercial Conditions 1944, HMSO, London, 1945.
United States. Department of State. Foreign Relatione of the
United States 1933 [1934, 1937,1938 and 19391, Washington.
Vargas, G., A Nova Polftica do Brasil, 11 vols., José Olympio, Rio
de Janeiro, 1938-44.



47

Villela, A. and Suzigan, W., Polftica do Governo e Crescimento da
Economia Brasgileira, 1889-1945, IPEA/INPES, Rio de
Janeiro, 1975.

Whitaker, J. M., A Administrag®o Financeira do Governo Proviedério
de 4 de Novembro de 1930 a 16 de Novembro de 1931, Revista
dos Tribunaee, S%o Paulo, 1933.

Wilson, J. H., American Business and Foreign Policy 1920
-1933,Beacon Press, Boston, 1971.

Woodruff, W., Impact of Western Man. A Study of Europe‘s Role 1in
the World Economy 1750-1960, Macmillan, London, 1966.



TEXTOS PARA DISCUSSAO

DEPARTAMENTO DE ECONOMIA - PUC/RJ

150.

151.

152.

153.

154.

155.

156.

157.

158.

159.
160.

161.

162.

163.

164.
165.
166.

167.

168.

169.

Abreu, M.P. e W. Fritsch; "GSP Graduation: Impact on Major Latin American
Beneficiaries".

Franco, G.H.B.; "Fiscal 'Reforms' and the Ends of Four Hyperinflations".

Carneiro, D.D.; "The Cruzado Experience: An Untimely Evaluation After Ten
Months/1".

Amadeo, E.J. e A.K. Dutt; "The Neo-Ricardian Keynesians and the Post-
Keynesians".

Modiano, E.M.; "The Cruzado Plan: Theoretical Foundations and Practical
Limitations".

Franco, G.H.B.; "Politica de Estabilizacdc no Brasil: Algumas Li¢Ses do Plano
Cruzado" .

Neto, A.F.; "Problemas do Controle Monetario no Brasil".

Abreu, M.P. e W. Fritsch; "G-5 Policies, Credit Availability and Latin
American Growth".

Bacha, E.L.; "Do Acordo de Plaza a MoratOria Técnica: os Tortuosos Caminhos
da Renegociacdo da Divida Externa Brasileira, 1983-87".

Franco, G.H.B.; "The Rentenmark 'Miracle'".

Moggridge, D.E.; "Problems in the History of the International Economy since
1870: the Gold Standard".

Correa do Lago, L.A.; "Investimentos Diretos no Brasil e a Conversao de Em-
préstimos em Capital de Risco".

Moraes, P.B.; "Keynes and the Role of Monetary Policy in a Stabilization
Program".

Werneck, R.L.F.; "Public Sector Adjustment to External Shocks and Damestic
Pressures in Brazil, 1970-85".

Moggridge, D.E.; "On Editing Keynes".
Modiano, E.M.; "Necessidade e Dificuldade de um Novo Cruzado".

Modiano, E.M. e W. Fritsch; "A Restricdo Externa ao Crescimento Econdmico
Brasileiro: uma Perspectiva de Longo Prazo".

Franco, G.H.B.; "Um Modelo para a Ado¢ao de Indexa¢do em Condigdes de Alta
Inflacao".

Amadeo, E.J.; "Multiplier Analysis".

Amadeo, E.J.; "Expectations in a Steady State Model of Capacity Utilization".



170.

171.
172.

173.
174.

175.

176.

177.

178.

179.
180.
181.

182.

183.

184.
185.

186.

187.

188.

189.

Bacha, E.L.; "Project Analysis and Income Distribution: Notes on the IDB/
OECD Conference".

Modiano, E.M.; "Plano Cruzado: a Primeira Tentativa".

Feinberg, R.E. e E.L. Bacha; "When Supply and Demand don't Intersect:
Latin America and the Bretton Woods Institutions in the 1980s".

Modiano, E.M.; "O PIB em 1987: Expansao, Recessao ou Estagnacao?".

Bacha, E.L.; "Escaping Confrontation: Latin America's Debt in the Late,
Eighties". )

Werneck, R.L.F.; "Umn Modelo de Simulagdo para Analise do Financiamento
do Setor Puablico". '

Amadeo, E.J.; "Controversies over the Equilibrium Position in Keynes's
General Theory".

Amadeo, E.J.; "Teoria e Método nos Primordios da Macroeconomia [IV]: Hicks
e o Dificil Compramisso entre Tempo e Equilibrio".

Franco, G.H.B.; "Direct Investment in Brazil: Its Role in Adjustment and
Emerging Issues".

Carneiro, D.D.; "Heterodoxia e Politica Monetaria".
Modiano, E.M.; "Repasses Mensais X Reajustes Trimestrais".

Bacha, E.L.; "Moeda, Inércia e Conflito: Reflexdes sobre Politicas de
Estabilizacao no Brasil".

Corréa do Lago, L.A.; "Economic Relations of Brazil and the European
Econamic Cammmity in the Post-War Period: a Historical Perspective and
the Present Situation".

Modiano, E.M.; "Novo Cruzado e Velhos Conflitos: o Programa Brasileiro de
Estabilizacdo de 12 de Junho de 1987".

Franco, G.H.B.; "Assimetrias Sistémicas sob o Padrao Ouro".

Fritsch, W. e G.H. Franco; "Investimento Direto: Teoria e Evidéncia
Empirica".

Moraes, P.B. e L. Serven; "Currency Substitution and Political Risk:
Mexico 1978-82".

Abreu, M.P. e W. Fritsch; "Obstacles to Brazilian Export Growth and the
Present Multilateral Trade Negotiations".

Abreu, M.P. e W. Fritsch; "New Themes and Agriculture in the New Round:
A View fram the South".

Abreu, M.P. e W. Fritsch; "Market Access for Manufactured Exports fram
Developing Countries: Trends and Prospects".



190.

191.

192.

193.

Modiano, E.M.; "The Two Cruzados: The Brazilian Stabilization Programs of
February 1986 & June.1987".

Abreu, M. de P.; "Indicadores Sociais Revisitados: Paradigmas Internacio-
nais e Brasileiros".

Abreu, M. de P.; "British Investment in Brazil: The Relevant Century, 1850~
1950".

Abreu, M. de P.; "Brazil as a Creditor: Sterling Balances, 1940-1952".



