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SUMBRIOD

0 ensaio discute as mudancas observadas nos padries de
comercio brasileiro no periodo 1970-198%. Com este proposito
observa—-se o comportamento de graus de abertura e de indices de
competitividade e vantagem comparativa desaaregados setorialmente,
e avalia—-se a influfncia da politica comercial e de fatores

exogenos operando atraves de filiais de empresas multinacionais.

ABSTRACT

The paper discusses the observed changes in Brazilian
trade patterns during 19701985 . In this connection the paper
surveys the behavior of sectorially disegaregated tradeability,
competitivenes and comparative advantage indices and assesses the
influence of commercial policy and of exogenous ftactors affecting

the strategies of foreign affiliate Fivrms operating in Brazil.



Introduction

Over the past twenty years, the Brazilian economy
experienced an impressive change in trade patterns brought about
by the amazing increase and diversification ot her manutacturing
exports. Elsewhere we argued that exogenous factors were 1mportant
in explaining Brazil = outstanding export performance in
manufactures* Here we consider the intfluence of domestic policies
- 1.8 , the trade regime — up to the mid—-1980s and rrobe further

into the analysis of Brazil s changing patterns aof trade.

Precise definitions of the trade regime - here defined as
including exchange rate management—- are difficult to establish®
However, wmost obseserverse agree that post-war trends in the
Brazilian trade regime had three main characteristics. The +first
two relate to the determinants and the structure of import
protection. One 1= the relation of interderpendence existing
between major changes in the trade regime and those of
macroeconomic varlables, as import repression and the imposition
of exchange.controls were frequently determined by external shocks
affecting the balance of payments position. The ather is the
traditional preference for quantitative restrictians (QRs}) and
other trade impediments over real devaluations i1n time= of foreign
exchange strinmgency. The third i1s the increasingly i1mportant role

rlayed by export promotion schemes since the late 19&40s.

See W. Fritsch & 6.B. Franco (forthcoming) .
= For an enlightening discussion see G. K. Helleiner (1988).

3.



There was little change in these broad characteristics up
to the early eighties. The brutal schock represented by the
collapse of international lending in 1982 brought the traditional
response of increased degrees of impart repression. This time,
however, the notion that external adjustment to the debt crisis
has to be made through more, and not less, trade involvement,
implied that these reactiaons were accompanied by sharp
devaluations and an increased awareness aof the negative effect af
fhe current deagree and of the structure of protection on export
per formance. This study investigates whether these changes in the
trade regime brought about by the need to adjust to the debt
crisis have affected the long run trends in Brazilian patterns of

trade established during the previous decade.

It begins, in Section 2, with a description of the
changing nature of the Brazilian trade regime thraough the 1970s up
to the mid-1980s, emphasizing its relation with a rapidly changing
international environment. In Section 3, the study considers the
trendsvin trade perfaormance and tradeability, highlighting changes
in the product composition of trade, and the time and sectoral
patterns of changes in EQmpetitiveness and comparative advantage
during the present decade. Finally some thoughts an the factars
behind the rapid diversification and technaolaogical upgrading aof
Brazilian manufactured exports, as well as on its sustainability,

are collected in Section 4.



2. Changes in the trade regime

The key instruments of the very active Brazilian trade
policy have not cHanged much during the 1970s through to the mid-
1980s. As far as commercial policy is concerned, high taritfs, but
with a large number of exemptions allowed by a heavy reliance on
ad-hoc gquantitative restrictions (GRs), as well as several export
promotion schemes have been present over the years. In addition,
there has been a strict connection between the strenght of trade

restrictions and the state of the balance of payments.

The same is true of exchange rate policy, a crawling peg
being consistently adopted since 1948. Indeed, a crucial feature
of the Brazilian trade regime during the 1970s and 1980s has been
the success in preventing frequent episodes of sharp exchange rate
appreciation as was common in the experience of other Latin
American countries. The only significant overvaluation episode
ocurred in 1984, during a failed attempt to break inflationary
expectations through fixing the nominal exchange rate, but was

quickly reversed after the payments crisis of the early eighties.

_However, there were some changes in the intensity with
which commercial policy instruments operated during thie period.
As regards import protection, after 1973 there was a clear
reversal of the steady movement towards liberalization begun in
the late 1940s. The balance of payments strains created hy the

first oil shock brought tariff hikes, a stiffening of administered
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import controle and the creati1on of new "speciral regimes’ {or
priority 1mports throuwgh which tariff exceptions and rebates werea
aranted on an ad-hoc as12”. From 1979, the 1mpact of the second
w1l shock was compounded by that of the onset of the debt crisis,
producing again a mar ked deterioratiron of the country s paymente
position and bringing 1n a new round of tariff 1ncreases and

administered trade rectractions

The mo=t effective restraiction enforced after the cecond
il shock was the granting of powers to CACEX, the agency 1ssulng
trade licences, to discretionarily suspend the 1ssuance of
licenses for all imports — except those under draw-back
arrangements and LAIA agreements, imparts for the Manaus Free Zone
and government purchases — 10 order to assure “the equillibrium 1n
the balance of trade” . The stringency with which 1t was exercised
varied markedly with the balance of paymerts position, although 1t
ie very difficult to capture quantitatively the extent o+ CACEX
cantiral, basically because bureaudcratic harascment is not usually
accounted far in measures of the effectivensss of non-tari1fd
harriers. Nevertheless, it is reasonahly accurate to say that,
until very recently, all non-oil imports were subject to CACEX
scrutiny, on top of more conventianal product specitic (GRs),
which covered S5&% of Brazilian tarif+ 1tem=s 1n 1984 Moreover,
there are outright prohibitions, which were made extremely severe

following the 1982 payments crisis, but have recently been

= For a detailed description of the evolution of the Brazilian
trade regime during the 1970s, see M. F P. Dib (1985, pp 43-60).
“t H. C. Moreira & A. B. Araujo (1984, p 38).

= E. Buimar3es et al (1988, Table 2., p. 25) .
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relaxed®. Regarding tariffs, the distinguishing features of the
Brazilian case are the high "legal" rates of effective protection
and the impartance of “special regimes" and exemptions. This can
be seen in Table i showing figures for legal and "“true", i.e. de

facto, sectoral rates of effective protection for 19746 and 1984.

Given that, as mentioned above, protection in Brazil is
mostly undertaken through administered quantitative restrictionc,
the low levels of true effective protection practiced in 1984 daoes
not, of course, indicate that Brazilian industry is exposed to
international competition. It serves only to illustrate the extent
aof tariff exemptions granted under the special import regimes.
Some effort has been made more recently to simplify bureaucratic
steps, reduce the number of "special regimes" and the extent of
“"redundancy" in the tariff structure. Though with little
significance as regards the levels of protection effectively
practiced, these measures should contribute to increase
transparency and reduce the symbiosis of business interestsvand
regulators in the administration of protection - especially as

regarde the application of the "similarity" law.”

it Substantial cuts in the number of products subject to import

prohibition were made in November 1988, reducing the list from
2300 to some 1000 items, and the authorities aim at reducing it to
300 within the next couple of years.

¥ Within the realm of Brazilian law, any imported product should
be subject to an exam to assess the extent to which one could find
“gimilar" national products. If this can be proven — for instance
by the presentation of a prototype — then the import is forbiden.
The exam is carried out by a CACEX expert chosen in conjunction
with the husinesses associations involved.



Table {
Brazil: Effective rates of protection, 1976-1984
legal true
Sector 19764 1984 1974 1784
All manufacturing 169 .5 165 .6 &4 .9 34 .5
Light manufacturing 255.5 2446 .1 43 .8 35.2
Food 222.8 212 .3 35.7 43 .4
Textiles 268 .1 268 .4 35.7 1.1
Heavy industry i28.8 114 4 77 .3 32 .4
Paper 237 .4 2i2.9 156 .2 110.9
Chemicals 88.3 Q5.2 B81.4 24 &
Non—-metallic minerals 194 .7 ige . 1 33.4 41 .5
Metallurgy 138 .4 Q1.4 74 .3 24 .0
High tech 135.7 137 .4 60 .4 14 .1
Machinery &7 .6 1i21.3 24 .3 19 .14
Transport equipment 206 .9 217.7 111.7 - 9.6
Agriculture 70.3 63.3 7.4 2464.7

Source: H. C. Braga et al. (1988, p. 47). Aggregated using
sectoral shares in total value added.

Finally, a word should be said regarding the export
promotion schemes, progressively implemented from the second half
of the 1940s. These schemes have taken a variety of forms
including exemptions from value added and income taxes and access
to subsidized financing, whose relative importance has changed
over the years. The usually accepted justification for such
incentives is the fact that they should offset the cost pressures
derived from the structure of protection. Indeed, it has been
shown recently that the sectoral distribution of protection and

incentives to exports are significantly correlated®,

Interestingly, the absaolute value of the mix of these

i R. Baumann (1985, pp. b66-67).
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incentives have varied little during the 1970s. The value of all
exemptions and subsidies conceded in 1970 as a percentage of the
value of exports was estimated as being of the order of not less
than 53% - of which 7.5X corresponded to credit subsidies, 13.5%
to tax credits and 31.7% to tax exemptions - and about &2% by
1979, In this same year, however, following pressures by the US,
the Brazilian government agreed to discontinue its export subsidy
programme. The value of tax rehates and suhsidies fell to under
37% of exports in 1980 but, as balance of payments problems
recurred, rose again to &9¥% in 1982 and only then began to fall

significantly*“.

The fall in voluntary bank lending and the possibilities
open by the 1983 recovery in world trade made for a areat concern
with export performance, no doubt reinforced hy pressures from the
IMF and the World Bank. The real exchange rate was devalued by
near PO per cent in 1983 and maintained roughly stable in the
following years** and there was an even greater emphasis on export
promotion, particularly on "import—-to—export" schemes. This was
ecpecially true of the BEFIEX programme, through which firms gain
access to imported intermediate inputs and capital goods at
international prices and can circumvent the otherwise
unsurmountahle obstacle imposed by “Ysimilarity" examinations
against the commitment of attaining a negotiated export target.

Between 1980 and 1984, 23.2% of the Brazilian manufactured exports

e R. Baumann & H. C. Moreira (1987, p. 484).

Ao Idem.
43 [Cf, §. Laird and J. Nogués (1988, Table 2, p. 9).
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were made under the BEFIEX. In 1985 this share rose to 34.5X and
in 1984 to around 40%, corresponding to an export value of nearly

Uss 7.0 billion*+®,

3. The changing pattern of Brazilian trade

The dramatic adjustment effort required by the fall in
fareign financial flows in the early 1980s forced a sharp swing in
both import and propensities in Brazil. Reflecting the changes in
the trade regime during the debt crisis described above and a
significant decline in activity levels in 1983 followed by a slow
and outward oriented recovery in the manufacturing sector in 1984-
85, Brazil ewxperienced a large swing in net exports as a
proportion of GDP — from —0.3% in 1980 to 5.0% in 1985 - and a
rapid acceleration of the growth of manufactured exports. These
recent changes stemming from the severe adjustment effort induced
by the debt crisis must be seen, however, as reinforcing longer
term changes in tradeability taking place as a response to both
structufal factors shaping comparative advantage as well as the
greater neutrality of incentives to the production of tradeable
goods followed since the late 19460s after several decades of

strong import substitution policies.

s R. Baumann & H. C. Moreira (1984).
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3.1. Changes in tradeability and the commodity composition of

trade
The extent of the growth of export propensities and of
import substitution - measured by imports as a proportion of

apparent consumption - between 1970 and 1985, both {for aggregate
trade flows as well as for trade in manufactures at a sectorially
disaggregated (ISIC 3-digit) level, are shown in Table 2*2.

The ohbhservation of the long term changes in export propensities
clearly reveal a marked upward shift in the eighties, led by
manufactured exnports. The share of imports in total demand
exhibits, as expected, a falling trend in the eighties reflecting
the conscious import substitution policy concentrated in some
intermediate and capital goods, which reduced the import to
apparent consumption ratio in manufactures to around 4% in the

mid—-eighties.

As far as the evolution of tradeability is concerned,
during the 1970s, although the aggregate export propensity
remained stable, it fell for manufactures as a whole, in spite of
a stable or rising share of exports in almost all manufactured
groups, as a result of a sharp drop in the export propensity of
the food group in the first half of the decade. The unsteady
behaviour of the aggregate import to consumption ratio reflects a

tension between the opposite effects of the two oil price hikes

A% Yhis and other tables to follow consider selected ISIC three
digit branches and a three-way grouping: "Light manufacturing”
including ISIC groups 31, 32 and 33; "Heavy industry" including
groups 34 to 37 plus 381 and "High tech" comprises groups 38 and
39 without 381.
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Table 2

BRAZIL

Indicators of Tradeability

197¢ 4979 1980 1984 1982 1983 1984 1985
Exports to Output Ratio (2)

Total Trade 6.34 7.0t g.4¢ B.4¢ 7.3 1¢.49 12.86 1.3
Kanutactures 14,42 7.43 8.8 9.9¢ 8.9 12.73 19,42 14.57
Light Manufactures 38.47 15,84 15,52 17.7¢ 13.80 22,54 25.48 26.75
Food Grous 47,24 22.82 22.42 25.7¢ 26,54 38.65 34,55 28.4¢
Textiles 3.92 7.55 6,53 7.88 6.28 10,32 13.97 19,24
Heavy Industry 3.59 2.24 3.7 4,83 4,42 7.52 9.79 £.92
Paper {.34 2.45 6.64 7.59 4,67 8.91 L7 11.94
Chemicals 2.67 2.38 3.42 4,54 4,66 6,94 8.82 7.88
Non Metallic Mins. 1.83 1,39 2.89 2.27 {9 2.32 3.49 3.92
Metallurgy 6.44 2.3 4,23 S.40 4,80 16,87 12,92 11,98
High Tech 3.99 5.34 .62 18,5995 .44 1.4 13, 14,38
Machinery 5.4 4,47 .24 §.68 9.4 §.49 Ki 8,43
Transport Equip. 1,29 c.38 .09 15.99 13,13 16,52 17.2 19,46

Iaparts to Apparent Consumption Ratio (X)
Total Trade §.58 1e.57 1e.24 8.72 2 8.41 7.58 6,63
Manufactures 15,54 11,19 6,28 5.33 4,47 4,79 4,20 A.86
Light ¥anufactures .69 177 4,39 1.49 6.8% .52 1,48 1.99
Food Group 9.9¢ 2.37 2.97 L7 L4 1.9% 478 1,93
Textiles 2.27 1,34 8,57 0.64 ¢.72 1.2 4.3 1,67
Heavy Industry 9.04 14,06 6,44 4,8¢ 3,76 3.89 3.49 3.45
Paper 16.22 6,34 3.58 3.22 2.28 3.43 2.62 3,64
Chewicals 9.9¢ 1.7¢ 9.94 5,65 4,99 5.87 a4 4,84
Non Metallic Mins, 9.4% 3.36 £.95 2.56 1.46 1,45 1,44 1,33
Ketallurgy 12.92 13,45 2.2¢ 4,23 2.4¢ 1,67 1,44 145
Yigh Teck 29.¢7 26,87 12,82 0.t 9,16 18.8¢ 9.92 18,72
Nachinery 39,54 26,59 13,44 2.7¢ 1¢.8¢ 14,99 1€.13 16.52
Transport Equip. 18.5 9.27 7.44 6.75 4,94 8.39 7.06 7.87

SOURCES: United¢ Nations, "International Trade Statistics Yearbook™, vol I.
United Nations, "National Accounts Statistics: Analysis of Main Aggresates’, vol II,
Internationa) Monetary Fund, 'International Financial Statistice’, Yearbook of 1988,
¥or1d Bank.
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and the strong import substitution effart in intermediate and
capital goods made by Brazil as part of a strategy of structural
adjustment to these shocks. As can be seen in Tahle 2, structural
adjustment in some sectors, such as paper, chemicals, metallurgy,
and most capital goods’ industries was impressive indeed and
ocurred in paralell to a rise in export propensity in these very

sectars.

This picture of the growth of trade and rising outwardness
should bhe complemented by an analysis of Brazil's changing
commodity pattern of exports. A glance at Table 3 showing the time
pattern of the commodit!-composition of exparts, reveals a strong
aand steady rise in the share of manufacturing exparts throughout
the whole 1970-85 period.

Table 3

Brazil: cammadity composition of trade, 1970 - B5.
{(in % of total trade)

Exparts Imparts
1270 1980 {985 1970 1980 1985
Manutfactures 14.4 3B.4 44.8 &?.2 40.9 39.0
Nan-manufactures B5.4 4A1.4 B3.8 30.8 59.1 &61.0
Mineral fuels 0.4 1.8 &4 12.3 43.14 47 .4
Other 85.0 59.64 47 .4 18,5 1646.0 13.8
Total trade 100.0 100.0 100.0 100.0 100.0 100.0

Note: Manufactures defined as SITC groups 9 tao B minus AB. Mineral
fuels are SITC group 3.
Saurce: International Trade Statisticse Yearhboaok.

The evolution of the commaodity composition of imports,
also shawn in Table 3, reveals a trend of impaort substitution in

the 1970s, if account is taken af the distortion introduced by the

impact of the second oil price shock, reinfaorced in the 1980s by
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the strong fall in the share of cil imports following changes in
relative oil prices and a rapid rise in domestic off-shore

production.

& look at the evolution of the commodity composition of

manufactured exports seen in Table 4 provides a more detailed

picture of the direction of the structural changes in the
commodity patterns of trade. In this connection it is interesting
to note that a significant reduction in the importance of
traditional light manufacturing, especially food products, can be
observed throughout the 1970-85 period. The leading sectors vary:
during the 1970s, advances are concentrated in machinery and
transport material; after 1980, gains are observed especially in
chemicals and iron and steel.

Table 4

Brazil: composition of manufactured trade, 1970 - 85.
{in ¥ of total manufactured trade)

Exports Imports

1970 1980 1985 19270 1980 1985

lLight manufactures B4.6 SB.8 46.4 8.3 6.4 9.7
Food group : 795.4 A4B8.2 35.46 4.8 5.0 6.1
Textiles 3.6 8.2 2.3 2.8 1.0 3.2
Heavy industries 2.8 192.3 33.1% 32.4 A48.7 42.1%
Paper 0.4 3.3 2.8 4.6 2.9 3.1
Chemicals 3.3 8.0 7.7 19.3 37.3 32.%9
Non-metallic mins. 0.9 1.0 0.8 1.8 1.4 1.2
Metallurgy 5.9 6.9 $1.8 7.4 7.6 4.8
High—-tech industries 5 46 21.9 20.4 59.2 44.9 48.2
Machinery 3.8 .2 7.4 37.8 31.3 31.3
Transport equipment 0.7 10.0 10.5 20.5 2.3 2.8
Total manufactures 100.0 100.0 100.0 100.0 100.0 100.0

e e — —  — — — o o f— o s b A Ak Al Ak A S A A Ak A e Sk b ek A Ak i s e b Ak A At G e Gk e et Gk e et S ok S e A e M e o e B o B s s At At

Source: International Trade Statistics Yearbook.
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On the other hand, very little change can be observed as
regards the evolution of the commaodity composition of manufactured
imports, also shown in Table 4. In spite of large volume
fluctuations, imports remained highly concentrated on intermediate
inputs and machinery, as is typical of resource rich, semi-
industrialised, cauntries which followed strong impart

substitution strategies in the past.

3.2. Changes in competitiveness

The analysis of the magnitude and product composition of
trade flows provides little guidance as to the causes of the
observed changing trade patterns and performance. To praobe further
into the determinants of the observed changes in trade perfarmance
at a sectorially disaggregated level in each country one has to
gauge the shifts in competitiveness resulting from structural as
well as shaort term macroeconomic influences, such as domestic

demand and real exchange rate fluctuations.

The construction of indices of competitiveness is frought
with many methodological problems. The competitiveness indicator
to be used in this study is the "rate of self-supply", defined for
a given industry in a given country as the ratio of the industry’s
output to total domestic demand for its product. This indicator
avoide the systematic bias presented by pure trade-based
indicators of competitiveness - such as the popular "coverage

ratio", that is the ratio of exports to imports in given industry,
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or the ratio of the trade balance to total trade in the industry,
which is positively related to the coverage ratio - as the latter
do not correct for the differences in trade volumes stemming from

differences in the size of domestic markets*,

Interpretation of this index is quite straightforward: it
can take any positive value, higher values meaning greater
competitiveness. It is also interesting to note that the rate of
sel f-supply can he written as a function of the share of exports
and imports in total domestic demand. In fact, ignoring relative
price variations and changes in the level of stocks, equilibrium

in the market of product i1 of a given country can bhe written as:

Pi + Mi = Di + Xi (1)

where Pi stands for total output, Mi for imports, Di for apparent
domestic demand, and Xi for the exports of the industry. Dividing

equation (1) by Di and rearranging terms, one gets:

Cti) = ¢ + w(i) - m(i) (2)

where x(i) and m(i) are, respectively, the shares of exports and
imports in total domestic demand, and C(i) the rate of self-
supply, the competitiveness indicator for industry 1. Thus, as
equation (2) shows, the index allows a clear decomposition of the

effects of export expansion and of import substitution in the

For an extended discussion of this point, see 6. Lafay (1988,
pp. 4-8).
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analysis of the causes of increasing “revealed" competitiveness,
and Ci){ means that there is a surplus in the two way trade in

industry 1.

Yearly values of the competitiveness indicator C(i) from
1970 to 1985 for total and manufatured trade are shown in Table
A .1 in the Appendix. Since the total trade indicator is to a large
extent distorted by commodity price movements and given the
strategic importance of manufactured trade, the analysis will
concentrate on the evolution of the competitiveness of industrial

goods .

The indices of competitiveness in manufacturing as well as
in each of the three component sectors accarding to the
claseification ueed in this study are plotted in Braph { in the
following page. They show that since the first oil shock Brazil
shows a steady rise in competitiveness in total trade in

manufactures which is reinforced in the 1980s.
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This enhanced competitiveness, as can be seen in Table 35,
was based on both export expansion and import compression as a
proportion of domestic demand.
Table S

Brazil: changing competitiveness in trade in manufactures and its
components, 1970-85

Changes (% points)

Country  mme— oo e
1270 1975 1980 1985 1970-75 1975-80 1980-85
Brazil
C(1i) 8.7 95.9 102.6 111 .4 - 2.8 6.7 8.5
x(1) 14 .2 7.1 8.9 15.8 - 7.1 1.8 6.9
m{1i) 155 11.2 6.3 4.7 4 3 4.9 1.6

Source: Table A.1.

Sectoral patterns of adjustment as between export
expansion and import substitution, can be glanced in Table &
below. The data shows that recent adjustment relied more on the
faster growth of exports relative to domestic demand especially in
the more sophisticated branches of manufacturing, thus
accentuating the long term trend of impressive technological
upgrading, which illustrates the importance of import substitution

as a prelude to export promotion?**

A more detailed analysis of the sectoral patterns of the
evolution of competitiveness and its determinants also provides
interesting information on peculiar features of the Brazilian
trade adjustment. Table &6 shows a sharp erosion of competitiveness

of light manufactures - mainly in the food group - in the early

o= For recent empirical work on this issue, see 5. Teitel & F.
Thoumi (198&6) and H. Chenery et al (41987).
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1970s reversed in the 1980s by a strong recovery aof expoarts
relative to domestic demand growth More impressive 1s the extent
of import substitution in the heavy and capital goods 1in the
1970=, which is accompanied, however, by a rising export
propensity within these very aroups. In more recent years, the
cevere trade adjustment to the oil and debt shacks resulted 1n an
impressive change 1in competitiveness, fundamentally based on
arowlng export propensity 1n all the fhree gr oups,
Table &

Brazil: changing competitiveness by manufacturing sector and its
camponents, 1970-1985

Changes (% points)

Industry Group 1970 1975 1980 41985 1970-75 1975-80 1980-85
Light manufacture
Cii) 137 .9 146.7 1146.7 133.8 - g1.2 0.0 17 1
w{i) 41 & 18.5 18.4 35.8 - 23 .1 - 0.4 17 .7
m{1l) 3.7 i.8 1.4 2.0 1.9 0.4 - 0.6
Heavy manufacture
Ctiy BB. 2 <91.0 <97.2 105.6 2.7 6.3 8.4
w(1) 3.2 2.0 3.6 2.1 - 1.2 1.4 5.5
m(i) i5.0 1414 &.4 3.9 3.9 4.7 2.9
High—-tech sectors
Cei) 73.9 B3.&6 9&.3 104 .3 9.7 iz .8 8.0
w1} 2.9 4. 4 8.3 15.0 1.5 3.9 b7
m{i) 29 .14 20.9 12.0 10.7 8.2 8.9 1.3

Source: Table A. L.

3.3. Changes in comparative advantage

Although the competitiveness index presented abave is
uyseful for the analysis aof trade perfarmance of a given country
aver time or for cross-country caomparisons of performance in the
market of a given product, it is (i) strongly i1influenced by

shorter term macro disturbances such as exchange rate and damestic
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demand fluctuations and (ii) not fit for analysis of the evolution
of the relative competitiveness of the different component
tradeable sectors in a given country, i. e. for the analysis of
how the country’'s specialization pattern evolves over time. For
that, an index reflecting the structural changes shaping the

evolution of Brazil ‘s comparative advantage has to be constructed.

Proper empirical indices of revealed comparative advantage
are subject to a numbher of difficulties. Essentially, such an
index should involve the comparison of non-observable prices in
the absence of trade with non-distorted prices in the presence of
trade neither of which, of course, can be straightforwardly
measured. Empirical measures of “revealed" comparative advantage
have, therefore, to cope with complications stemming, for example,
from lack of compatible trade and production data, and the due
consideration of two—-way trade, differences in country size,

domestic production and price distortions and so on*®.

The classical revealed comparative advantage (RCA)
indicator proposed by Balassa (1965) simply measures the extent to
which the structure of exports of a country differs from that of a
region of reference (e.g., the world), a larger country share in a
given industry indicating comparative advantage in that industry.
It is quite clear, however, that empirical measures should take
into account the net trade balance and not only exports. In fact,

indicee which do not incorporate imports implicitly assumes "that

For a discussion of alternative measures and the problems
involved, see R. H. Ballance (1987) and UNIDD (1985, Chapter V).
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government policies do not '‘create’ comparative advantage"*”, a
fact which limits the analysis of the factors behind the rapidly
changing specialization patterns in trade in manufactures in newly

industrializing economies*®

The comparative advantage indicator to be used in this
study considers two way trade and is based on the notion that the
net trade balance in a given industry (Xi-Mi) should contribute to
the country's tatal net trade (X-M) as much as total trade in this
industry (Xi+Mi) contribute to the total trade (X+M) of the
country. Formally, for a given country, the comparative advantage

indicator for industry 1 is defined as:

RCA(iL)Y = b(i)—-w(i1).b

where,

b(i)

1000 . (Xi—-Mi)/Y

Wi (Xi+Mi)/ (X+M)

b = 1000. (X-M)/Y

and Y stands for the country’'s GDP.

Some properties of this index are worth noticing*®. First,

¥  UNIDO (1985, p.79).
A8 Ccf J. Donges & J. Riedel (1977, pp. 58 +{).

g For a fuller dicussion of the properties of this index, see
3. Lafay (1988, pp. B ff.).



22
note that, 1f net trade of a given industry is positive, for
instance, this might not necessarily indicate the presenhce of
comparative advantage because the net result might be small given
the total volume of trade. If the net result is less as a
percentage of GDP than what one would expect given the weight of
the industry’'s trade in total trade as a percentage of GDP then
Brazil would have a comparative disadvantage even though she has a
trade surplus in this industry. Second, the indicatar corrects for
the influence aof factors generally affecting the competitiveness
of all industries, such as an overvalued exchange rate. It can
easily be seen that, although a particular industry may show a
trade detficit (Mi-Xi), it may still have a comparative advantage -
thus showing a positive value for the comparative advantage
indicatar aof the industry - if its actual deficit is less than the
share of the total trade deficit (M-X) calculated om a pro-rata
basis according to the weight of the industry’'s trade in total
Brazilian trade, that is, if (Mi-Xi){(M-X)} (Xi+Mi)/(X+M).
Finally, direct comparisons of the extent of comparative advantage
among sectors, as well as faor a given sector over time, are made

rprossible by the cardinality of the index.

The overall picture aof the evolution of Brazil 's pattern
of comparative advantage in non—manufactured as well as in
manufactured goods between 1970 and 1985 is shown in Graph 2,
drawn from data presented in Tables A.2, in the Appendix. As a
resaurce rich country, it is not surprising that, up to beginning
of the 1970s, Brazil showed a strong comparative advantage in both

Primary products and labour and natural resource intensive light
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manufactures. However, over the years major swings in prices of
major primary primary products - notably o0il and coffee - together
with a multitude of factars affecting manufactured export
performance, played a ecrucial role in changing comparative

advantage.

The main changes, visible from the mid-i1%270s, stem from
the rise in o0il prices and the debt crisis. The former strongly
affected Brazil ‘s specialization patterns, in view of the
country ‘s profound dependence on nil imports in the early 1970s.
The latter triggered expenditure switching policies with a
dramatic impact on the competitiveness of manufacturing exports,
thus reinforcing Brazil ‘s "natural" specialization patterns
towards manufactures, as reflected in the narrowing band between
the value of the comparative advantage index for manufactures and
non-manufactures. Combined with ongoing structural transformations
and previous changes in the trade regime these two factors
combined to provoke a striking reversal of the traditional
specialization patterns as between technology or capital intensive
industrial products on the one hand, and light manufactures and
non—-industrial gonods on the other, prevailing until the early

1970s.
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4 An emerging new pattern of integration?

Perhaps the most interesting aspect of Brazil's rapidly
changing trade patterns is the creation of comparative advantage
in sectors one should not expect her to become an exporter
according to conventional trade theories. This phenomenon has been
the focus of recent works in the North emphasizing the importance
of factors such as learning effects, economies of scale and other
features of industrial organization to the determination of
patterns of trade in manufactures, as well as in shaping the

impact of trade policies®®.

However, these new trade theories, by heing built upon
stylised facts from the DECD experience where endownments
determining technological capability of national firme do not vary
greatly among trade partners, did not explicitly acknowledaed the
impartance of the extent of fareign ownership in the manufacturing
sector of a given country as an important feature shaping her
specialization pattern. This assumption is clearly inappropriate
for discussing the changing pattern of manufactured exports in a
country like Brazil, where one has to take into account that,
besides the prevalence of highly concentrated market structures, a
crucial feature of industrial organization is the heavy presence

of foreian capital, especially in the technologically most dynamic

For a representative sample of such studies, see
G.K.Hellleiner (forthcoming).
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branches of manufacturing®*. In fact, as shown in Table-7, there
is a substantial concentration of foreign firms among exporters in

the more technologically sophisticated branches of manufacturing.

Table 7

Foreign firm shares in exports of selected commodity groups in
Braazil: {974-1%85

(in percentage of total exports of each group)

Basic products

Manufactures
Equip. & instruments &7 b4 &2 &2 &7 &3
Other

Total 17 22 25 22 23 23

Note: Broups defined according to the Brazilian Commodity
Nomenclature: Basic Products (Sections I to V), Manutfactures
(Sections VI to XXI), Equipment and Instruments (Sections XVI,
XVII and XVIII).

Source: CACEX, praocessed by the authors. Foreign firm defined as
those with at least 25% foreign ownership.

Although empirical findings are still inconclusive as to
the relation between market structure and innovation®®, heavy MNC

presence can surely raise the technological intensity of

£a On this, see W. Fritsch and G.B. Franco (1%88).

e Jraditionally, the pressumption is that high entry barriers
prevailing in concentrated market structures stiffles the stimulus
to innovation and learning and, thus, preclude the attainment of
dynamic economies which should accompany the "maturation" of newly
established industries. However, the neo-Schumpeterian notion that
R & D investments are part of the strategic behavior of firms in
concentrated market structures aimed at generating technical
progress and innovation, leads to altaogether different
conclusions. For a recent survey see F.M. Scherer (1984,chs.2-13).
For references to the Latin American experience, see S§. Teitel
{1984), J.M. Katz (1984) and C. Dahlman et al(41987).
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manufactured exports of a developing country - given appropriate
trade policies - for at least two reasons. First, because local
affiliates can be an impartant source of technoleogical upgrading
of the industrial sector in developing countries®® Second,
because MNCs are an important vehicle through which the action of
worldwide trends regarding trade and industrial redeployment are
transmitted. In fact, the rise of global competition has been
accompanied by important changes in the world’'s division of labor
in manufacturing and one of the most visible signs of this process
is the significant increase in MNCs trade propensities. This can
be illustrated by the extraordinary rise in export orientation of
majority—-owned branches of US MNCs since the end of their great
post—-war expansion geared at the recipient countries’ domestic
markets, shown in Table 8, a trend which is especially noticeable
in affiliates located in Latin America
Table 8

Us majority—-owned affiliates: propensities to export in
manufacturing (in %)

Country 1964 1977 {782 19286
All Countries iB.4 30.8 33.9 38.3
Developed 20 .4 33.4 36.64 39.3

Canada i6.1 29 .9 34.35 n.a.

Europe 25.8 37.7 41 .2 n.a.

Developing 8.4 ig. 4 22.0 32 .6

Latin America 4.8 2.7 11.9 20 .1

Brazil 3.0 8.7 i2. 4 17 .4

Mexico 3.2 10 .4 10.8 34.8

Source: Adapted from M. Blomstraom. (1987, p. 20 and 1988, tables
A, BYf and Ci1).

r For an extended discussion of this point with reference to
the Brazilian experience, see W. Fritsch and G.B. Franco
{forthcoming) .
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What seems to have ocurred in Brazil is therefore that, as
the import substitution process crystallized a stable awnership
structure in which foreign firms became leaders in several
technologically sophisticated domestic oligopolies, Brazil's
changing comparative advantage in these sectors to a large extent
came ta reflect the changing outwardness of the Brazilian parties
of these firms. Thus, the roots of the growing comparative
advantage which accompanied the “maturation" of these now dynamic
foreign—-owned exporters in Brazil seem to lie in a conjunction of
(i) the global developments affecting the trade orientation of
multinational firms as a worldwide phenomenon with (ii) some
specific characteristics of Brazilian industrialization affecting

the dynamic efficiency gains of established subsidiaries.

Among the latter, the influence of changing trade policy
should not be dismissed. The areater neutrality of incentives in
Brazilian trade and exchange rate policiee from the late sixties,
following a wave of low technological search import-substituting
projects undertaken by foreign firms, should have contributed to
spur these firms to move faster down their learning curves.
Moreover, given their inherent competitive advantages in
international markets (e.g. marketing channels) and superior
managerial flexibility they tended to react strongly to

opportunities open by the changes in the trade policy environment

1f the above considerations are accepted, the continuation
of these trends are likely to be reinforced by the emphasis now

associated to export performance in Brazil which implies adopting
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new attitudes regarding efficiency and competitiveness and 1n
rethinking several aspects of the trade regime, especially 1import
policies. Indeed, it is increasingly acknowledged that sust;ining
the switch towards non-resource based manufacturing and upgrading
manufactured exports requires the reduction of the traditionally
stringent "national content" requirements. As mentioned 1n Section
2, in a context of potential balance of payments difficulties this
has caused an increasing reliance on special import-—-to—-export

schemes, which are extensively used by MNCs.

Thus, there is a possibility that foreign owned firms may
come to play a leading role in the emerging Brazilian pattern of
integration, based on increasingly sophisticated manufactured
exports. However, high export performance by their Brazilian
subsidiaries will not necessarily always be the aim of MNCs 1n
planning their global operations, a fact which raises justified
concerns regarding national control over the long term
sustainability of recent manufactured export performance. Given
the crucial importance of export growth for macroeconomic
equilibrium as long as external finance remains scarce, this fact
has non—-negligible strategic implications for Brazil and is likely
to increase the leverage of foreign business in their relations

with the Brazilian government in the coming years.
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