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Brazil: Embracing Globalization?

For more than a century, Brazil was referred to as the country of the future. Analysts had always
predicted that this sleeping giant, blessed with natural resources and a large internal market, would
become a world power. But the prediction never materialized. The road to development for Brazil
had not been easy. The Great Depression of the 1930s was disastrous for an economy that was
extremely dependent on coffee exports. Later, for almost 40 years, Brazil followed an import
substitution strategy characterized by massive government investment, targeting of key industries,
and protection against competition with high tariff walls. For decades, the strategy appeared to be
successful: Brazil grew by 7% per year between 1950 and 1980 and created a large and diversified
industrial sector. But during the “lost decade” of the 1980s disaster struck again. Inflation soared,
investment collapsed, foreign investors ran for cover, and growth stagnated as the country was
haunted by the largest external debt in the developing world (see Exhibits 2-7). :

In 1994, President Fernando Henrique Cardoso took office with a new development sirategy: to
privatize state-owned firms, deregulate the economy, lower trade barriers, and become competitive
in the world economy—in short, to embrace globalization. In many ways, his strategy was a success.
The economy grew and inflation rates hit record lows. Doubts re-emerged, however, in 1998 when
Brazil was threatened by the Asian financial crisis. The economy slowed and investors attacked the
real by selling their Brazilian currency. In 1999, after Brazil devalued its currency, the economy was
stagnant. But by the year 2000, the economy seemed to have recovered from the currency crisis, and
the country was expected to grow once again.

Despite optimistic forecasts, the external sector remained a concern, as it had been since the Great
Depression. Trade and current account deficits persisted. Exchange-rate stability, as well as the
external perception of the country depended on the current account. Accordingly, one of the
government's major priorities was to increase exports. To do so, however, the government had to
overcome two sets of problems. The first set included internal factors—high tax burden and
inadequate infrastructure—that together were known as the “Brazilian cost.” The second set was
external—a wide variety of barriers that kept Brazilian products out of world markets.

One option for Brazil was to put its faith in the World Trade Organization’s (WTO) quest to
reduce trade barriers around the world and to use that forum to fight against practices that damaged
Brazilian interests. Unfortunately, hopes that the WTO could fulfill this promise were dimmed by the
failure of the WTO’s 1999 Seattle Conference to set an agenda for the next round of trade
negotiations.

Professor Laura Alfaro prepared this case with the assistance of Emesto Leme (MBA 2001). HBS cases are developed solely as the basis for class
discussion. Cases are not intended to serve as endorsements, sources of primary data, or illustrations of effective or ineffective management.

Copyright @ 2001 President and Fellows of Harvard College. To order copies or request permission to reproduce materials, call 1-800-545-7685,
write Harvard Business School Publishing, Boston, MA 02163, or go to htip://www.hbsp.harvard.edu. No part of this publication may be
reproduced, stored in a retrieval system, used in a spreadsheet, or transmitted in any form or by any means—electronic, mechanical,
phetocepying, recording, or otherwise—without the permission of Harvard Business Schaol.
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An alternative was to strengthen the Mercosur union." During the 1990s, Mercosur, the regional
integration area that included Brazil, Argentina, Paraguay and Uruguay, had become the fastest
growing market for Brazilian goods. In addition, many observers argued that Mercosur had become a
strong force in negotiations with other trading blocs and countries. However, Brazil’'s 1999
devaluation had strained its relations with the Mercosur countries, particularly Argentina, which was
having its own economic difficulties. After the devaluation, trade disputes increased. Brazilian
economist Jose Roberto Mendonca de Barros pronounced Mercosur “dead.” “The differences
between the exchange rate regimes mean that Argentina and Brazil cannot live together,” he said *

Indeed, in line with this view, many critics thought Brazil had already gained all it could from
Mercosur and instead should concentrate its efforts on gaining market access in the United States and ‘
Europe by pursuing bilateral trade agreements with its major trade partners.

Now the question became: What trade strategy—global, regional, or bilateral—was best for the
future? Could Brazil pursue all these strategies at once? Or did Brazil have to choose?

Brazil: The Country

With an area of 3.27 million square miles covering 47% of South America, Brazil is the fifth-largest
country in the world-—it is 18,500 square miles larger than continental United States—sharing its
borders with 10 of the 12 other South American countries (see Exhibit 1). In addition, with more than
166 million people, Brazil is the world’s fifth most populated country. As the world’s ninth-largest
national economy in terms of purchasing power, Brazil dominates the Latin American region,
producing over a third of its output.’®

Amazonia, which makes up one-third of the Earth’s tropical forest, has the highest level of
biodiversity in the world, with nearly two million animal and plant species. Brazilian environmental
problems, with widespread pollution and deforestation of the Amazon region, have attracted
international attention.

Economic structure  Because of its fropical and subtropical climate, vast arable land, and ample
natural resources, Brazil is a natural exporter of many products. It is the world’s largest tobacco and
sugar exporter, the producer of 85% of the world’s orange juice concentrate, and it has been the
world’s largest coffee producer for over a century. In addition, the country is the second-largest
exporter of soy and the third-largest exporter of beef and chicken. With one-third of the world’s total
iron reserves, Brazil rivals Australia as the world’s major iron exporter, with 30% of world exports. It
is also the world’s second-largest producer of tin, the sixth-largest producer of aluminum, and the
tenth-largest producer of gold.” Remarkably, although Brazil is the fifth-largest agricultural producer
in the world, only about one-third of the country’s export earnings derive from primary products (see
Exhibit 7b). Brazil’s main exports include transportation equipment (planes and autos),
metallurgical and chemical products.

Political institutions In 1985, after 21 years of military rule, Brazil returned to democracy as a
federal republic with a presidential system. The president was elected for a maximum of two terms of
four years each. Congress was bicameral, comprising a 513-member Chamber of Deputies and an 81-
member Senate. Regional representation in Congress favored the less developed states of the north,
northeast, and center-west. Brazil’s highly fragmented political system included 18 political parties
represented in Congress.

The Brazilians Until the latter part of the nineteenth century, the population was made up
mainly of descendants of Portuguese, Africans, and indigenous peoples. At the end of the nineteenth
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century and in the first decade of the twentieth century, Brazil attracted a large wave of immigrants
from Italy, Germany, Poland, the Middle East, and Japan. “There is a strong and deep feeling among
Brazilians of all racial backgrounds and national origins that they form a ‘people’ and a nation.”® A
national poll found that Brazilians were optimistic about the future, and most of them thought Brazil
would become a superpower some day.*

In 1999, 35% of Brazilians were under the poverty line.” Poverty was most severe in northeast
Brazil, where income per capita in many states was half that of the national average. In 1999, the
richest 10% of Brazilians earned 47.9% of income and the lowest 20% only 5.7%. With a Gini
coefficient of 0.6, Brazilians had one of the most unequal distributions of income in the world (see
Exhibits 10a-b). Behind Brazil’s vast inequality lay a neglected system of mass education, but
stagnation, unemployment and chronic inflation further aggravated the inequality®. According to a
study by the Ministry of Justice, homicides in Brazil increased by 6.81% a year (annualized rate) from
1979 to 1998; whereas, population growth during the same period was only 1.67%. The report
attributed the increase in homicides to a lack of police enforcement and social inequalities. Other
reports claimed that one of the reasons Brazil did not develop a tourist industry, despite the country’s
great natural appeal, was the increase in violent crime.

Social mobility was consfrained by disparities in education, income, and power. Education was
unevenly distributed in terms of quality both across rural and urban areas as well as across regions
(north-south). Hliteracy rates among seven-year-olds and above, estimated at 11.5% in urban areas,
reached 33.3% in rural areas. In 1996, less than one-third of the population had 7 years or more of
school. Ironically, at 18.0 % of GDP (1996 data), Brazil had one of the highest social spending levels
in Latin America. However, 41% of social spending went to pensions, whereas education and culture
received only 22%. In addition, a disproportionate share of public spending was directed to
unjversities, which, despite being free, were attended primarily by middle- or upper-class students.
Diane Jean Schemo wrote in the New York Times, “In terms of globalization and competitiveness,
education and job training are absolutely critical and Brazil falls way behind. It's the lack of
investment in basic education that is holding and will hold Brazil back.”

Historical Background: Reshaping the Economic Structure

Discovered by the Portuguese in 1500, Brazil derived its name from the first product exploited by
the Portuguese colonizers, pau brasil (Brazil-wood).” From the colonial era through the twentieth
century, Brazil's economic growth was driven by the economic cycles of its products: sugar, gold,
and, perhaps most importantly, coffee.”

Coffee, infroduced into Brazil in the early part of the eighteenth century, became a major growth
industry during the nineteenth century and the first decades of the twentieth century. By the 1920s,
coffee represented more than 70% of total exports, and accounted for approximately 10% of Brazil’s
GDP.” When the Great Depression hit, however, plunging coffee prices took a tremendous toll.
Exports fell from $445.9 million in 1929 to $180.6 million in 1932, forcing the government to devalue
the currency, impose exchange controls, and offer credit and tax exemptions to domestic
manufacturers.” These policies, together with the lack of competition from imports, favored the
expansion of the industrial sector. By 1931 industrial output had fully recovered to 1928 levels. In the
following years, it more than doubled, becoming for the first time the economy’s leading sector.

By the 1950s, industrialization and import substitution no longer represented a defensive reaction
to external events. Rather, they had become “the principal method for the government to modernize
and raise the rate of growth of the economy.”” Along with many Latin American counterparts,
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trade investigations. Most recently, the Brazilian government had been accused by Canada of
subsidizing Empresa Brasileira de Aerondutica SA, Embraer, a producer of small jets.

Although the couniry had few high-tech industries, Embraer had become Brazil's “Hot
Commodity” as the headline of a New York Times article read, and ”...was on the verge of displacing
Canada’s Bombardier as the world’s third largest manufacturer of commercial aircraft.”” Embraer’s
foreign sales, supported by subsidized interest rates through the Export-Financing Program (Proex),
allowed the company to borrow cheaply. Proex was an important source for Brazilian companies
seeking to equalize local and international interest rates for exporters.” Canadian officials claimed
that the subsidies unfairly allowed Embraer to gain market share. Brazilian officials responded that
Canadian firms received similar support. In July 2000, the WTO gave Canada permission to impose
as much as $226 million per year in frade sanctions against Brazilian goods. Referring to this incident,
Brazilian Foreign Minister Luiz Felipe Lampreia said the WT'O regulations, “...were made to benefit
developed countries and do not offer emerging economies the chance to reduce the gap between the
two blocs.”

In Pebruary 2001, in a move that Canadian officials said was not related to the Embraer-WTO
ruling, Canada temporarily banned Brazilian beef imports. Canadian officials argued that Brazil had
failed to provide required information to determine whether the country was free of mad-cow
disease. The Brazilian government claimed to have provided such information.” Although Canada
lifted the ban one-month later, Brazilian officials were frustrated by Canada’s arbitrary action and by
the lack of clear WTO rules in relation to sanitary restrictions.”

For the Brazilian Government, reduced trade barriers and increased exports were top priorities.
One way to achieve these goals was to try to push its views through the WTO. In addition, the
country could try to negotiate bilaterally with the United States and Europe or, it could concentrate
its effort in consolidating Mercosur. After all, Brazilian external trade during the 1990s had benefited
from the Mercosur regional integration initiative.

Mercosur, the Common Market of South America® In 1986, Brazil and Argentina began to
negotiate the Mercosur project, in spite of the failure of previous trade integration attempts. This was
an effort to increase growth and competitiveness after a period of sharp trade contraction between
the two countries. Moreover, the political leadership in both countries saw regional integration as a
way to diminish traditional geopolitical rivalries, to weaken respective military establishments, and
to consolidate the emerging democracies.” Argentina and Brazil had long been divided by ambitions
to become regional powers - a goal which dated back to the early days of their independence. During
the 1970s, both countries had military governments that engaged in arms races of their own, which
encompassed the production of weaponry as well as the development of nuclear power capability.
Argentina’s defeat in its war with Britain over the Malvinas/Falkland Islands (1982) and the
subsequent withdrawal of the armed forces from power in both Argentina and Brazil made security
concerns based on military considerations a very low priority. For the civilian administrations that
ensued, security took a new meaning: the preservation of regional peace and democracy.”

However, the negotiations stalled, primarily due to continued economic instability in both
counties. But the project was revived in 1989 when the end of the Cold War brought the threat that
Eastern Europe would draw investments away from Latin America. Furthermore, the region faced
what seemed to be a world of strengthening trading blocs and bilateral agreements. Close to home,
for example, the United States, Canada, and Mexico negotiated a free trade area (NAFTA). Changing
international conditions coincided with political changes in Brazil and Argentina as Fernando Collor
de Mello and Carlos Menem, both elected in 1989, pushed their countries towards liberalization and
free markets.” In August of that year, Uruguay and Paraguay were invited to become members of
Mercosur.
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The Mercosur integration process became official in March 1991 with the signing of the Asuncion
Treaty. The treaty envisioned the creation of a common market between Brazil, Argentina, Urnguay,
and Paraguay by December 31, 1994, and the gradual coordination of macroeconomic policies.

After January 1, 1995, 90% of intra-regional trade circulated free of tariffs and quotas. Each
couniry agreed to a “transition list” of products considered to be “sensitive” to foreign competition as
to need protection until 2006.

In addition, member countries adopted a common external tariff (CET) and quotas with non-
member countries. The CET was set between 0% and 23% of an import’s value for some 90% of the
products, with the remaining 10% included on a list of exceptions. The objective of this list was to
allow the countries to adapt to the new competitive conditions of the international market. Tariffs
were high on imports considered to be a threat to domestic production and low on goods used in the
production of export products or not produced in the domestic market. Uruguay’s list contained 212
products, such as milk products, chemicals, textiles, and steel products; Paraguay’s 210 products list
included chemicals, agriculture, and textiles; and Argentina’s 232 products included chemicals,
paper, and footwear. Brazil’s 175-product list ranged from machines for industry (subject to a 20%
tariff in 1998) to consumer goods such as cassette players (32%), hairdryers (29%), and cardiac
pacemakers (10%). Capital goods confronted different rates among countries. In Brazil, the rate was
20%, in Argentina 10%, and in Paraguay and Uruguay 0%.

“Rules of origin” were created to avoid a “triangular circulation” of goods from countries outside
the bloc: i.e., importing a good through a lower-tariff country within Mercosur and selling it later iri a
higher-tariff country. Goods sold within the four countries were exempt from tariffs only if at least
60% of their raw materials were produced in the region. However, a number of exceptions were
permitted, in accordance with the specific situation of each country. For example, Paraguay was
allowed a national content level of 50% for certain products.

The automobile sector was excluded from the regional agreement, and the tariff was set at 35%
and the local-content requirement at 30%.

In a common market, not only goods, services, and capital circulate without restrictions between
member states, but labor is also supposed to move freely. Within Mercosur, however, immigration
procedures remained complex. There was a lack of coordination of legislation on pensions and
business practices.

In 1996, Chile became an associate member of the union. ® This led to a nearly one-third reduction
in the average tariff rate on Mercosur/Chilean trade. Chile’s associate status allowed it to maintain a
flat external tariff of about 11% on imports from non-Mercosur countries. In 1997, after negotiating a
similar agreement, Bolivia also became an associate mermber.

After the creation of Mercosur, trade among the member countries increased rapidly, making
Mercosur the fastest growing trade region in the world. From 1991 to 1997, exports within the region
rose from $5.1 billion to $20 billion. Bilateral trade between Brazil and Argentina represented
approximately 75% of total trade flows within the region.” Argentina became Brazil’s second trading
partner after the United States, although the European Union was still the main destination of
Brazilian goods (see Exhibit 7e).

Gains from Mercosur?” Many observers criticized Mercosur on grounds that the member
countries were simply too dissimilar and unstable. There were huge differences in population and
territory (see Exhibit 9 and 11). More importantly, the Mercosur economies had different productive
structures. To cope with differences in the degree of openness and protection desired by each
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The integration of this union appeared to be in Brazil’s interests, in light of the barriers the United
States imposed against Brazilian goods. However, this view was not widely shared. Brazilian
economists estimated that the FTAA would mean an increase in Brazilian imports from the United
States of around 25%; whereas Brazil's exports to the United States would rise by only 8%." In
addition, Brazil’s interests diverged as much from those of the United States as they did from the
smaller countries within the region. Small couniries heavily geared to exports could benefit from a
free trade area that included the United States, provided that their exports would not face significant
competition within the United States. But countries with more complex economies, such as Brazil,
could face greater difficulties. Many Brazilian products would suffer fierce competition from more
efficient U.S. rivals. However, the question of whether Brazilian firms would modernize without the
“threat” of competition remained.

The United States As Brazil's single largest trading partner, the United States received about
23% of Brazilian exports. The trade balance with the United States had traditionally been unfavorable
to Brazil. Before the 1999 devaluation, trade imbalances between the United States and Brazil had
been attributed by the U.S. government to the so-called “Brazil cost” and to the overvaluation of the
real relative to the U.S. dollar. According to Rubens A. Barbosa, Brazilian Ambassador to the United
States, after the devaluation, “...the persistent asymmetry in our bilateral trade, however, points [to
the fact] that the U.S. trade barriers—and not merely the intrinsic circumstances of our export
performance—are still among the major factors responsible for the asymmetries in the commercial
transactions with the United States.”®

Brazil had probably suffered the most antidumping and countervailing-duty investigations by the
United States. Between 1980 and 1999, the United States conducted 42 antidumping investigations
and 31 mvesttgatlons against Brazilian exports that had been “unfairly” subsidized by the Brazilian
government.® The list of products included, among others, orange juice, iron, rubber, cotton, and
steel. According to Brazilian officials, U.S. antidumping rules and countervailing procedures were
arbitrary and simply a disguised form of protectionism.” Barbosa noted the example of Bragzilian
steel, which had been subject to antidumping investigations, countervailing duties, and safeguard
measures.

Under WTO regulations, antidumping duties can be imposed against a country if a company
exports a product at a price lower than the price it normally charges on its own home market; if
producers are selling below the cost of production or if their selling price in the importing country’s
market is below that in other destinations. Countries are allowed to charge an extra duty—known as
a countervailing duty—on subsidized imports found to be hurting domestic producers. Finally, a
WTO member can temporarily restrict imports of a product (take “safeguard” actions) if its domestic
industry is injured or threatened by a surge in imports. © However, the WTO allows governments to
act only where there is a genuine (“material”) injury to the domestic industry. Governments have to
demonstrate that the violation takes place, the extent of the violation, and show that it is causing
injury.®

In 1998 the United States began a new set of investigations against Brazilian hot-rolled steel and
carbon steel plates. The U.S. steel industry saw its position severely challenged as the demand for
steel plummeted after reductions in investment and consumption in East Asia and as cheaper steel
flooded the U.S. market after Russia and Brazil devalued their currencies. Prices reached all time
lows. The LS. Steel Report argued that non-competitive market structures in these countries and
other structural problems that had led to unfair trade over the years also contributed to the problem.”
Brazil objected to the assumption held in Washington that past subsidies paid to state-owned firms
provided a continuing unfair benefit to their now privatized firms.” The U.S. Steel Manufacturing
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Association contended that the protection was necessary: “The United States needs a strong steel
industry. That is inarguable....”®

Barbosa commented, “...trade restrictions and countervailing duties continued to be collected [by
the U.5.] on imports of Brazilian hot-rolled steel and carbon steel plates, although WTO had
condemned the U.S. practices on which those duties were based.””

Another trade conflict that caused great concern to Brazilian officials was the United States’
request to the WTO, in January 2001, to form a dispute panel against the 1997 Brazilian patent law.
The United States claimed the law violated WTO rules because it forced companies to produce in
Brazil after a certain period of time.” “This is really about a specific portion of law, and the question
is: Who owns the patent?” a U.S. Embassy official in Brazil said.”

However, Brazilian officials feared it might affect Brazilian production of anti-AIDS drugs.”
Brazil had earned international praise for its anti-ATDS campaign.” Since 1997 virtually every AIDS
patient in Brazil received - for free- a triple cocktail that not only helped stabilize the epidemic but cut
the death rate by 50%. Brazilian companies produced seven of the 12 anti-AIDS drugs administered
in the free drug program. This cut the cost of the triple therapy to around $3,000 from around $10,000.
s

Brazil’s 1997 patent law, passed to comply with the WTO (every country joining WTO must pass
laws with respect to patents), ended the non-patentability of food, chemical, pharmaceutical, and
biotechnology products. However, Brazil’s law entitled the government, when it deemed necessary,
to issue a license to a local firm and the legislation prohibited retroactive imposition of royalties on
products already produced or sold in Brazil.

Thus, under the new law, anything commercialized anywhere in the world by May 15, 1997
remained forever un-patented in Brazil. This aspect of the law covered most first generation anti-
AIDS drugs.” Among those not copied, Merck’s and Roche’s drugs, patented after 1997, represented
around 36% of Brazil’s $310 million expenditures on AIDS medication in the year 2000. Brazilian
officials were concerned about the increasing costs of the AIDS drug program. One solution was for
these companies to sell the drugs at a lower price.” Another option was to produce the drugs locally.
Brazilian officials argued that this move would be consistent with WTO regulations because members
were allowed to make copies of patented items under certain situations, including national
emergencies - the Brazilian government had already declared the AIDS crisis a national emergency. ™
Pharmaceutical companies challenged this approach.”

Other U.S. industries and sectors insisted on protection as well. Several important Brazilian
exporis were penalized with high tariffs or quotas. Sugar faced a 236% equivalent tariff, tobacco a
350% equivalent tariff, and frozen orange juice concentrate, a 44.7% tariff. Although a greater number
of U.S. products were subject to significant tariffs (i.e., above 10%), Brazilian import tariffs were
generally less onerous, ranging from 3% on certain computer chips and aireraft parts to 35% on
vehicles (see Exhibit 8).

A Brazilian Embassy study indicated that the removal of U.S. barriers affecting orange juice, steel
products, sugar, footwear, tobacco, gasoline, shrimp, ethyl alcohol, and erude soy bean oil would
correspond to an annual gain in GDP for Brazil of about $831 million. According to Ambassador
Ruben Barbosa, “...whether in negotiations regarding dumping and subsidies or in seeking to
liberalize market access, the course of action pursued by Brazil up to this point, in all economic
sectors, has produced either no results whatsoever or minimal results.””
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Brazil’s Frustration

Although the WTO was created to lower trade barriers throughout the world, developing
countries have regarded it with some suspicion. Most developing countries have come to believe that
this multinational forum simply reflected U.S. and European interests. Indeed, at the WTO
conference in Seattle, Brazil, backed by several developing countries, fought to restrain the efforts by
various industrialized couniries to impose stricter labor standards on poorer countries.” In addition,
several countries questioned the effectiveness of WTO enforcement mechanisms against the “big
countries.” Nevertheless, a major concern was the view that multilateral trade progress was
paralyzed after the faiture of the 1999 WTO trade conference to get a new round of negotiations off
the ground.

In a speech delivered to the Mercosur region in Buenos Aires, Argentina, in November 1999, the
director-general of the WTO, Mike Moore, commented: “Globalization is the word on everyone’s
lips, yet regional agreements have never been so popular. A single regional market can help the
poorer countries build on their competitive advantages, and increase their political commitment to an
open economy. But regional accords can widen the trade divide between the industrialized and the
developing countries.” Furthermore, Moore warned that, “...regionalism alone leads not towards an
open world economy, but an unbalanced system of hub and spokes, with rich countries at the center,
holding all the cards, and developing countries on the periphery.”® In 2000, there were 200 regional
trade groupings, compared with 50 in 1990.%

On September 12, 2000, in a speech delivered at the 55th Session of the General Assembly of the
United Nations, Brazil’s Foreign Minister, Luiz Felipe Lampreia, said,

As I stated at the World Trade Organization conference in Seattle, the name of this game is
discrimination. We must reverse these grave distortions in international trade, especially as
concerns agricultural products. It is inadmissible that the most prosperous nations, whose
economies are strongly based in the manufacturing and service industries, should be legally
entitled to restrict access to their markets for agricultural goods. While, at the same time, they
call for the free flow of those goods in which they benefit from an enormous competitive
advantage.... Mr. President, Nations must come increasingly to comprehend and respect
differing realities, outlooks, and objectives among themselves. At the same time, they must
recognize their commonalties and affinities; explore and enlarge areas of convergence and
opportunities for cooperation; overcome suspicions, rivalries, and disputes. Nowadays it is
above all through regional integration that this learning process takes place.®
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Brazil: Embracing Globalization? 701-104
Exhibit 7b  Exports and Imports by Product, % of Total (1999)
Imports (FOB) Exports (FOB)
Total (US$ Millions) 49,219 Total (US$ Million) 48,011
Total 100.0% Total 100.0%
Consumer Goods 2.8 Primary Products 37.0
Foodstuffs 4.2 Coffee 51
Apparel 1.0 Soybeans 7.9
Others 7.5 Cocoa 0.2
Sugar 4.0
Raw Materials 34.5% OCrange juice 2.6
Grains 2.9 Meat 4.0
Peeled wheat beans 1.7 Iron ore, manganese and other ores 6.1
Fertilizers 1.8 Tobacco 1.9
Chemical products 18.3 Others 53
Cast iron and steel 1.8
Nonferrous metals 1.9 Industrialized Products 63.0%
Coal 1.2 Transport equipment and accessories 13.7
Others 6.7 Machines and mechanical instruments 6.1
Electric and electronic equipment 3.8
Oil and Derivatives 9.8% Metallurgical products 10.5
Chemical products 7.2
Capital Goods 43.0% Wood and manufactured wood 2.9
Footwear and leather products 29
Oil derivatives 25
Paper and pulp 4:5
Textile products 2.1
Others 6.9%
Source: Central Bank of Brazil.
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Exhibit 7e Trade Flows by Region (1995-1999)
1995 1996 1997 1999
Exports Impozrts Exports Imports Exports Imports Exports Imports Exports Imports
Total (US$ millions) 46,506 49,972 47,747 53,346 52,994 59,837 51,140 57,734 48,011 49,222
Total (%} 100.0%  100.0% 100.0%  100.0% 100.0%  100.0% 100.0%  100.0% 100.0% 100.0%
Mercosur 13.2% 13.7% 15.3% 15.6% 17.1% 15.9% 17.4% 16.3% 14.1% 13.7%
Argentina 8.7% 11.2% 10.8% 12.8% 12.8% 13.4% 18.2% 13.9% 11.2% 11.8%
Paraguay 2.8% 1.0% 2.8% 1.0% 2.7% 0.9% 2.4% 0.6% 1.6% 0.5%
Uruguay 1.7% 1.5% 1.7% 1.8% 1.6% 1.6% 1.7% 1.8% 1.4% 1.3%
Chile 2.6% 2.2% 2.2% 1.7% 2.3% 1.6% 2.0% 1.4% 1.9% 1.5%
Mexico 1.1% 1.6% 1.4% 1.8% 1.6% 2.0% 2.0% 1.7% 2.2% 1.3%
Asia 16.8% 16.1% 15.8% 13.9% 13.9% 14.7% 10.5% 13.3% 11.5% 12.8%
China 2.6% 2.1% 2.3% 2.1% 2.1% 1.9% 1.8% 1.8% 1.4% 1.8%
Korea 1.8% 2.7% 1.8% 2.2% 1.4% 2.3% 0.9% 1.7% 1.3% 2.1%
Japan 6.7% 6.6% 6.4% 5.2% 5.8% 5.9% 4.3% 5.7% 4.6% 5.2%
Canada 1.0% 2.3% 1.1% 2.4% 1.1% 2.4% 1.1% 2.3% 1.1% 2.0%
European Union 27.8% 27.7% 26.9% 26.7% 27.4% 26.5% 28.8% 29.2% 28.6% 30.4%
Germany 4.6% 9.6% 4.4% 9.1% 4.9% 8.3% 5.9% 9.1% 5.3% 9.6%
France 2.2% 2.8% 1.9% 2.5% 2.1% 2.7% 2.4% 3.4% 2.5% 4.0%
ltaly 3.7% 5.7% 3.2% 5.5% 3.2% 5.7% 3.8% 5.6% 3.8% 5.3%
United States 18.9% 21.3% 19.5% 22 4% 17.8% 23.2% 19.3% 23.7% 22.6% 24.1%
Source: Cenfral Bank of Brazil.
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Exhibit8 Tariff Comparison: Brazil and the United States (1999)
Ad Valorem Ad Valorem

U.S. Tariffs for 15 Leading Brazil Global Exports Equivalent (%) Brazilian Tariffs for 15 Leading U.S. Global Exports Equivalent (%)
Coffee, not roasted, not decaffeinated 0.0 New passenger transports W gt>15,000Kg 3.0

Iron ores and concentrates, not agglomerated 0.0 Parts for automatic data processing.machines 24.0
Soybeans, whether or not broken 0.0 Chips, W frs digital monolithic integrated circuits 3.0
Qilcake and other solid residues from the extraction of soybean 0.8 Parts and accessories for vehicles 21.0
Turbojet airplanes, exceeding 7,000 kg but not 15,000 kg 0.0 Other parts of civil airplanes/helicopters 3.0
Orange juice, frozen 44.7 Other parts and accessories passenger vehicle 18.0
Chemical woodpulp 0.0 Parts of turbojet and turbopropeller A/C eng, civil 3.0
Cane sugar, raw 236.0 Control units of data processing machines 15.02

fron ores and concentrates 0.0 Passenger veh. new, > = 3000 cc, & cyl. 35.0
Women's leather footwear 10.0 Engines F road truck, bus, auto, ov 2000 cc 21.0
Aluminum 2.6 Soybeans, whether or not broken 11.0
Other semimanufactured articles of iron or steel 2.1 Monolithic integrated circuits digital 5.0
Cther cane sugars in solid form 18.2 Vehicles, new, eng. exc. 1,500, exc 3,000 cc <=4 ¢yl 35.0
Unmanufactured tobacco, processed for use in cigareties 350.0 Gold bullion unwrought, nonmonestary 3.0
Soybean oil, crude 19.7 Digital processing units 30.0
Average tariff 45.6 Average tariff 14.3

Percent share of above items in total Brazil exports: 36.4

Source: Brazilian Embassy.

m><m~.mmm.,

Percent share of above items in total U.S. exports: 18.1



Exhibit9 Socio-economic Development, Various Couniries (1998)

701-104 -24-

United
Brazil Mexico Argentina Chile India States Japan Germany China Korea
GDP per capita {PPP 1998) 6,625 7,704 12,013 8,787 2,077 29,605 23,257 25,512 3,105 13,478
= Life expectancy at birth (years) 67.0 72.3 73.1 75.1 62.9 76.8 80.0 77.3 70.1 72.6
wP.. Adult literacy rate (age 15 ahove) 84.5 90.8 96.7 95.4 55.7 99.0 99.0 99.0 82.8 97.5
M Population without access (%):
w. to safe water 24.0 15.0 29.0 9.0 19.0 N/A N/A N/A 33.0 7.0
g to health services N/A 9.0 N/A 5.0 25.0 N/A N/A N/A N/A 0.0
W to sanitation 30.0 28.0 32.0 N/A 71.0 N/A N/A N/A 76.0 0.0
m. Doctors/100,000 people 134.0 85.0 268.0 108.0 48.0 245.0 177.0 319.0 115.0 127.0
Z  TVs/1,000 people 316.0 261.0 289.0 232.0 69.0 847.0 707.0 580.0 272.0 346.0
5 PCs/1,000 people 30.0 47.0 39.0 48.0 3.0 459.0 237.0 305.0 9.0 157.0
m Main phone lines/1,000 pecple 121.0 104.0 203.0 205.0 22.0 661.0 503.0 567.0 70.0 433.0
m.._. internet hosts/1,000 people 1.3 1.2 1.8 2.0 0.0 112.8 13.3 17.7 0.0 4.0
w
g
m. ™ Source: Human Development Report—United Nations Development Programme.
[72]
%]
g
5 Exhibit10a Income Distribution in Brazil (1960-1996) Exhibit 10b  Income Distribution in Select Countries, 1999
:
= Income Distribution
s Gini United
M ~Year Lower 40% Top 10% Coefficient % Income Controlled by: Brazil Chile Mexico States
<
:9 1960 1.3 39.6 0.50 Lowest 20% 2.5 3.5 3.6 4.8
1/ 1970 10.0 468.5 0.57 Second 20% 5.7 6.6 7.2 10.5
M. 1980 9.7 47.9 0.59 Third 20% 9.9 10.9 11.8 16.0
» 1990 7.2 48.7 0.63 Fourth 20% i7.7 18.1 19.1 23.5
% 1996 8.0 47.6 0.60 Highest 20% 64.2 61.0 58.2 45.2
) Highest 10% 47.9 46.1 42.8 285
Source: World Bank, World Development Indicators, 1999.
Source: World Bank, World Development Indicators, several years. Note: May not add up to 100% due to rounding.
S o S G e . J S Y Sy G G
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Exhibit 11 Indicators of Economic Development—1998
Surface Area PPP GNP Trade in Total

Population {“000 sq. GNP GNP per per Capita Mean Goods (% of Value Added as a % of GDP External
Country (millions} miles) ($ billions) Capita (5 () Tariff (%) PPP GDF) Agriculture Industry Manufacturing Service Debt
Mercosur
Argentina 36 2,780 200.3 8,030 1,728 13.5 12.9 7 37 25 56 144,050
Brazil 166 8,457 767.8 4,630 6,460 14.6 9.9 8 36 23 56 243,202
Paraguay 5 407 9.2 1,760 4,31 20 8.5 . 347 25 22 15 53 2,304
Uruguay a 177 20.0 6,070 8,451 12.2 227 8 27 18 64 7,600
Other Developing
Chile 15 757 73.9 4,990 8,507 11.0 24.7 8 35 17 57 36,302
Mexico 96 1,958 3681 3,840 7,450 13.3 32.9 5 27 20 68 159,059
China 1,238 9,597¢ 923.6 750 3,051 17.5 8.3 18 49 37 33 154,599

Developed

Canada 30 9,971 580.9 19,170 22,814 75 58.0 - - - - -
France 59 552 ._.Ammhq MA.m._on 21,214 - 46.3 2 26 19 72 -
Japan 126 387 4,089.1 32,350 23,592 8.7 21.3 - - -~ - -
United Kingdom 59 245 1,264.3 21,410 20,640 - 48.1 2 eal 21 67 -
United States 270 9,364 7,903.0 29,240 28,240 5.2 19.8. 2 27 18 71 --

Source: World Bank, World Development Indicators
APPP is purchasing power parity.

DThe estimate is based on regression; others are extrapolated from the latest International Comparison Program benchmark estimates.
“Includes Tatwan, China,

dGNP and GNP per capita estimates include the French overseas departments of French Guiana, Guadeloupe, Martinique, and Reunion.
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