NOTA SOBRE O PROGRAMA DE MODERNIZAGEO
E AJUSTAMENTO - 1{988/89

i. A economia brasileira apresen-
ta um quadro complexo, com sérios pro-
blemas estruturais. 0 Pals vem conviven-
do com uma situag8o proxima & hiperin-
fla¢do, enquanto a atividade econdpica
mantém-se estagnada. 0 modelo de cresci-
mento  anteriormente adotado, haszeads na
interven¢8o estatal na economia, mostra
claros sinais’ de exaustio. 0 investimen-
to cresceu muito pouco, enquanto a divi-
da pdblica, interna e externa, elevou-se
exageradamente em relag80 ao PIB. O Pro-
grama de Modernizag8o e Ajustamento tem
por objetivo corrigir essa situagio e
promover o crescimento econdmico criando
as condigdes necessdrias a significativa
redugdo da inflagdo e & modernizacSo e
liberalizagio da economia.

2. Com essa modernizagSo procura-
se redefinir o papel do Estado, tragar a
nava politica industrial, promover a li-
beralizac3o do comércio exterior e a re-
forma do sistema financeiro. A maioris
das medidas estruturais necessarias para
atingir esses objetivos ji est3o sendo
implementadas. Conforme se observa nos
pardgrafos 31 e 34 do Programa, o Gover-
no estd dinamizando o processo de priva-
tizac3o com vistas a liberar o Estado de
tarefas que podem ser desempenhadas mais
eficientemente pelo setor privado. A no-
va politica industrial, anunciada em {9
de maio de 1988, com énfase para a area
de tecnologia, envolve uma ampla revisio
dos mecanismos de incentivos, ob,jetivan-
do reduzir a necessidade dos procedimen-
tos burccrdticos. & reforma do sistema
financeiro esti sendo analisada, com o
apoio do Banco Mundial, visando reduzir
a segnentacSo do mercado de crédita e
€stimular a competigS50 entre as insti-
tuicles financeiras. 0 Governo vem, tam-
bém, reduzindo a aplicacio dos controles
de precos aos setores oligopolisticos, e
estuda a forma de extinguir o monopdlio
estatal na comercializacio do trigo e na
rtagdo de aglcar.

NOTE ON THE PROGRAM OF MNODERNIZATIOMN
AND ADJUSTMENT - 1988/89 :

i. The Brazilian economy is at a
critical juncture. For some time, the
country  has been on the verge of
hyperinflation while economic activity:
has been stagnant. At the same time, the
economy is facing serious structural
problems. The growth wmodel based on!
state intervention in the economy thatl
was followed in recent decades shows
clear signs of exhaustion, investment |
has increased very little in the last
few years, while the domestic and
external public debt have become too!
large with respect to GDP. The program
seeks to redress these problems and tn

promote  lasting economic growth, by’
creating the conditions necessary for i ’
significant reduction of inflation and
by modernizing and liberalizing the( -
ECOnonyY . (
2. The wodernization of the! !

economy sought by the program emphasizes
a redefinition of the role of the State, B
a new industrial policy, the
liberalization of foreign trade and the
reform of the financial system. Most of .
the far-reaching structural weasures"
required to achieve these objectives

have already begun to be implemented. As
detailed

[

in paragraphs 31 and 34 of the
program, the Government is giving' |
renewed impetus to the process of
privatization aiming at freeing the
State from tasks that can be perforsmed |
more efficiently by the private sector/
The new industrial policy announced on o
May 19, 1988 ewmphasizes the area of
technology and will involve an in-depth
revision ~ of investment Incentives‘«
seeking to free their application from '
bureaucratic interference. Preparation
of a reform of the financial system has
been advanced, together with the IBRD,
aiming at reducing the segmentdt ion of [
credit markets . and at increasing
competition among financial
institutions. « In addition, the
Government intends to limit the scope of
price controls to oligopolistic sectors,
and to abolish the state monopoly in the (L



3. A reducdo do déficit do setor
piblico ¢ fator primordial na estratégia
de combate & inflagio. Projecfes reali-
zadas no inicio do ano apontavam um
crescimento desse déficit operacional,
de §,5X do PIB em 1987 PRFR mais de 7%
em 19688, principalmente em raz8o do
crescimento dos gastas com pessoal em
fins de 1987 e inicio de 1988, conjugado
a um declinio real da receita. Nessas
circunstdncias, o Governo adoton diver-
sas médidas, notadamente do lado da des~
PESA, com vistas a reduzir o déficit
operacional, em 1988, para 4% do PIB.
Entre as medidas listadas nos paragrafos

31 e 34 do Programa e j4 implementadas,
ressaltam—-se: ’

8. a unificaglo do orgamento
fiscal, que aperfeigoou o controle das
despesas e deu maior transparéncia &
destinagdo dos recursos;

b. a efetivagio, em 20 de maio
de 1988, de cortes no Orgamento Geral da
Unifo equivalentes a 6,97 do PIB no item

"Outras Despesas Correntes e de Capi-
tal®;

€. a suspens8o, pelo periodo
de dois meses, dos adiantamentos sala-
riais na administragio piblica federal,
com ganho estimado de {,1% do PIB;

d. a fixag8o de limites glo-
bais para os empréstimos do sistema fi-
nanceiro a estados, municipios & empre-
sas publicas, o que devera resultar en

uma  redugdo do déficit equivalente a
@,5% do PIB.

€. a eliminagdo do subsidio ao
consumo do trigo, com ganho est imado em
¢,i% do PIB.

Para o atingimento das netas
fiscais do Programs para 1988, foram de-

- of sugar.

‘transparency of fiscal operations.

Fioreis

marketing of wheat and the ekport:t
3. The reduction in
sector deficit is the key element o

strategy to fight intlation. [
because of a sharp increase jp

public sector’s wage bill in real te
in late 1987 and early 1988 ant
decline in revenue in real
resulting from the acceleration -
inflation, the operational deticit
the nonfinancial public sector wa
projected to increase from 5.5 percen

of GDP in 1987 to more than 7 rercent .in

i988. In these circumstances,
Government has taken a number
neasures, mainly on the expenditure ’

side, that aim to reduce the operational:
deficit to 4 percent of GDP in iggs,
Among the measures listed in paragraphs
31 and 34 of the economic program and
that have already been implemented, the
Bovernment would like to stress the:

2. unification of the
budget which already has
expenditure control

fiscal
improved
as well as the

b. introduction on May 2@,
ieg8 of cutbacks equivalent to o.9
percent of  GDP in nonwage and

noninterest expenditures of the central
government .

€. Suspension foq a period of
two months of wage adjustments in the
central administration and federal
public enterprises with an est imated
yield of 1.1 percent of GDP.

d. imposition of iimits on

credit by the financial system to
states, municipalities, and public
enterprises expected to result in

savings equivalent
GDP.

to 0.5 percent ot

€. elimination of the
subsidy to consumers with an
yield of 0.4 percent of GDP.

wheat
est imated

A number of other measures has
also been taken (including limits on the
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finidas ainda diversas medidas de ordem
pratica, incluindo a fixacdo de limites
para o déficit da Previdéncia Social.

4. Conforme mencionado no Progra-
®a, vdrias providéncias est3o sendo to-
madas tasbém do lado da receita, in-
cluindo aumentg seletivo do imposto de
renda e redugSo dos -incentivos fiscais,
tEstas medidas visap & aprimorar a aloca~
¢80 de recursos & a eficiéncia do siste-
ma de arrecadagio de impostos, para con-
trabalancar, em parte, o impacto adversg
da aceleracio da inflac%o sobre a recei-
ta fiscal. De modo geral, og Pregos e as
tarifas do setor piiblico situam-se hoje
em niveis adeguados, pretendendo g Bo-
verno manter a politica que objetiva ag-
segurar a estabilidade
BUAS empresas. '

. . e
financsira 2z

5. Para a rolagem de sua divida
interna, o setor pdblico utiliza atual-
mente grande parte da poupanga financeij-
ra nacional, fato que inibe o investij-
mento privado e intensifica as pressies
inflaciondrias. 0 Governg pretende for-
talecer as finangas piblicas para redu-
zir o déficit operacional a0 limite de
2% do PIB en 1989, desenvolvendo esfor-
€08  para alcangar uma redug8o adicional
desse déficit, condig8o necessdria para
peraitir a recuperacio do invest imento e
a reduc8o da inflago.

4. 0 fortalecimento das
piblicas ird permitir a
politicas monetdria e crediticia mais
adequadas., Pretende-se também, conforme
explicitada no pardgrafo 34 do Programa,
restaurar g3 capacidade reguladora dos
instrumentos de -politica monetdria. g
elevado montante dog depdsitos voluntg-
rios wantidog na Banco Central por ins-
tituigles de paupanca e empréstimo e por
exportadores estava inibindo a agfo da-
quele Banco ng gerenciamento da aferta
monetiria, na medida en que a mobilidade
desses depdsitos era constantemente in-
por fatores de mercado finan-
‘ Para corrigir essa distor¢dn de-
finiu-se 3 eliminacio daqueles depdsi-
A enorme parcela de titulos pibli-
lastreiam operagies de curto

finangas
inplementagio de

" public
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deficit of the social security systen)
to ensure  the attainment of the
Program’s fiscal target for 1988,

4. As  noted in the
pProgram, the above actions are being
supplemented by several tax revenue
measures, including selective increases
in income taxes and reductions in fiscal
incent ives, These nmeasures seek to
inprove  resource allocation and the
efficiency of the tax system, and to
offset in part the adverse impact of the
acceleration of inflation on tax
revenue. By and large, public sector
tariffs have been brought to appropriate
levels, and the Government intends to
cont inue following policies in this
regard  that would ensure the financial
soudness of public enterprises.

econonic

. The public sector absorbs
major share  of national financial
savings, hindering Private investment
and intensifying inflationary pressures.
The Government intends to strengthen the
finances further in 1989 by
reducing the orerational deficit to at
most 2 percent of GOP. The Government
regards this as ap upper limit, and
every effort will be made to attain such
a further reduction in this deficit as
is necessary to permit the recovery of
investaent and the reduct ion of
inflation.

the

6. The strengthening
public finances will
implementation of

and credit policies.

of the
facilitate the
restrained monetary
In addition, and as

noted in Paragraph 34 of the econonic
pProgram, the Government intends to
restore the effect iveness of monetary
policy instruments. The sizeable amount
of  voluntary deposits held at the
Central Bank by savings and loan

institutions and by exporters hindered
the Bank ‘s ability to regulate the money
supply as these deposits fluctuated
sharply in response to minor changes in
interest rates. {herefore, provisions
were established for the full withdrawal
of the voluntary deposits of savings and
loan institutions by June 3@, i9es8, and
of those held by exporters by end-




Prazo no mercado aberto representa outro
obstdculo na execug3o da politica mone-
taria. Para sanar essa dificuldade, pro-
tura-se melhorar o perfil da divida pu-
blica interna e aumentar a proporcio dos
titulos em poder de tomadares finais. De
modo geral essasg medidas proporcionario
condigides para que o Banco Central possa

executar a politica monetaria de modo
mais consent8neo com os objetivos do
Programa econdmico, , permitindo qUE  as

taxas de juros sejam normalmente defini-~
das pelos mecanismas de mercado. Com os
ajustamentos Rrogramados, prevé-se g
credcimento da base monetdria e da afer-
ta monetiria em 375% no corrente ano,. en
confronto com uma taxa de inflag8o pro-
Jetada de é00Z no mesmo periodo.

7. Estima-se que as politicas
contidas no programa econdmico deverio,
a médio prazo, resultar em substancial
redugdo da inflacHo. Para o restante de
i988, contudo, prevé-se unm pequeno de-
clinio na taxa mensal de crescimento dos
Precos. Em face da atual conjuntura, &
imper ioso, preliminarmente, controlar a
tendéncia explosiva da infla¢So, obser-
vada desde o inicio do ana, criando-se
ent3o condigBes que facilitem sua signi-
ficativa redugad em 1989,

8. 0 Governo pretende cont inuar a
politica de reajustes diarios da taxa de
cdmbio de acordo com a inflag8o interna,
mantendo essa pratica sob constante exa-
me, de modo a assegurar a competitividi-
dade das nossasg exportagies e o cumpri-
mento das metas definidas para o comér-
cio exterior. Essa sistemdtica contri-
buird para fortalecimento da posiglo ex-
terna do Brasii, cansolidando os resul-
tados obtidos enm 1987. Programou-se unm
crescimento do superavit comércial, de
US% 11,2 bilhdes em 1987 para US% i3 bi-
lhdes em 1988, baseado na expansio das
exportagdes, jd que um consideriavel au-
mento de importacfes deverd ocorrer, mo-
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December 1988.  The unduly { 3
Proportion of the domestic publie de
that is -held on an overnight pg
constitutes another major hindrance ¢
monetary policy, and the wmonet
authorities have begun to

neasures to improve the

structure of L
and increase the proportion of debt hej
by  final holders. Altogether, these
actions would enable the Central Bank &g

shift the . focus of monetary policy tg
the targeting of monetary and credit
aggregates consistent with
objectives of the economic Program.

line with this policy stance, interest
rates would be primarily market
determined, and the monetary authorities
intend to limit the growth of the
wmonetary base and the money supply
during i988 to 3rs percent, which
compares with a projected rate ot

inflation af 400 percent for this year.

7. The policies contained in the
economic program will ultimately result
in a substantive reduction in inflation.
In the meantine, only a modest decline
is projected for the monthly rate of
price increase during the remainder of
1988. Under present Circumstances the
immediate objective is to arrest the
accelerating trend of the rate of
inflation that was evident in the early
part of the year and to create the
conditions that would facilitate a

significant reduction of Inflation in
1989.

8. The Government intends to
maintain the policy of daily adjustments
of the exchange rate in line with
domest ic inflation, and to keep this
policy wunder review so as to ensure the
compet itiveness of Brazilian exports and
the achievement of the program’'s
objectives in the external area. This
policy, together with the demand
management policies included in the
program, will help to strengthen
Brazil's external position beyond the
considerable gains achieved in 1987. The
trade surplus js targeted to increase
from USS $5.2 billion in 1987 to Us% 13
billion in 1988. The improverent in the
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tivado pela liberalizag8o da economia e
retomada dos investimentos. No corrente
ano, WESRO com o aumento dos juros no
mercado  internacional, o déficit em
transagdes correntes do balango de paga-
mentos deveria permanecer em ¢,5% do PIB,
esperando-se um declinio adicional nessa
taxa em i989. As reservas internacionais
liquidas deverZo aumentar durante o pe-
riodo do Programa.

?. Conforme descrito nos paragra-
fos 32 e 34 do Programa, na drea de co-
mércio exterior, o Gaverno pretende pro-
mover alteragdes que irSo assentar as
bases para a liberalizagio do setor,
permitindo a eliminaglo de diversas res-
trigdes ora existentes. Entre 3s nedidas
jad definidas, destacam—se as seguintes:

a. aprovagio automitica de
guias de importagio, desde que observa-
das as regras em vigor (tais como as re-
lativas a pregos, forma de pagamento,
etc.) e até o limite do montante impor-
tado em 1987. NS0 haverd limite no caso
de importagdes de bens de capital;

b. liberalizagio do comércio
exterior de produtos agricolas;

C. reforma tarifaria, em vigor
a partir de i¢ de julho de i988, que ra-
cionaliza a estrutura das tarifas, reduz
as isengdes e os sistemas espetciais de
importaglo e, como consequénecia da ex-
tingdo da incidéncia do imposto sobre
operacoes financeiras (IOF} sobre as
compras de divisas para a importagBo de
mercadorias, elimina praticas de cimbio

miltiplo;

d. reducfo dos prazos de fi-
nanciamento externo para a importacdo de
bens de capital, do minimo de trds a gi-
to anos, para dois a cinco anos)

€. 3aumento
autor izagdes de

nos limites para
compras 34 vista, de

trade balance would
cont inued expansion
sizeable increase

projected, in line with the envisaged
recovery of investment and growth and
the liberalization of the economy. 1In

result from the
of exports, as a
in imports is =lso

1988, notwithstanding the ipcrease in
foreign interest payments, the external
current account deficit would remain at

0.5 percent of GDP, and this ratio is
anticipated to decline further in 1989,
Net international reserves will be
increased during the Program period.

9. As described in palragraphs 32
and 34 of the program, the Government
also intends to carry out substant ive
structural reforms in the external area
that will set the basis for the
Viberalization of Brazil‘s foreign trade |
and will permit the elimination of a,
number of exchange restrictions. Among
the measures  already taken, the
following should be enphasized:

a. the Introduction of

approval of import licenses,
provided that the regulations (such as
those on price, form of payment, etc)
are complied with, for an amount equal
to the 1987 imports and with no limit
for capital goods imports;

automat ic

b. the liberalization of
foreign trade in agricultural products;

€. the taritf reform,
effect ive July i, ig8s, which
rationalizes the tarift structure,
reduces exemptions and special import

systems, and, by abolishing the
financial operations tax (IOF) on the
purchase of foreiagn exchange for
merchandise imports, eliminates 3 numher
of multiple currency practices;

d. the reduction in the
miniaun financing requirement§ for
imports of capital goods from a range of
three to eight years to a range of two
to tive years;

i

€. the increase from

USS 100,000 to USS 150,00@ in the limits




D USS 100.9000 para USY 150.00¢, podendo

atingir até USY 350.600 no caso de im—
portacdo de bens de capital;

(1) f. eliminag8o da exigéncia de
(1, autorizagBo prévia para a importagSo de

.. praodutos metalirgicos e metais nio-fer-
") rososi e

(o 1

, 9. eliminagio de controles
{ prévios sobre diversos produtos de ex-
[ portac%o.

( Além disso, até o final  de

(.. 1988 o Governo pretende reduzir & metade
o nimero de itens da lista de importa-
¢oes proibidas, adotando medidas adicio-

(1 nais em 1989 no sentido de diminuir pau-

latinamente as restrigdes cambiais.

i9. Embora =a consecugSo dos ohje-
tivos de crescimento do Programa esteja
‘) fundamentada no incremento da poupanca
interna, serd necessario também um ade-
quado fluxo de recursos externos, que
+v deverd ser restabelecido a partir da
.1, normalizag8o do relacionamento com a co-
- munidade financeira internacional. Nesse
sentido, foram concluidas as negociagdes
1y entre o Brasil e o Comit® Assessor dos
bancos «credores estrangeiros para o re-
"1’ escalonamento das amortizagfes devidas
no periodo 1987-93, bem como a redugSo
dos ‘spreads’, a provisfo de US% 5,2 bi-
lhdes de novos recursos e o restabeleci-
., mento das linhas de credito de curto
prazo. E intengSo do Governo promover
entendimentos com os credores do Clube
(v de Paris durante o segundo semestre de
°f 1988, com vistas ao reescalonamento dos
+' pagamentos devidos desde a inicio de
(}) 1987. 0 resultado positivo nas negocia-
. ¢Bes com os bancos estrangeiros e com os
" credores do Clube de Paris contribuird
(17 para a regularizag8o até o final do cor-
(H rente ano da situaclo dos pagamentos ao
7 exterior.

b ii. 0 ' Programa procura melhorar
 tembém a posi¢3o do endividamento exter-
(i) no do Brasil, adotando critério seletivo
() nas contratacﬁesﬂde novas obrigagles ex-
.. ternas, que serdo limitadas a montantes
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up to which payments in clsh Rr
authorized +for all import categories
Wwith an additional USS 200,000 ¢
capital goods imports;

¥. the elimination of
authorization requirements for the

importation of metallurgical procucts’
and nonferrous metals; and

Prior

8. the elimination of prior
controls on a sizeable number of
exports.

In addition, by the end of
1988 the Government intends to reduce by
halt the number of tariff items on the
prohibited import list. Further steps to
liberalize exchange restrictions will be

undertaken in 1989, with a view to their
elimination.

ie. Achievement

of the program’s
growth objectives

will be based on an
increase in domestic savings but will
also require an adequate +low of
external resources. Accordingly, an
important objective of the program is
restoration of external inflows
through the normalization of relations
with the international financial
community. Discussions between Brazil
and the Advisory Committee of foreign
banks have been concluded +or the
rescheduling of principal payments due
in 1987-93, the reduction of interest
rate spreads, the provision of  about
USS 5.2 billion of new money, and the
reestablishment of short-term credit
lines. It is also the ' Bovernment
intention to request a meeting with
Paris Club creditors in the second half
of 1988 to reschedule principal payments
due since early 1987. The successtul
conclusion of the negotiations with
foreign banks and Paris Club creditors
would result in the elimination by end-
December 88 of external payment arrears,
which shall not be permitted to emerge.

ifi. The program =also seeks to
strengthen Brazil's external debt
position by following cautious policies

in this regard. Thus, new net external
indebtedness will be limited to amounts




compat iveis com as metas fixadas para a
conta de transagdes correntes e para g
balango de Pagamentos como um todo, Ade-

wais, foram criados mecanismos para con-

versio da divida externa, com limites
P ad v . &~

que  nao prejudiquem a execugan de uma

adequada politica wonetdria.
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consistent with the Program’s external
current account and overall balance of
payments targets. Horeover, flexible
mechanisms have been introduced for debt
conversion, within limits that do not
inpair the implementat ion of a

restrained sonetary policy,
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Document presented at a meet ing of the
President of the Republic with State
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Development Council at the Alvorada
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Brasilia, May 16, i9s8.




