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Brazlian de-indudtrialization is evident. Peopleress to acknowledge that

becausein the moment they dothat, anew exchangerate policy turnsinevitable

After the sudden deprediation of the red caused by the globd finendd arids, the
tendency to exchange rate overvauation existing in Brazil regppeared and the current
account isaready in ddfiat. It isgill asmal defict, because it hgppensin aDutch
disease sHting thet, by definition, implies overvaugtion but is competible with
equilibrium in the current account. The severity of the Dutch diseese exiding in eech
country can be measured by the difference between two equilibrium exchange rates
the current equilibrium rate, thet balances the current transactions account, and the
indudtrid equilibrium exchange rate - which is necessary to make viable indudtrid
enterprises usng the most modern technology. In acountry thet isnot yet
indudridized, as mogt of the ail-exporting countries, the Dutch disease meansiow
growth and continuous poverty in an indudridized country such as Brezil, the
overvaudion provokes de indudridization even when the current account is baanced.

When a country with the Dutch diseese goes into current account defiat, thisis dueto
the "growth with foreign savings policy” or to carry trade operations. In Brazil, aslong
aswe do not limit these two practices and we do nat neutrdize the Dutch diseese, we
are dready bang suffering from de-indudridization. It is not an acute de-
indudtridization, because the Dutch diseese in Brazil is not comparable to the one
exiging in ail-exporting countries. Since the Duitch disease is d S0 assodiaed with low



wages prevaling in low-technology industrid sectors, the industria sectors most
sverdy affected by the Dutch disease are those with higher technologica content and,
therefore, with higher vaue-added per capita. These are the sectors that should leed the
countrys process of economic development, because they engender technica progress,
incresdng returns and pogitive externditiesindeed, they are lagging behind.

Sncein Brazl the Dutch disseseis not as obvious asit isin oil-exporting countries,

the andydts deny its exigence. They argue that the country continuesto increeseits
indudria production and its exports Which istrue. Besdes, Snce the domedtic market
grew dgnificantly due to the governments digributive polides, those andyds
understand that indudtrid companies are investing, and once again refuse to recognize
de-indudridization. Notwithstanding, whereas China becomes the worlds factory and
Indig, the universal producer of software, Brazil gradudly becomes the worlds farm.

Between 1930 and 1980, Brazil presented the worlds highest growth. This happened
because, during thet period, dthough with brief interruptions (1945-47, 1961-64), the
Dutch disease was neutrdized in Brazl by the taxation of primary goods exports
(which was cdled "exchange rate confiscation’) and by afirm manegement of the
exchangerate. Asof 1990, however, the trade opening and paticulaly the financid
opening put an end to this neutrdization. In the period 20022008, therisein the prices
of commodities exported by Brazil promoted a cartain resumption of growth based on
the agribusness, but, as atrade-off, the Dutch diseese worsened. Thereisno
contradiction in thisfact. The Dutch diseese is the product of Ricardian rents resulting
from chegp and abundant naturd resourcesthat, in principle, aeablessing to the
country, but become acurseif the country isnot able to prevent the overvauation of
the domestic currency that is associated with the Dutch diseese.

There are severd forms of evauating the process of de-indudtridization. One of them
isto compare, in each sector, the part of the value added in the total amount of the

indudtria production in the phase 1996- 02 with its part in the period in which therise
inintemationd prices of commoditiesimplied a continuous exchange rate gopreciaion
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(2003-07). According to IBGESs [ Brazlian Ingtitute of Geography and Satistics]
Annud Indugrid Survey, this part decreased by 12.7% in the manufactured goods
sector and increased by 2.3% in the primary goods and assodiated products. The
decreaseis higher (14.4%) for manufactured goods of high and medium-high
technology.

Another way of evaluating de-indudridization is to examine the exportsin the period
between 1997 and 2008. During that period, primary products exports grew more
(366%0) then the exports of manufactured goods (244%): 35% more for the primary
products.

A third way: the imports of primary products incressed by 26% between 1997 and
2008, wheress the imports of manufactured goods increased by 154%. The difference
is ubstantia, confirming the decrease in the va ue- added exported.

And, findly, de-indudtridization gppears & invesment level. Probably asa
conssquence of the strategy of subtitution of imported inputs for netional inputs thet
companieswere forced to use, indudrid invesmentsgrew vey little. Datafrom
IBGEs Annud Indudtrid Survey show that actud investmentsin the commodities
sector, in the period 1997-08, increased by 277% (14.2% per annum 11% without
congdering ail extraction and refinement), wheress in the manufactured goods sector
invesments incressed far less, only by 30% (2.7% per annum).

Brazlian de indudridization is therefore, evident. A change in this setting reguiresa
new exchange rate managemeant policy. Conventiond economigts, however, ignoring
both world and Brazilian experiences, argue that it isimpossible to manege the
exchange rate in the long run. Aslong as Brazilian sodety does not redize the fdlacy
of thisantinationd pasgition, the government will not fed srong enough to adopt a
more decsve palicy of exchange rate management and of neutraization of the Dutch
disease. Consequently, Brazilian per capitagrowth rates will continue to be roughly
hdf the rates abserved in the dynamic Adan countries We will have some moments of



euphoria, as the one that is hgppening again now, but those periods of goparent and
ephemerd progperity will not be enough to induce Brazils sustained growth in the long

run.



