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ABSTRACT 

 

The objective of this paper is to introduce an initial broad set of Brazilian trade and trade related 

issues for discussion within the OECD enhanced engagement context. Accordingly, the paper takes an 

historical perspective as an aid to understanding some current trade policy settings in Brazil. Brazil has 

faced a number of challenges over the last 60 years in its search for a high sustainable rate of economic 

growth and a dramatic improvement in its distribution of income. The Brazilian import substitution 

program after World War II stimulated periods of high but unsustainable growth, OECD (2006). From 

1988, the Government began a process of general economic reform that included major trade policy 

liberalisation from around 1990. Successive governments have continued this policy stance in spite of the 

fact that a number of external and internal economic shocks have delayed reform dividends in the form of 

high sustained economic growth.  In short, Brazil has not had the spectacular economic growth record over 

the last decade that has been seen in China and India ï in spite of its policy reforms. In this sense the 

Brazilian economy can be said to be in transition. However, policy continuity over the last fifteen years has 

had very good results in establishing macroeconomic and balance of payments stability coupled with 

strong employment growth and an improving distribution of income.  

Keywords: Brazil, trade policy, economic reform 
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 BRAZIL: SELECTED TRA DE ISSUES 

Executive Summary 

1. The objective of this paper is to introduce an initial broad set of Brazilian trade and trade related 

issues for discussion within the OECD enhanced engagement context. Accordingly, the paper takes an 

historical perspective as an aid to understanding some current trade policy settings in Brazil. The breadth 

of the approach necessarily means that, in this initial trade paper, depth needs to be sacrificed in the 

interests of brevity. This approach seems to be appropriate within the OECD context of enhanced 

engagement which is designed to start a process of discussion with Brazilian authorities over the next few 

years. 

2.  Brazil has faced a number of challenges over the last 60 years in its search for a high sustainable 

rate of economic growth and a dramatic improvement in its distribution of income. The Brazilian import 

substitution program after World War 2 stimulated periods of high but unsustainable growth, OECD 

(2006). From 1988, the Government began a process of general economic reform that included major trade 

policy liberalization from around 1990. Successive governments have continued this policy stance in spite 

of the fact that a number of external and internal economic shocks have delayed reform dividends in the 

form of high sustained economic growth.  In short, Brazil has not had the spectacular economic growth 

record over the last decade that has been seen in China and India ï in spite of its policy reforms. In this 

sense the Brazilian economy can be said to be in transition. However, policy continuity over the last fifteen 

years has had very good results in establishing macroeconomic and balance of payments stability coupled 

with strong employment growth and an improving distribution of income.  

3. Brazil has reinvigorated its trading relationship with world markets. Trade is now twice as important 

as it was just a few years ago. In 1988 trade constituted 14% of GDP, it was 30% in 2006. Inflation has 

been driven down to around 3% while growth has recovered to the 4-5% range in recent years. Successive 

governments have succeeded in cultivating strong renewed hope for economic success on all fronts. For all 

these reasons Goldman Sachs nominated Brazil in its Brazil-Russia-India-China (BRICôs) grouping of 

emerging nations that promised high sustained growth. 

4. There is hard evidence that the distribution of income has begun to narrow as a result of the trade 

and industry policy liberalisation programmes. This is because Brazilôs economy is fortunately structured 

in such a way that the tradable industries with the strongest comparative advantages are also the sectors 

that are intensive in their use of low wage workers.  

5. One of the puzzles of economic performance in Brazil since the trade reform process began in 1990 

is the slow rate of trend GDP growth. Over the import substitution era (1961-88) real GDP growth 

averaged 5.9%. It has averaged 2.2% since 1989. It is possible that the economy is still in the process of 

adjusting to the more open environment created by the reforms and that this period has been extended by 

the economic shocks. Another possibility is that research and development activity is too low in some 

sectors of the economy (aside from agriculture and aircraft) and that this is holding back productivity 

growth. Gravity model analysis conducted here shows that Brazilôs trade performance is modest compared 

to other emerging countries. 

6. The economic reform programs have coincided recently with a marked rise in the relative prices of 

natural resource based products. This factor coupled with the more open trading environment in Brazil has 

led to some changes in the trade mix. Exports of primary sector goods have expanded to some extent at the 
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expense of some non-food manufactures. However, the international competitiveness of selected 

machinery and equipment manufactures remains strong (however, this may be due partly to continuing 

high effective protection for the machinery and equipment industries).  Continued fast growth in emerging 

economies will continue to provide with consumer benefits from lower priced imports and growing exports 

for Brazilôs competitive sectors. 

7. There has also been some reorientation of Brazilôs export markets towards China, particularly, and at 

the expense of lower export shares to the EU and to a greater extent, the US. Mercosur trading partners 

continue to be very important export earners for Brazil. 

8. The competitiveness of China in selected manufactures and agricultural products is a timely 

reminder that a country cannot have a comparative advantage in everything, by definition. In other words, 

while Chinese exports of certain products are stimulating some resource reallocation in Brazilian 

manufacturing, many areas of Brazilian strength in manufacturing are increasing ï particularly in 

machinery and equipment products. These latter industries have not only survived trade reforms and 

international competition but have maintained their export performance. Their future competitiveness may 

depend on removing residual protection. 

9. There are a number of trade and trade related policy challenges facing Brazil and there are important 

constraints on the tradable sector. First, infrastructural improvements have a high priority in terms of port 

and airport systems and facilities (including roads). Second, the value-added taxation system continues to 

be biased against exporters. Third, high payroll taxes tend to reduce firm competitiveness and 

simultaneously reduce employment incentives. 

10. The imbalances in international capital markets are proving a major challenge for the tradable sector, 

particularly for those industries that are on the cusp of having a comparative advantage. It is proving 

difficult for such industries to hold resources in the volatile exchange rate environment. 

11. Brazil is amongst those countries with the most to gain from a successful DDA Round outcome 

because it confronts the high remaining barriers to agricultural and food trade of the OECD countries. 

Brazil has been prominent in these negotiations and has acted as a spokesman for developing country 

interests. These pressures provide a major challenge for Brazil in drawing out consensus approaches from 

like-minded countries on the one hand and then managing change within the WTO environment itself to 

cope with the increased presence of emerging countries. 

12. On the basis of recent empirical research Brazil has a strong incentive to liberalise further ï trade 

reform in Brazil has improved the distribution of income, productivity has increased markedly across the 

tradable sector and many protected industries continue to be competitive internationally post-trade reform. 

Remaining service sector protection needs attention and traditional exporters have much to gain from 

liberalisation. All this can be achieved unilaterally. However, WTO multilateral liberalisation would 

involve larger benefits and lower adjustment costs for Brazil. A successful Doha Round outcome would 

benefit Brazil in efficiency and distributional terms.  

13. Brazil also has challenges with respect to regional trade agreements, especially Mercosur. A great 

deal of work will be required to develop a coherent well-functioning arrangement. High on the list of 

needed priorities will be policy changes to ensure Mercosur is outward looking and not trade diverting in 

economic terms. Paraguay and Uruguay have relatively small non-food manufacturing sectors where 

Mercosur has established relatively high MFN duties. On the other hand, Mercosurôs larger partners (ie. 

Argentina and Brazil) are more likely to advocate protectionist developments in manufacturing on political 

economy grounds. However, as the empirical evidence is showing for Brazil, a liberalization approach 

appears to be the best way to confront the globalization challenges facing the country.  
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14. In spite of the unilateral trade liberalisation carried out to date, it is highly likely that Brazilôs 

remaining trade barriers continue to constrain both economic efficiency in the economy and prevent the 

country achieving more equity gains for the poor. On both counts, further trade liberalisation would be 

beneficial.  

Basic Statistics of Brazil, 2005 

Area (thousands sq. km) 8 515

Total (million) 186.40

Inhabitants per sq. km 22

Net average annual increase over previous 10 years, (in %) 1.45

Internet user per 1 000 inhabitants (2005) 195.0

Doctors, per 1 000 inhabitants (2004) 1.6

Infant mortality, per 1 000 live births (2005) 31.0

Total employment (thousand) (2004) 84 596

GDP at current prices and current exchange rate (USD billion) 796.06

Per capita GDP at current prices and current exchange rate (USD) 4 271

Exports of goods (USD billion) (2006) 138.0

Imports of goods (USD billion) (2006) 91.0

Population

Employment

Gross Domestic Product (GDP) and Foreign Trade

Indicators of living standards

 

Source: OECD, ILO, WDI, ComTrade. 

2002 2003 2004 2005 2006 2007

GDP- annual growth rate 2.7 1.1 5.7 2.9 3.7 4.5
p

Inflation (CPI) 12.5 9.3 7.6 5.7 3.1

Public Sector's Net Debt (% of GDP) 50.5 52.4 47 46.5 44.9

Stock market (IBOUESPA) 

value listed US$ billion, Dec
171 242 359 552 742

p

Trade Surplus (US$ billion) 13.1 24.8 33.6 44.9 46.2 40
p

Current account (% of GDP) -1.5 0.8 1.8 1.6 1.2 0.7
p

International Reserves (US$ billion) 38 49 59 54 86 136
p

Macroeconomic Adjustment

 

Source: IBGE, BCB and MDIC, elaborated by Ministry of Finance/SPE. 

2002 2003 2004 2005 2006 2007

Exports, % change

Value 4 21 32 23 16 19

Price -5 5 11 12 12 11

Volume 9 16 19 9 3 7

Imports, % change

Value -15 2 30 17 24 26

Price -3 6 10 11 7 5

Volume -12 -4 18 5 16 20

Imports Capital Goods (US$ billion) 12 10 12 15 19 21

Exports and Imports

 
Source: Ministry of Finance/SPE and BCB. 
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Brazilian World View  

15. Brazilôs import substitution program of the post-World War 2 period constrained trade at around 

15% of GDP. However, over the last fifteen years, trade has accelerated from about 14% of GDP in 1988 

to nearly 30% in 2005 (Figure 1). Brazil has rejoined the world trade environment. In the five years to May 

2007, the annual rate of growth of Brazilian exports has been 22%. Average world export growth was 

8.5% for the same period. This trade indicator marks Brazilôs re-entry into the mainstream of global market 

developments following its trade and macroeconomic reforms since the late 1980s. The following analysis 

investigates these trends in the context of Brazilian trade related policy and global market developments. 

Figure 1. Total trade as a percentage of GDP 

 
Source: WDI. 

16. Brazil is a large country with a diversified set of resource endowments and an associated broad 

production base. Brazil has a particular set of comparative advantage strengths in selected food and 

agricultural products given its large agricultural land base over a wide range of climatic zones. Brazil is 

also rich in mineral resources and it has developed a broad non-food manufacturing base consistent with its 

resource base and the size of its domestic market. This pattern presents Brazil with major international 

trade policy challenges given the strong international protectionist bias against exports of food and 

agricultural products, Table 1. 

17. The economy has had a long and varied association with international goods, foreign direct 

investment and other financial markets. Government has supported these linkages through deep 

involvement in international relations. In this sense Brazil is an advanced economy from an international 

relations perspective which gives the country a deep and broad historical platform to actively participate in 

international affairs on its own account and to represent developing country interests in the G4 and other 

fora. For example, Brazilian patent law dates from 1809 (70 years before Germany) and Brazilian 

Governments have participated in every international conference on intellectual property rights since that 

time. Brazil was one of the 23 founding members of the GATT in 1947. It has recently become involved in 

the Export Credits Arrangement, Box 1. 
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18. The Brazilian economy is influenced by a wide range of world markets, institutions and global 

policy settings. Some of the most important influences on the Brazilian economy are within the American 

hemisphere, in Latin America and in South America. However, European, Middle Eastern, African and 

Asian markets are also very important in terms of two-way trade, foreign investment opportunities and 

immigration. 

Box 1. Export Credits 

Brazil has emerged as one of the major providers of official export credits, in direct competition with OECD 

Members. According to available data, Brazil ranks in the top twelve world providers of officially supported export 

credits for capital goods. Over the last few years Brazil has primarily supported aircraft, automotive, construction 

work and industrial goods, in markets such as the United States, South America and Latin America. 

Like some other OECD countries, Brazil has been using two different institutions to support its exports, SBCE 

(credit insurer) and BNDES (direct financing). The provision by Brazil of officially supported export credits for 

regional aircraft has given rise to a series of disputes with Canada in the WTO context. In the aftermath of these 

disputes, Brazil and Canada made their best efforts with a view to establishing a level playing field. In this context, 

Brazil was invited to join the OECD-based negotiations for new disciplines applicable to export credits in the aircraft 

sector. These disciplines were finalised in July 2007 and Brazil is now a full Participant to that Aircraft Sector 

Understanding. 

In a broader picture, the OECD Members who have export credit programmes are committed to the rules set out in 

the Arrangement on Officially Supported Export Credits; an objective of these OECD Members is to widen the level 

playing field to encompass emerging, and especially major, providers of export credits so as to maintain the 

relevance and legitimacy of and compliance with the OECD-based rules. To that extent, Brazil (along with others 

such as China and India) has been invited to participate in several export credits meetings as formal ad hoc observers 

in order to familiarise themselves with the issues and working methods of these forums. 

Table 1. Trade Restrictions faced by Exporters 

Percent tariff equivalent 

Agriculture Other All

and Food Manufactures Tradables

Brazil 45 8 16

Argentina 45 13 24

Canada 45 9 12

Australia 54 9 21

Mexico 25 7 8

Indonesia 36 12 14

China 27 6 6

Russia 49 8 10

United States 48 7 11

EU15 37 9 12  
Source: World Bank (2006) 

19. Brazilôs two most important trading partners are the European Union and the United States due to 

the complementarities that exist with respect to Brazilian export competencies and import requirements (in 

terms of capital equipment, other technology and foreign savings). These relationships imply that Brazil 

must place a high priority on multilateral trade liberalisation and the WTO. Given the global trade policy 

bias reflected in the relative tariffs in Table 1, it is estimated that Brazil would be one of the largest 

beneficiaries of free trade in food and agricultural products, Table 2. 
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20. Brazil also has a very natural tendency to stimulate trade and development in its home base - South 

and Latin America ï because the continent would be more secure in geopolitical terms with faster 

economic growth and an improved distribution of income. Accordingly, Brazil puts significant weight on 

the development of the Mercosur FTA. This arrangement has its own challenges of course. There is a 

degree of similarity of comparative advantages and disadvantages within Latin America and Mercosur in 

terms of market sophistication (level of development) and product mixes. 

21. The growth of China has created important new opportunities for Brazil because there are strong 

complementarities in comparative advantage between these two countries. The complementarities are 

beginning to show up in higher relative prices for resource-based products (vis à vis light manufactures) 

and changing bilateral trade shares in Brazil ï towards China and away from the EU and US. The recent 

increase in resource-based product prices is not expected to be a permanent shift but rather the short-term 

effect of the increased demand for these products and the relatively slow supply response associated with 

primary products. 

22. Global business cycles impact predictably on Brazil and recent buoyancy reflects itself in increased 

Brazilian exports. Global recessions, like the one that occurred in 2001, can produce economic shocks in 

Brazil that strain its ability to maintain domestic economic programs that are important for long term 

growth, welfare and trade, Figure 2.  

Figure 2. OECD real GDP and real world trade 

Billions, constant 2000 USD 
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Source: WDI. 
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Table 2. Changes in Exports from Multilateral Free-Trade, Post Uruguay 

USD 2001, billions 

Agriculture 

and food

Textiles 

and clothing

Other 

merchandise

China 7.7 36.7 7.8

Indonesia 1.1 3.2 -0.3

Other Southeast Asia 6.7 8.8 6.5

India 6.0 4.8 14.6

Other South Asia 1.3 4.2 1.3

Argentina 1.5 -0.2 1.4

Brazil 8.3 -0.6 -0.7

Other Latin America 5.6 3.9 4.9

All low and middle income 48.3 68.7 49.9

All high income countries 47.7 18.3 178.7

All countries 96.0 87.0 228.6  
Source: Hertel and Keeney (2005, Table 7). 

23. A wide range of commodity and product prices are of importance to Brazil on both the exportable 

and importable sides. They include mineral products (iron and steel, aluminium), energy products (oil, gas, 

petroleum, electricity and biofuel), agricultural products (orange juice, poultry, soybean products, coffee, 

sugar, maize and wheat) and other manufactured products (machinery and equipment, aircraft and motor 

vehicles and IT products and services).  

24. As a middle income country with longstanding investment opportunities, Brazil has traditionally 

been a net foreign borrower. Accordingly, the international cost of capital is a constraint on domestic 

investment when Brazil typically operates with a current account deficit. World financial markets were 

benign over the period from 2002 to 2006 and the liquidity situation over that period assisted Brazil in its 

drive for sustainable macroeconomic stability. However, as recent events in global capital markets remind 

us Brazilian institutions need to be very robust to cope with of global business cycles and financial market 

volatility. 

25. Over the last ten years, financial market behaviour in conjunction with macroeconomic policies in 

the OECD and in other large economies have created destabilising exchange rate movements in response to 

current account deficits and surpluses, Wade (2007). The problem has presented Brazil with economic 

policy challenges in dealing with the associated volatility and risks. One highly visible element in this 

global monetary environment concerns US and Chinese balance of payments policy. The US has continued 

to run a large current account deficit while a number of other countries (including China) have 

accommodated this stance by running large current account surpluses and associated increases in foreign 

exchange reserves. This situation in recent years has tended to produce a balance between a high US dollar 

and a low Chinese yuan. This has created pressures on that part of Brazilôs importable sector that competes 

with China. 

Historical Impacts of Trade and Industry Policy in Brazil 

26. Brazil has had a long and varied economic and trade history as part of the New World. Brazil 

initially developed a strong comparative advantage in a range of products including rubber, cocoa, sugar, 

coffee and beef. This advantage was (and still is) coupled with a comparative disadvantage in non-food 

manufactured products as a whole. In this structural economic environment, Brazil has tended to pursue 
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varying degrees of import substitution policies with import tariffs, quantitative import restrictions and 

selected export taxes protecting the non-food manufacturing sector and disadvantaging the export sector of 

the economy (by the Lerner symmetry theorem
1
). 

27. Brazil is the largest economy in South America with just over 1.5% of world GDP and just under 

3% of the worldôs population. 

28. Brazil is richly endowed with natural resources including agricultural land, tropical forests, water 

resources, hydro electric power and a range of mineral deposits including oil and mineral ores. It has over 

5% of the worldôs agricultural land (twice Argentinaôs share), World Bank (2006). The Brazilian primary 

sector is relatively unsubsidised and it has always had a strong comparative advantage. This agricultural 

comparative advantage has broadened in recent decades to include soybeans, maize, oranges, poultry and 

ethanol. 

29. For the first half of the 20
th
 century, the general pattern of import restrictions followed by Brazil was 

very similar to that pursued by many high income countries. This is demonstrated in Figure 3 by 

comparing the average applied tariff in Brazil with the average applied tariff of the United States and 

France (computed as total customs revenue divided by imports). France is chosen as a comparator because 

it had the same relative size agricultural sector in the 1930s. 

30. Much of the world economy was in a globalisation period from the mid-1800s until around 1914. 

Accordingly, the average tariffs at the beginning of this graph (1900-1914) show the degree of import 

substitution these countries imposed on their economies in this earlier globalisation period. In 1900, the 

Brazilian tariff was almost the same as the US tariff and both were significantly higher than the French 

tariff. After an initial rise, the Brazilian tariff then fell in tandem with the US tariff to the end of the 

globalisation period in 1914 and they both continued to fall until the early 1920s. During the turbulent 

economic environment of the 1920s, the tariffs of Brazil, France and the US rose gradually culminating in 

the tariff spikes just after the Great Depression. These tariff spikes were part of a general pattern of 

(`beggar thy neighbourô) trade policy responses to the Great Depression. The US spike was caused by the 

Hawley-Smoot tariff. 

Figure 3. Applied Tariff 
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Source: Mitchell (2003) and World Bank (2006). 

                                                      

1
  The Lerner symmetry theorem states that import tariffs are equivalent to export taxes when trade is balanced (and 

vica versa).  
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31. The tariffs of all three countries immediately began declining once the worse effects of the Great 

Depression were over and they again continued to decline in tandem until after World War 2. At this point 

the tariffs of the countries were very similar. However, the first Getulio Vargas Government in Brazil 

(1930-45) set the stage for the Brazilian Import Substitution (IS) program that would develop later. These 

pre-War developments anticipated the policy advanced by the UN Economic Centre for Latin America 

(CEPAL) in the 1950s and 1960s ï the IS policy promoted by Raul Prebisch.  

32. An important part of these developments in Brazil in the 1930s was the renunciation of the Madrid 

Agreement on the International Registration of Trademarks (1891). From this point on, Brazil had a 

standard domestic IPR policy (for products produced in Brazil) and a developmental or IS approach to 

international agreements in intellectual property rights (IPR). Brazil wanted to stimulate innovation 

domestically without giving away monopoly rents to foreign companies exporting to Brazil at the expense 

of consumer economic welfare.   

33. The formation of the GATT in 1947 ushered in a process that led to general reductions in import 

protection for non-food manufactures in some countries. The results of these efforts do not appear in the 

US series used in Figure 2 until the 1970s. French import protection rose in the 1950s but then declined as 

the EU, along with the US and some other GATT members gradually reduced non-agricultural protection. 

34. The liberalisation of trade in non-food manufactures in the GATT was led by founding members 

who had a comparative advantage in these products ï the United Kingdom, United States, France, 

Belgium, Luxembourg etc. The early GATT talks stepped away from promoting a more liberal trade policy 

regime in the highly protected food and agricultural sectors. Had they embraced liberalisation in food it 

would have benefitted a large proportion of the 23 founding GATT members. In this context then, it is 

perhaps not surprising that nearly half the founding GATT members chose an alternate trade policy path ï 

import substitution, Anderson et al (2007). Brazil embarked on its IS program by raising its applied tariff 

from less than 10% to over 30% in the late 1950s. 

35. Brazilian industrial and trade policy has had strong dualistic elements reflecting structural challenges 

that persist to the current period. At its core this challenge over the last century has been to develop a broad 

innovative culture in business that is capable of raising productivity in line with other countries and 

capturing a level and distribution of living standards that the productivity growth would supply. From the 

developments of aviation (Santos Dumont) in the early 1900s to the present, Brazil has developed many 

valuable ideas. However, aside from some notable exceptions in farming, agribusiness and aviation, Brazil 

has not been able to convert ideas into a sufficient number of competitive firms to close the income gap 

with the worldôs technological leaders. Industries that have been successful technologically have also been 

successful in international trade terms where trade policy has not discouraged exports. Industries that have 

been less successful technologically have struggled to compete with international competition even when 

trade policy has protected their position. 

36. Trade policy in Brazil has long been associated with a search for balanced development. The 

objective has been to encourage productivity growth across a broad range of industries in the tradable and 

non-tradable sectors through technological improvements based on a home-grown innovation platform. 

This driver lies behind Brazilôs approach to international agreements on intellectual property. It lay behind 

the import substitution strategy during the period to the late 1980s and it lies behind the trade liberalisation 

strategy of the last 17 years.  

37. The changing impacts of Brazilôs trade policy stance over the century can be seen in the following 

set of tables. Prior to World War 2, the agricultural sectors of Brazil and France were the same relative 

size, Table 3. By contrast, Brazilôs industrial sector represented less than half the size of Franceôs industrial 

sector with the difference being made up by a much larger service sector in Brazil. The relative size of 
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Brazilôs industrial sector began to grow from 1940 even before the introduction of the high tariffs. Industry 

represented 23% of GDP by 1950-54. From the 1935-39 period, the agricultural sectors of Brazil and 

France began to shrink but at a much faster pace in France. 

38. Over the recent import substitution period in Brazil (1950-90), the Brazilian applied tariff fluctuated 

around 25%. The industrial sector (mainly manufacturing) expanded in this environment to reach 40% of 

GDP in the 1980s. This was achieved at the expense of agriculture and the service sector, but mainly 

agriculture. Resources tended to move to the more highly protected areas of manufacturing. 

Table 3. Sectoral Composition of Brazil and France 

As a percentage of GDP 

Brazil France Brazil France Brazil France

1920-24 24 13 63

1925-29 22 13 65

1930-34 24 13 63

1935-39 23 22 14 36 63 42

1940-44 21 18 61

1945-49 18 18 21 36 61 46

1950-54 16 13 23 48 61 39

1955-59 15 10 26 48 59 42

1960-64 13 8 29 48 58 44

1965-69 13 7 30 48 57 45

1970-74 11 6 33 38 55 56

1975-79 11 5 35 36 54 59

1980-84 10 4 40 32 50 64

1985-89 9 4 40 30 51 66

1990-94 7 2 34 28 59 69

1995-99 7 2 26 26 67 72

2000-04 8 2 32 24 61 74

Agriculture Industry Services

 
Source: Michell (2003) and World Bank (2006). 

39. By contrast, the relative size of the industrial sector in France was getting smaller, from its very 

strong position (48%) in the 1950s. 

40. The size of the Brazilian service sector went down over the IS period as resources were attracted 

towards the industrial sector. In the period 1970-74, the French service sector finally exceeded the 

Brazilian service sector. The relative size of the service sector in Brazil continued to decline until the late 

1980s. 

41. It should be noted that there are a number of factors influencing the relative sizes of these sectors 

over time ï not just import protection of the tradable sector. In countries with large domestic markets, like 

Brazil and France, income growth tends to favour growth in the service and manufacturing sectors at the 

expense of the primary sector (via Engelôs Law
2
). The sectoral shares are also affected by the growth rates 

in trade of the exportable and importable products. 

                                                      

2
  Engelôs Law is that as consumers incomes rise they tend to consume relatively fewer (and less) staple products 

and relatively more luxury goods. 
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42. Brazilian exports of non-food manufactured products grew even more rapidly than the relative size 

of the industrial sector might suggest: from their small base of 4% in 1960-64 they grew to reach 56 % of 

merchandise exports by 1990-94, Table 4. Imports of non-food (other) manufactures were more volatile 

over this period, falling to a low of 36% of merchandise imports over the period 1980-84. 

Table 4. Sectoral Composition of Exports 

As a percentage of merchandise exports  

Agriculture 

and Food

Other 

primary

Other 

manufactures

1960-64 88 8 4

1965-69 83 8 9

1970-74 69 10 20

1975-79 57 12 30

1980-84 45 15 39

1985-89 35 14 50

1990-94 30 14 56

1995-99 34 11 54

2000-04 32 13 54  
Source: World Bank (2006). 

43. An index of revealed comparative advantage
3
 advantage (RCA) is a useful guide to sectoral trade 

performance over the period of IS, Table 5. The RCA index for agriculture deteriorated from 1965-69 (3.3) 

reaching an index low of 2.4 over the period 1985-94. This fall in revealed comparative advantage is to be 

expected given the export tax implicit in the import substitution programme. However, the payoff from 

import substitution is a rising RCA index in the protected sector. As the estimates show, the degree of 

comparative disadvantage of the non-food manufacturing sector was reduced over this period as reflected 

in the RCA index rising from 0.1 in 1960-64 to 0.8 in 1990-94. However, in spite of the heavy protection, 

the sector never broke through the barrier of unity (1.0) which would have revealed a comparative 

advantage in non-food manufacturing overall. It should be borne in mind that we are presenting RCA 

indices here at a highly aggregated level. The aggregate sectors will include specific agricultural industries 

in Brazil (like wheat) with a true comparative disadvantage and specific non-food manufacturing industries 

(biofuel and aircraft) with a true comparative advantage.  

44. The positive side of the IS program was the broadening and deepening of the non-food 

manufacturing sector. IS policies are one of the ways of mobilising resources for economic development. 

Brazil developed a number of large manufacturing sectors over this period. They included, among others, 

the manufacture of machinery and equipment, an automotive and aviation industry, chemical 

manufacturing and textiles, clothing and footwear manufacturing.  

                                                      

3
 Revealed comparative advantage indices are defined as the ratio of a countryôs exports of a product to that 

countryôs total exports, divided by the ratio of world exports of the product to total world exports. The value of 

the index ranges from 0 (strong revealed comparative disadvantage) to a very large number. An index greater 

than (less than) 1.0 indicates a comparative advantage (disadvantage) in that product, Balassa (1965). RCA 

indices are very crude measures of true comparative advantage in some ways. RCA indices are not adjusted for 

a wide range of policy distortions that affect trade. The concept of true comparative advantage connotes a 

degree of competitiveness with no industry or trade policy intervention.  
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45. The Other Primary sector (minerals, oil etc) did switch from being a sector with a comparative 

disadvantage in 1960-64 to a sector with a comparative advantage in 1990-94 (RCA of 1.2). This was 

achieved largely by mineral exploration and related refining and processing investments. 

Table 5. Revealed Sectoral Comparative Advantage 

Agriculture 

and Food

Other 

primary

Other 

manufactures

1960-64 3.0 0.7 0.1

1965-69 3.3 0.6 0.1

1970-74 3.1 0.7 0.3

1975-79 2.9 0.8 0.5

1980-84 2.7 0.9 0.6

1985-89 2.4 1.1 0.7

1990-94 2.4 1.2 0.8

1995-99 3.2 1.0 0.7

2000-04 3.6 1.1 0.7  
Source: World Bank (2006). 

46. The downward pressures put on the competitiveness of agriculture throughout the IS period are also 

illustrated in Table 6. Brazilôs had a somewhat declining share of world agricultural exports from 2.63% in 

1960-64 to 2.26% in 1990-94 (though with much volatility caused by global variations in climatic and 

other factors). The other manufacturing sector (non-food), on the other hand, gained world market share 

from 0.06% in 1960-64 to peak at 0.83% in 1985-89. This is unsurprising given the subsidy equivalent 

associated with the IS program. 

Table 6. Share of World Exports 

Percentages 

Agriculture 

and Food

Other 

primary

Other 

manufactures
Services

1960-64 2.63 0.59 0.06

1965-69 2.71 0.53 0.12

1970-74 3.03 0.69 0.3

1975-79 2.96 0.77 0.47 0.49

1980-84 3.16 1.01 0.73 0.47

1985-89 2.72 1.31 0.83 0.39

1990-94 2.26 1.13 0.72 0.41

1995-99 2.85 0.91 0.64 0.46

2000-04 3.41 1.06 0.67 0.57  
Source: World Bank (2006). 

Economic Reform and the Current Macroeconomic Environment 

47. The Brazilian economy has been undergoing an extended period of macroeconomic stabilisation 

since 1988 ï extended in part because Brazil has been affected by a number of major external economic 

shocks. The economy was also affected for a short period after the 2001 global recession by a severe 

weakening in government confidence that was quite destabilising.  

48. There have been no major external or internal shocks over the last five years. Indeed, the recent oil 

discoveries coupled with more general world resource-based product price buoyancy has reinforced 

political stability. In this environment it has been possible for government to apply monetary and fiscal 
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disciplines to its anti-inflation program. Inflation has been brought down to around 3%, real GDP growth 

has averaged over 3% per annum and employment has been steadily rising. Foreign exchange reserves 

have been rebuilt (USD 146 billion in May 2007). 

49. The short-terms costs of this type of program are high real interest rates (7-10%) and associated 

pressure for the exchange rate to appreciate. In recent months the Brazilian Real has been appreciating 

against an admittedly weak US dollar. The high real interest rates adversely affect the competitiveness of 

exporting firms though the exchange rateôs strength does facilitate foreign direct investment by larger 

Brazilian firms. The following table provides evidence on the degree of internationalization of Brazil-

based MNEôs using a qualitative 7 point scale, Table 7. 

Table 7. Brazilian Multinationals
a 

N° Company

Degree of 

internacionalization

(0 min - 7 max)
VE / VT

b
AE / AT

c Sector of activity Where active

1 Gerdau 4.223 0.61 0.38 Iron and steel
Factories in : USA, Argentina, Chile, Colombia, 

Canada, Spain and Uruguay

2
Construtora Norberto

Oderbrecht
3.605 0.75 0.10 Civil construction

Projects in: North America, Europe, Africa, Middle East, 

Central America, Caribbean and South America

3 CVRD 3.512 0.77 0.02 Mining

Operations in 16 countries: South Africa, Angola, 

Argentina, Australia, Chile, China, USA, France, 

Gabon, India, Japan, Mozambique, Mongolia, Norway, 

Peru and Switzerland

4 Petrobas 3.454 0.1 0.07 Petroleum and energy Prospecting: Gulf of Mexico, Latin America, Africa

5 Marcopolo 3.129 0.55 0.46 Bus bodies
Factories in Portugal, Argentina, Mexico, Colombia, 

South Africa and China

6 Sabó 2.969 0.57 0.28 Autoparts
Factories in : Germany, Austria, Hungary, USA and 

Argentina

7
Construtora Andrade

Guttierez
2.944 0.38 0.20 Civil construction Projects in Europe, Asia, Portugal, Mexico and China

8 WEG 2.842 0.56 0.24 Electrical equipment Factories in Argentina, Portugal, Mexico and China

9 Embraer 2.838 0.92 0.01 Airplanes Factories: China. Exports to countries in five continents

10 Tigre 2.263 0.18 0.13
Plastic pipes and 

connections

Operations in Argentina, Bolivia, Chile, Paraguay, 

China. Exports to over 35 countries in four continents

11 Sadia 2.064 0.49 0.00 Food
Exports to over 60 countries in Latin America, Europe, 

Asia and the Middle East

12 Aracruz Celulose 2.035 0.96 0.00 Pulp Exports to Europe, North America and Asia

13 Escolas Fisk 1.996 0.12 0.00 Language teaching
Licences in Argentina, Paraguay, USA, Angola and 

Japan

14 Votorantim Cimentos 1.964 0.29 0.45 Cement Factories: seven in North America

15 Randon 1.939 0.16 0.01
Highway transportation

equipment
Exports to over 100 countries in five continents

16 Klabin 1.898 0.27 0.00 Pulp and paper Exports to 54 countries in five continents

17 Votorantim Metais 1.759 0.44 0.08 Metais Exports to USA, Europe, China and South America

18 Perdigão 1.681 0.48 0.00 Food
Exports to Europe, Middle East, Asia and Latin 

America

19 Datasul 1.629 0.01 0.03 Software

Outsourcing franchises in Argentina, Chile, Colombia 

and Mexico; also serving clients in Paraguay, Uruguay, 

USA and Canada

20 Braskem 1.369 0.14 0.00 Petrochemicals Exports over 80 countries

21
Votorantim Celulose

and Papel
1.328 0.38 0.00 Pulp and paper Exports to 55 countires on five continents

22 Natura 1.187 0.03 0.00 Cosmetics
Sales: Mexico, Argentina, Chile, Peru, Colombia, 

Venezuela and France

23 Petroflex 1.185 0.35 0.00 Petrochemicals
Exports to 75 countires, North America, South 

America, Europe and Asia

24 Eliane 0.698 0.35 0.10 Ceramic tiles
Exports to 80 countries principally USA, France and 

United Kingdom  
a)  Calculated by the Fundação Dom Cabral. 

b)  VE / VT = Foreign sales / Total sales. 

c)  AE / AT = Permanent productive assets outside Brazil (including shares under 100%) / Company's total assets. 
Source: Fundação Dom Cabral. 
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50. The distribution of income remains a major challenge for Brazil ï it still has the most skewed 

distribution in South America (and South America itself is amongst the worst in the world). The structural 

problems in education, training and health will take many years to overcome. In the meantime, 

Government has introduced a comprehensive social support safety net that is expected to buffer the worst 

aspects of the distributional issues. 

51. There are a number of macro issues that are currently having specific negative effects on trade 

performance. Brazil has a State administered value added tax (ICM) that is not operating efficiently in both 

the export and import competing sectors. The Federal Government operates as a clearing house to the 

States for export credits due to exporting firms. Such credits are not always paid with exporters bearing the 

additional burden. The ICM is also applied unevenly by some State Governments in attempts to attract new 

industries, both domestic and foreign, to their jurisdiction. Some States have offered multi-year ICM tax 

holidays to particular firms and this has created something of an interstate ñfiscal warò.  

52. Brazil has a series of major issues with transport infrastructure affecting exports ï particularly bulk 

agricultural exports. Industry groups are particularly concerned with roads and port facilities. In the San 

Francisco valley in the Northeast, horticultural exporters have gone to the extent of building a private 

international airfield to transport higher valued products to Europe and North America. 

53. Industry groups are also concerned with the effect of payroll taxes on firm competiveness. These 

taxes are also likely to be adversely affecting labour employment and labour informality which has been a 

growing issue in Brazil until recently. 

Table 8. Index of Business Restrictiveness, 2006 

Rank out of 175 countries 

Brazil China India Russia Indonesia S. Korea Germany

Doing business 121 93 134 96 135 23 21

Starting a business 115 128 88 33 161 116 66

Dealing with licenses 139 153 155 163 131 28 21

Employing workers 99 78 112 87 140 110 129

Registering property 124 21 110 44 120 67 42

Getting credit 83 101 65 159 83 21 3

Protecting investors 60 83 33 60 60 60 83

Paying taxes 151 168 158 98 133 48 73

Trading across borders 53 38 139 143 60 28 7

Enforcing contracts 120 63 173 25 145 17 29

Closing a business 135 75 133 81 136 11 28  
Source: World Bank, Doing Business. 

54. The World Bank index of business restrictiveness (Table 8) highlights Brazilôs relatively poor 

performance across a number of areas of `doing businessô ï many of which will be relevant to firms in the 

tradable sector. Brazil does poorly compared to China and Russia and is about on a par with India on this 

index.  

Trade Liberalisation and Trade Performance 

Trade Liberalisation 

55. The trade reforms after 1990 included major reductions in trade barriers encompassing goods and 

services, tariff and non-tariff barriers and quantitative restrictions. The changes in tariffs are documented in 

Table 9. Tariffs on agricultural and food products fell from a simple average of 26% in 1990 to 10% in 
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2005. The simple mean tariff on non-agricultural products fell to the same degree from 33% in 1990 to 

13% in 2005. The maximum tariff was halved to 55% and the standard deviation on tariffs dropped to 

around a third of their 1990 levels. The Brazilian reforms coupled trade reforms on goods with increased 

completion in the service sector. Furthermore, service sector reform involves an on-going process of 

relaxing the participation of foreign firms in these industries. Annex 1 outlines the Official current (July 

2007) restrictions on foreign participation in a range of industries. 

Table 9. Changes in Brazil's Tariff Structure 

Simple

mean tariff

Weighted

Average
Std Dev.

Simple

mean tariff

Weighted

Average
Std Dev.

1990 26.20 20.32 23.24 33.25 18.78 19.37 105

1991 20.31 19.74 21.00 26.91 16.12 16.72 85

1992 15.88 14.42 17.55 22.18 15.89 13.67 65

1993 10.44 7.91 6.56 14.65 13.81 8.50 40

1994 9.05 7.54 6.77 13.38 14.22 8.41 40

1995 9.86 10.86 5.45 13.61 13.00 7.05 33

1996 10.05 10.01 5.72 14.00 14.52 8.88 70

1997 10.06 9.90 5.55 13.67 14.67 7.88 63

1998 12.87 12.61 5.99 16.50 16.49 7.47 49

1999 12.91 12.73 5.99 16.27 14.09 7.07 35

2000 12.83 12.04 5.81 16.04 12.87 6.92 35

2001 12.52 11.38 6.22 14.50 10.50 7.16 55

2002 11.67 10.71 6.09 14.15 9.93 6.98 55

2003 11.68 9.81 6.10 13.78 9.39 6.83 55

2004 11.68 10.66 6.11 13.72 8.86 6.89 55

2005 10.26 10.11 5.79 12.73 8.38 6.93 55

Non-Agricultural ProductsAgricultural and Food Products
Maximum 

Rate

 
Source: UN Trains. 

56. The new tariff levels represent a large relative decline from those in place during the IS program in 

Brazil but they still represent a significant cost to consumers and especially low income consumers. The 

current tariffs also increase the cost of doing business in terms of capital equipment costs and the cost of 

imported components. As shown in Table 10, the applied tariffs on motor vehicles, metal products, 

electronic equipment and other machinery and equipment are both a significant subsidy to the import 

competing sector producing these goods in Brazil and a significant penalty for doing business in Brazil for 

firms and consumers using these products. 

Table 10. Brazil's Top 10 import Tariffs, 2005 

Applied Bound Applied Bound

CRP - Chemical, rubber, plastic products 17 664 917 23,11 8,66 22,56 7,93 23,06 5,78 35 2 194

OME - Machinery and equipment n.e.c. 14 057 324 18,39 13,86 32,14 12,61 30,73 6,06 20 0 560

ELE - Electronic equipment 9 609 389 12,57 14 33,04 8,43 33,5 7,73 20 0 251

OIL - Oil 7 840 164 10,26 0 35 0 35 0 0 0 0

MVH - Motor vehicules and parts 4 740 882 6,20 25,34 32,26 19,79 32,44 10,51 35 52 108

P_C - Petroleum, coal products 3 904 610 5,11 0,86 35 0,67 35 1,63 6 0 0

OTN - Transport equipment n.e.c. 2 450 148 3,21 11,4 33,28 2,96 33,71 7,88 35 1 29

NFM - Metals n.e.c. 1 867 679 2,44 7,23 31 6,45 21,35 4,46 18 0 1

COA - Coal 1 563 779 2,05 0 25 0 16,61 0 0 0 0

FMP - Metal products 1 366 708 1,79 15,9 33,91 15,81 33,5 3,07 20 0 188

Domestic 

peaks

International

peaks

% of total 

imports

Simple Average Weighted Average
Std. Dev.

Value of 

imports
Maximum

 
Source: UN Trains. 

57. In the long run, the greatest drawback associated with the current level of tariffs is the effect they 

will have on the quality of Brazilian import competing goods and on the incentive to invest in R&D to 

improve that quality. As Professor Samuelson pointed out, ñthe greatest (monopoly) rent is a quiet lifeò. 

When the import competing sector is exposed to world class product competition in its home market at 

world competitive prices, it has the maximum incentive to match or exceed that quality. Furthermore, in 
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the absence of tariff protection, Brazil will attract foreign investment that is attuned to Brazilôs economic 

strengths rather than attract foreign firms who are merely interested in jumping over tariff walls to access 

the large domestic market. The latter firms are also very likely to be `foot-looseô in the sense that they do 

not deeply integrate their activities in Brazil and leave Brazil if their tariff protection is reduced. There is 

some evidence that a number of foreign firms who set up operations in Brazil during the IS era were of this 

foot-loose type. As demonstrated in Table 11, in the fine chemical industry alone, 1451 industrial projects 

were stopped or not continued in the decade following trade liberalisation. According to Professor Barbosa 

(University of Rio de Janeiro), many of the firms involved were foreign subsidiaries who did not deeply 

integrate into the Brazil economy as the IS program intended them to. 

Table 11. Foreign Firms leaving Brazil following Trade Liberalisation, Fine Chemicals 

Projects chemical plants ceasing operations or not implemented in Brazil, 1989-1999 

Intermediate 

products
Pharmaceuticals

Agricultural 

chemicals

Additives, 

aromaties, etcé
Total

Operations stopped 241 407 73 375 1096

Projects not 

implemented
208 110 10 27 355

Total 449 517 83 402 1451  
Source: Denis Borges Barbosa Advogados. 

58. Another aspect of the unilateral tariff liberalisation is that it has left a large gap between applied 

tariffs and tariffs bound at the end of the last GATT Round, Table 10. This gap amounts to `policy spaceô 

in the current Doha Round which is naturally viewed very positively in Brazil. However, ópolicy spaceô 

held by any negotiating country has a negative connotation to negotiating partners because it signals a 

reduced commitment to make large tradeoffs. For example, the presence of large ópolicy spacesô means 

that a country has to make a very large tariff cut offer in order to provide even a small increase in market 

access to demandeurs. Furthermore, large bound-applied gaps may be a signal to potential investors in the 

export industry of a country that government could contemplate large tariff increases in the future.  

59. The new tariff structure in Brazil maintains its former progressive tariff structure with its highest 

tariffs on consumer goods and its lowest tariffs on raw materials and intermediate goods, Table 12. This 

structure, of course, tends to be less efficient than a uniform tariff because it misallocates resources further 

towards selected inefficient import substitute enterprises.  

Table 12. Simple Average Tariffs by Production Stage 

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Raw materials 15.25 10.43 7.55 5.95 5.34 6.49 6.66 6.62 9.37 9.37 9.31 8.88 8.08 8.05 8.05 6.65

Capital goods 35.38 28.71 24.69 18.89 18.70 16.44 16.30 15.59 18.25 17.55 16.90 11.90 14.07 13.92 13.90 13.21

Intermediate goods 26.38 21.00 17.19 11.83 10.01 11.08 11.04 11.02 13.98 13.97 13.92 13.36 12.30 11.90 11.77 10.66

Consumer goods 44.29 36.33 29.43 17.05 15.64 16.16 17.25 16.78 19.58 19.38 19.19 18.64 17.57 17.20 17.22 16.13  
Source: UN Trains. 

60. The IS program in Brazil protected import competing industries using a combination of tariffs and 

quantitative restrictions. As we have just seen tariff protection also involved progression from raw material 

up to consumer products. For these reasons, applied tariffs underestimate the protection offered industries. 

A better guide to industry protection in this context is the effective rate of protection (ERP), Table 13.  

61. Prior to the trade liberalisation program in 1987, the most heavily protected industries in Brazil were 

plastics, clothing, fabrics and footwear, rubber products and electronic and communications equipment 

manufacturers ï all with 3 digit effective rates of protection. Motor vehicles and transport equipment had 
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an ERP over 100% in 1990. In other words, the protective structure in 1987 increased value added in these 

industries by more than 100% (relative to value added at world prices). A number of other industries had 

ERPôs over 50%. 

Table 13. Effective Rates of Protection in Manufacturing 

Percent 

 
Source: Ferreira and Rossi (2003). 

62. By 1997, ERPôs had been reduced across the manufacturing sector to an average of 18% with a very 

large reduction in its standard deviation. Six industries had ERPôs greater than 20% with the transport 

equipment and motor vehicle industry standing out with an ERP of 34%. 

63. In the exportable segment of the tradable sector, industry protection is much lower. In fact, the ERP 

in the agricultural sector is probably close to zero based on OECD estimates of the producer support 

estimate in agriculture, OECD (2005). Accordingly, while the trade liberalisation program has resulted is a 

substantial reduction in import protection, the economy still has an import substitution bias to a degree 

reflected by the 1997 ERPôs in manufacturing. In other words, the import substitute sector is still bidding 

some resources away from the export and other sectors that would be more efficiently employed in the 

latter sectors. In this environment, the Brazilian economy will not perform optimally and material living 

standards (overall) are still lower than they could be. Furthermore, since the export sector employs 

relatively more low wage workers than the import substitute sector, OECD (2005), the trade policy balance 

still tends to compound the problems associated with the distribution of income (heavily skewed in favour 

of higher income employees). 

64.  Manufacturing trade crucially depends on some backbone services, such as transport, logistics, 

financial and telecom services. Efficiency gains in these sectors translate into higher competitiveness of 

downstream (goods) industries, thus affecting the volume of goods trade.  

65. Efficient transport services and infrastructure imply lower trade costs. Internet access and IT 

technology might increase export performance by making it easier for enterprises to communicate with 

foreign buyers, by improving access and information on markets, or by allowing enterprises to bid for 

contracts over the internet or to participate in business to business exchanges. This decline in trade costs 

1987 1990 1997 

Nonmetal mineral products 32 42 15 

Metalworking 60 35 18 

Machinery 19 41 14 

Electronic and communications equipment 108 53 17 

Transport eq. and motor vehicles 44 178 34 

Paper and paper products 31 23 13 

Rubber products 125 67 15 

Chemicals 65 22 10 

Pharmaceuticals 52 36 10 

Perfumes, soap and candles 96 76 26 

Plastic products 428 54 22 

Textiles 53 50 22 

Clothing, fabric products and footwear 241 65 23 

Food 33 34 16 

Beverages -8 93 20 

Tobacco -5 3 11 

Average 86 55 18 

Standard deviation 106 39 6 
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has an impact on the volume of both exports and imports. In the same token, efficient telephone and 

internet services lower communication costs which are important inputs into international transactions 

involving movable goods. More specifically, theory suggests that communication networks such as internet 

reduce sunk costs associated with trade. Studies have found that since the mid-1990s, internet connectivity 

has become increasingly important as an explanatory factor for bilateral merchandise trade flows in a 

cross-section of countries. 

66.  The role of the financial sector in facilitating international exchange in goods (and services) is 

twofold. Banks finance export activities through provision of appropriate lines of credit to the buyer or to 

the seller. This is the more straightforward view. It is less straightforward to see that the financial sector 

fosters the supply of exports by promoting specialization. Specialization in production requires transactions 

and information. If the associated costs are low and the services provided by financial institutions are 

efficient, it is more likely that specialization will actually occur. 

67.  In addition to the direct effects on export performance determined by reductions of trade costs, the 

lowering of the services-link costs can have significant impacts on the fragmentation of production 

processes. 

68. Trade restrictions in the service sectors in Brazil tend to be somewhat higher than in OECD 

countries but lower than for other emerging economies, Figures 4, 5 and 6. These Figures provide 

estimates of the trade restrictiveness in five service sectors in Brazil: banking, insurance, fixed and mobile 

telecoms and the distribution sector. The trade restrictiveness indices (TRI) are made up of measures of 

restrictions in four illustrative sectors
4
.  

                                                      

4
  For banking and insurance, Modes 1 and 2 comprise restrictions on cross-border borrowing and lending, 

restrictions on cross-border insurance transactions, establishment or residency/recognition requirements to 

provide cross-border financial services, requirement to co-operate with local organisations, geographical 

limitations, limitations related to the scope of business, authorisation requirements, restrictions on purchasing 

financial services abroad. Mode 3 comprises foreign equity limits, limitations on the form of establishment, 

including joint venture requirements, screening and approval, limitations on the scope of business activities 

and limitations concerning the expansion of banking and insurance outlets, and Mode 4 comprises limits on 

the duration of stay, on number of work permits, issues related to licensing/recognition requirements and 

limitations on the board of directors. 
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Figure 4. Banking and insurance TRIs- Brazil and selected emerging economies 
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Source: Calculations based on the methodology described in OECD TD/TC/WP(2007)6/REV1. 

Figure 5. Telecom TRIs- Brazil and selected emerging economies 

A. Fixed Telecom B. Mobile Telecom
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Source: Calculations based on the methodology described in OECD TD-TC-WP(2007)6-REV1. 
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Figure 6. Distribution TRIs- Brazil and selected emerging economies 

 
Source: Calculations based on the methodology in OECD TD/TC/WP(2007)6/REV1. 

69. Many of the restrictions that lead to the TRIôs estimated above for the 5 service industries are the 

result of Brazilian policy relating to restrictions on foreign participation in selected product and factor 

markets. A short summary of current foreign ownership restrictions in Brazil is provided in Annex 1. 

Current Trade Performance 

70.  The trade policy liberalisation program had important effects on the sectoral structure of the 

Brazilian economy and the composition of trade. Since the trade liberalisation program, the agricultural 

sector has actually expanded one percentage point to 8% of GDP (2000-2004), Table 3. Furthermore, the 

food manufacturing sector (the largest component of the industrial sector) expanded alongside agriculture. 

The trade liberalisation reduced the implicit export tax on the exportable sector and allowed it to better 

compete for resources in the face of rising world prices for resource-based products. 

71.  The industrial sector shrank from 40% of GDP to 26% in the period 1995-99 as firms contracted or 

stopped production of import competing products. The sector then proceeded to expand back out to 32% in 

the following period. This may have involved an overshooting response and/or a reallocation of resources 

within the industrial sector (towards food manufacturing, for example). The freed up resources then 

enabled the services sector to expand by over 10 percentage points from its low point in the period  

1980-84. 

72. Food and agriculture exports expanded from their low point of 30% in 1990-94 to 34% in the 

following period, Table 4. There was a relatively small contraction in exports of other manufactures from 

the earlier period. This demonstrates significant competitive strength in the non-food manufacturing sector. 

On the import side, food and agricultural imports declined from around 13% of merchandise trade in  

1990-94 to 8% in 2000-04. The share of imports of other (non-food) manufactured imports doubled from 

their low of 36% in 1980-84 in part because firms had cheaper access to imported intermediate inputs and 

capital equipment.  

73. The RCA index for agriculture and food increased rather dramatically following the trade 

liberalisation episode, Table 5. It rose from an index of 2.4 in 1985-89 to 3.6 in 2000-04. The RCA index 

for other manufacturing fell, as expected, but it didnôt fall very much. This reflects both the international 

competitiveness of many Brazilian manufacturers and the remaining high protection for selected industries. 
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74. Brazilôs world market share for agriculture and food products rose over 50% following trade 

liberalisation, Table 6. The world market share of non-food manufacturers fell from their peak of 0.83% in 

1985-89 to 0.67% in 2000-04. These patterns in Brazilian world trade shares and RCA, of course, are 

simply reflecting the underlying true comparative advantages of the sectors following liberalisation.  

75. One final point on the liberalisation episode concerns the speed of sectoral adjustment. It is 

reasonably clear from this data that adjustment takes some years to occur. Indeed, it is probably the case 

that the Brazilian economy is still experiencing the redeployment of resources in 2007. In other words, the 

data to 2004 reveal some, but not all, reform dividends. Some of these later dividends will show up in the 

more detailed and more up-to-date data that follows. 

Figure 7.  Imports and exports of goods and services as a percentage of GDP, 1970-2005 
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Source: WDI. 

76. The annual OECD data on Brazilian imports and exports of all goods and services portrays the same 

trends as before, Figure 7. Immediately after the trade liberalisation program began, imports of goods and 

services began to rise and rose steadily through 2002. Export growth took longer to consolidate but has 

continued to rise through 2004. 

77. Brazilôs share of world trade has continued to rise after 2003, both for imports and exports, Figure 8.  
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Figure 8. Share of Brazil's goods and services in world total 
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Source: WDI. 

Services 

78. Brazilian exports and imports of services have both increased after the opening up of the economy 

after the 1980s, Table 14. Brazilian service exports tend to be lower than for the world as a whole while 

Brazilian imports tend to higher. This is consistent with Brazilôs stage of development and its requirements 

for foreign savings. 

Table 14. Services exports and imports in total trade, World and Brazil  

Percentages 

Exports Imports Imports Exports

1975 10.9 15.6 18.1 17.7

1980 7.9 16.3 18.2 16.9

1985 7.5 20.9 18.6 18.1

1990 10.7 25.0 20.0 19.9

1995 11.7 20.1 19.5 19.6

2000 14.7 22.0 18.8 19.5

2005 12.0 23.8 18.4 19.3

Brazil World

 
Source: WDI. 

79.  The Revealed Comparative Advantage (RCA) Index
5
 indicates that service exports in Brazil are 

below the world average, Table 15. The percentage of services in Brazilian exports increased in the 1990s 

                                                      

5
  RCA indices of a service are defined as the ratio of exports of a ñserviceò category to a countryôs total service 

exports, divided by the ratio of world exports of this ñserviceò to total world service exports. The value of this 

index may range from zero to a very large number. If the index is greater than 1 this implies that the country is 

relatively specialised in the service concerned and has a comparative advantage in such exports compared with 
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but this development has partly reversed since 2000. Despite the decline, however, Brazil has maintained a 

comparative advantage in services relative to China and Russia. However, compared to the world average 

and Indiaôs phenomenal service sector specialisation, Brazilian services remains underdeveloped. 

Table 15. Revealed comparative advantage indices in services, selected countries 

1994 1997 2000 2002 2005

Brazil 0.492 0.514 0.761 0.668 0.615

China 0.685 0.602 0.564 0.532 0.456

India
a

0.940 1.032 1.441 1.350 1.402

Russia 0.546 0.708 0.432 0.551 0.470  
a) 2003 for India instead of 2005. 
Source: IMF Balance of Payments (2007). 

80. The breakdown by services sector in Table 16 reveals that Other Services have grown to be the 

major services export sector, more than doubling their share of services trade since 1994. Within this 

sector, Other business services, Government, and Financial services are the biggest sub-sectors. Expansion 

of these sub-sectors, coupled with preliminary diversification attempts into new service industries in 2000, 

has facilitated the growth of the Other Services sector. The most recent data indicates that Transportation 

Services and Other Services experienced a limited increase in 2005, contributing to an overall 28% 

increase in service exports.  

                                                                                                                                                                             

the world average. A value less than 1 indicates a comparative disadvantage. An RCA index is in many ways a 

crude measure of comparative advantage. For example, it does not take into consideration the presence of trade 

barriers; and, since it is based on BOP data, it does not give any indication of a countryôs comparative 

advantage in supplying services through commercial presence or the movement of individual service suppliers. 

For telecoms Mode 1 includes restrictions on leased line or network provision, restrictions on connections of 

leased lines and private networks to the public switched telephone network (PSTN), restrictions on 

international simple resale and IP telephony. Mode 2 includes restrictions on call back services. Mode 3 

includes foreign equity limits, level of competition, including joint venture requirements, screening and 

approval, limitations on business activities and licensing restrictions while Mode 4 includes limits on the 

duration of stay, on number of work permits, issues related to licensing/recognition requirements and 

limitations on the board of directors. In the distribution sector, Mode 1 includes restrictions on servicing the 

market on a cross-border basis (i.e. establishment requirements). Mode 2 includes restrictions on consumers 

purchasing distribution services abroad. Mode 3 includes foreign equity limits, restrictions on commercial 

land, restrictions on large scale stores, wholesale importing licensing, promotion of retail products, state 

monopolies ï product exclusions and protection of intellectual property rights. Mode 4 includes limits on the 

duration of stay, on number of work permits and licensing requirements on management. 
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Table 16. Services trade composition 

USD million and % 

1990 1994 2000 2003 2004 2005

SERVICES -3 761 -5 346 -7 162 -4 931 -4 677 -8 148

Total credit 3 762 4 908 9 498 10 447 12 584 16 095

Transportation services, credit 35.8 44.8 14.8 17.4 19.6 19.8

Travel, credit 36.8 19.2 19.1 23.7 25.6 24.0

Other services, credit 27.4 35.9 66.1 58.8 54.8 56.2

Communications .. .. 0.6 7.3 3.5 2.6

Construction .. .. 3.6 0.2 0.0 0.1

Insurance 11.2 8.6 5.0 2.0 1.5 1.5

Financial .. .. 6.0 5.9 6.1 5.6

Computer and information .. .. 0.5 0.5 0.8 1.0

Royalties and licence fees 1.2 1.1 2.0 1.8 1.7 1.1

Other business services 82.3 85.1 72.8 67.2 71.6 74.3

Personal, Cultural and recreational .. .. 1.0 0.9 0.7 0.6

Government, n.i.e. 5.4 5.2 8.6 14.3 14.1 13.2

Total debit -7 523 -10 254 -16 660 -15 378 -17 260 -24 243

Transportation services, debit 39.8 41.9 25.8 22.2 25.8 20.5

Travel, debit 20.0 21.0 23.4 14.7 16.6 19.5

Other services, debit 40.2 37.0 50.8 63.1 57.6 60.0

Communications .. .. 0.4 3.8 0.7 0.8

Construction .. .. 0.0 0.0 0.0 0.0

Insurance 6.1 6.9 3.7 5.8 6.5 4.8

Financial .. .. 7.9 7.7 5.0 5.1

Computer and information .. .. 13.5 10.9 12.9 11.8

Royalties and licence fees 1.8 6.3 16.7 12.7 12.0 9.7

Other business services 66.0 75.8 40.6 45.1 47.1 51.4

Personal, Cultural and recreational .. .. 4.3 3.5 4.1 3.1

Government, n.i.e. 26.1 11.0 12.8 10.6 11.6 13.4  
Source: IMF BOP (2007). 

81. Services imports increased 40% between 2004 and 2005 to approximately USD24 billion. As 

Transportation Services has decreased, this growth in imports can be attributed to an increase in Travel and 

Other Services. Other business services and Government are the two primary sub-sectors to have grown in 

2005. While Travel imports remained stable from 1994 to 2005, Transportation decreased by nearly 50% 

and Other Services grew by approximately 50%.  

82. ñQuadrantò or ñmatrixò analysis reveals further information about Brazilôs export performance and 

sectors with high growth potential. The methodology employed in Figures 9 and 10 assesses exports by 

product group. The horizontal axis measures the Compound Annual Growth Rate (CAGR) of Brazilôs 

share in world trade by product category. The vertical axis measures the CAGR of world imports to reveal 

the average world trade growth by product category. The size of a sector in Brazilôs export basket is 

illustrated by the size of balloon. This form of analysis is particularly valuable because it indicates whether 

the sectorôs performance was dynamic, stagnant or declining during the respective time period.  

83. Trade potential is highest for sectors located in the top-right hand quadrant of the trade matrix, 

indicating growing market share and growth in world imports. Conversely, sectors in the bottom left-hand 

quadrant have limited trade potential, challenged by declining market share and low world demand. 

Sectors for which either Brazilôs market share or world trade growth is dynamic are depicted in the bottom 

right-hand quadrant (for óachievers in adversityô or ówinners in declining marketsô) and the top left-hand 

quadrant (for óunderachieversô or ólosers in growth marketsô). The presence of extraneous factors like scale 
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intensity and initial positioning, however, makes the trade potential of these product categories more 

difficult to evaluate. 

Figure 9.  Brazil's export performance: trade in services, 2000-2004 

 
Source: IMF BOP 

84. The trade in services matrix in Figure 9 reveals that Brazil has only developed service categories in 

sectors with positive world trade growth. A nucleus of service categories has formed along the y-axis, 

indicating growth in line with global trends for many sectors. However, Travel and Transport Other have 

been outpacing world trade growth, while the Other Services sector has lagged behind world growth. The 

matrix reveals different patterns for the Communications and Insurance sectors, which are gaining and 

losing market share, respectively. Most service categories are floating near the average world trade growth 

line. Due to the time period of available services data (relative to goods data), however, interpretation of 

this matrix is limited.  

85. Over the period to 2002, the Netherlands, Bermuda, Luxembourg and Canada increased their FDI 

inflows to Brazil, Table 17. France maintained its FDI flow. US inflows rose rapidly to 1999 but declined 

significantly thereafter. Spain was also a significant investor in the middle of the period from 1998 to 2001. 
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Table 17. Top 10 sources of FDI inflows to Brazil 

1996 1997 1998 1999 2000 2001 2002

Netherlands 526.8 1 487.9 3 365.0 242.5 2 228.0 1 891.8 3 372.5

US 1 975.4 4 382.3 4 692.5 8 087.6 5 398.7 4 464.9 2 614.6

France 969.9 1 235.3 1 805.4 1 982.1 1 909.7 1 912.8 1 815.0

Cayman Islands 655.7 3 382.9 1 807.1 2 114.5 234.5 1 755.1 1 554.5

Bermuda 33.8 241.1 53.6 242.6 315.4 606.9 1 468.8

Portugal 202.7 681.0 1 755.1 2 409.4 2 514.8 1 692.3 1 018.8

Luxembourg 290.7 57.7 114.5 289.7 1 027.2 284.7 1 012.8

Canada 118.5 66.2 278.6 445.4 192.8 441.1 989.3

Germany 212.0 195.9 412.8 480.8 374.6 1 047.5 628.3

Spain 586.6 545.8 5 120.2 5 702.2 9 592.9 2 766.6 586.9  
Source: UNCTAD WIR. 

Goods 

86. The trade liberalisation process has changed the relative sizes of industrial sectors quite 

significantly, Table 18. The oil industry has boomed with recent off-shore discoveries as previously 

discussed. Coupled with this growth in oil extraction has been a more than doubling of real value added in 

petroleum manufacturing (coke, petroleum, nuclear fuel and ethanol manufacturing). There has also been 

significant expansion in value added in the metallic mining industry.  

87. Within manufacturing (transformation industries) there have been a number of growth poles. The 

food and beverage industry is by far the largest manufacturing sector in absolute size and it has grown 10% 

in real terms over the period 1996-2004. There has been significant growth in wood products, basic metals, 

other transport equipment and recycling over the period. The large chemical, rubber and plastic products 

have grown to about the same degree as food and beverages.  

88. In the machinery and equipment categories there has been some expansion and some contraction. 

Metal products has not changed while there have been modest increases in real value added (RVA) in 

machinery and equipment, office equipment, precision equipment, vehicle manufacturing and a doubling of 

RVA in other transport equipment. On the other hand, machines and electrical equipment manufacture has 

contracted, as has furniture manufacture. 
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Table 18. Real Value Added, by Industry 

Index Numbers, 1996=100 

1997 1998 1999 2000 2001 2002 2003 2004

All industry 100 97 105 112 116 117 116 125

Extractive Industries 102 115 141 139 152 166 163 193

Coal mining 126 121 113 141 108 111 101 135

Oil extraction 136 179 174 229 410 1153 1506 1680

Mining metallic minerals 106 123 163 158 175 183 175 215

Mining non-metallic minerals 91 93 95 96 98 97 92 96

Transformation Industries 100 96 104 111 115 116 115 123

Food and beverages 102 99 100 91 108 111 110 110

Tobacco products 94 83 99 81 92 91 75 83

Textiles 88 87 99 97 90 88 78 83

Clothing 91 91 89 85 85 76 69 70

Leather products 85 78 89 94 107 110 106 108

Wood products 102 96 132 120 131 149 172 190

Paper products 92 91 113 128 119 142 134 129

Printing and publishing 107 103 89 93 87 77 72 74

Coke, petroleum, nuclear fuel and ethanol 84 89 148 225 207 213 246 251

Chemical products 101 97 116 105 106 103 102 110

Rubber and plastic product manufacture 100 95 98 100 90 93 109 107

Non-metallic minerals 107 115 114 121 130 134 123 121

Basic metal manufacturing 108 100 117 132 132 152 158 215

Metal products excl. machinery and equipment 98 98 93 91 100 97 88 100

Machinery and equipment 102 91 89 87 101 105 97 107

Office equipment 110 109 162 251 315 172 144 120

Machines and electrical equipment 107 116 99 103 114 101 92 97

Electronic equipment 96 76 85 106 107 90 57 74

Precision equipment 97 99 103 114 107 110 93 106

Car, truck, bus manufacture incl. parts 106 95 78 94 92 101 108 118

Other transport equipment 125 134 184 205 281 287 238 287

Furniture and other manufacturing n.e.i. 99 102 98 106 100 97 86 87

Recycling 109 116 112 109 161 171 183 205  
Source: Computed from IPEA ï PIA. 

89. Six case studies are presented in Annex 3. They illustrate some of the diversity of successful 

Brazilian firms. The case studies focus on research and development efforts that have contributed to this 

success. 

90. The recent employment growth picture is generally expansive, Table 19. Employment has grown 

eight fold in oil extraction compared to a sixteen fold increase in RVA. However, employment has shrunk 

in coke, petroleum, nuclear fuel and ethanol manufacture. More generally, employment has increased in 

most other industries demonstrating increases in labour productivity almost across the board ï whether the 

industry was expanding or contracting in terms of RVA.  



TAD/TC/WP(2007)18/FINAL 

 
34 

Table 19. Employment by Industry 

Index numbers, 1996=100 

1997 1998 1999 2000 2001 2002 2003 2004

All Industry 97 95 97 103 106 108 116 124

Extractive Industries 94 90 94 99 100 105 110 121

Coal mining 100 97 94 117 108 104 96 125

Oil extraction 129 133 124 237 323 515 630 846

Mining metallic minerals 81 74 72 76 76 79 84 94

Mining non-metallic minerals 100 98 107 108 108 108 112 116

Transformation Industries 97 95 97 103 106 108 116 124

Food and beverages 98 99 99 104 110 112 123 135

Tobacco products 106 94 79 73 86 85 72 94

Textiles 87 87 88 95 97 96 99 107

Clothing 92 90 99 106 108 113 115 128

Leather products 90 88 102 118 128 132 149 161

Wood products 101 103 118 121 120 127 144 153

Paper products 94 90 92 91 96 104 105 106

Printing and publishing 101 101 101 101 103 97 101 103

Coke, petroleum, nuclear fuel and ethanol 85 58 54 48 48 50 60 66

Chemical products 100 96 101 106 106 104 113 117

Rubber and plastic product manufacture 102 99 103 114 111 110 130 130

Non-metallic minerals 104 106 110 117 114 115 115 121

Basic metal manufacturing 97 94 93 95 98 97 104 113

Metal products excl. machinery and equipment 101 100 99 107 111 115 114 126

Machinery and equipment 97 92 95 100 107 110 122 126

Office equipment 110 103 113 151 145 117 147 165

Machines and electrical equipment 97 98 93 103 107 106 107 114

Electronic equipment 91 79 83 96 88 85 76 91

Precision equipment 97 101 105 107 104 109 121 124

Car, truck, bus manufacture incl. parts 104 91 89 94 94 99 116 121

Other transport equipment 95 98 99 105 121 137 173 197

Furniture and other manufacturing n.e.i. 102 110 106 116 111 115 114 116

Recycling 114 112 136 173 231 278 394 472  
Source: IPEA ï PIA. 

91. The productivity story is very positive. The trade liberalisation episode has resulted in an 

acceleration in total factor productivity (TFP) over earlier periods (Table 20). Furthermore, Ferreira and 

Rossi (2003) have shown that the growth rate in TFP was related to the decline in industry protection. 

According to their estimates, the decline in nominal tariffs faced by an industry resulted in an 8-12% 

increase in the growth rate of TFP (3-6% if effective rates of protection are used instead of nominal tariffs). 
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Table 20. Growth in Total Factor Productivity 

Annual percent 

1985-90 1991-97 1994-97

Nonmetal mineral products -3.0 3.2 5.4

Metalworking -2.9 4.0 4.4

Machinery -2.1 3.4 0.6

Electronic and communications equipment -2.9 4.3 2.7

Transport eq. and motor vehicles -9.1 4.6 5.7

Paper and paper products -4.3 2.7 2.0

Rubber products -4.6 1.6 4.7

Chemicals -5.0 3.5 4.8

Pharmaceuticals -4.2 -1.3 -0.4

Perfumes, soap and candles -0.4 1.8 1.4

Plastic products -6.4 2.8 8.4

Textiles -5.7 3.6 1.5

Clothing, fabric products and footwear -5.3 0.7 3.0

Food -3.3 2.8 3.4

Beverages -1.1 2.7 2.1

Tobacco -1.1 1.8 3.5

Average -3.8 2.8 3.3  
Source: Ferreira and Rossi (2003). 

92. As the data in Table 20 show, some of the largest TFP gains, post liberalisation, occurred in the 

higher technology industries like machinery and equipment while labour intensive industries like clothing 

captured smaller gains over the whole period 1991-97 but with an increasing trend (1994-97). 

93. The distributional effects of the trade policy reforms are arguably as important as the productivity 

effects in the case of Brazil. The import protection structure during the IS period tended to benefit skilled 

workers so that the trade reforms tended to benefit unskilled workers and significantly reduced wage 

inequality in the manufacturing sector, Ferreira, Leite and Wai-Poi (2007). Adding to this, it has been 

shown that the policy reforms in agriculture also improved the distribution of income because this sector 

tends to be relatively intensive in its employment of low income workers, OECD (2005). 

94. In this production environment, some significant changes in Brazilôs trade portfolio occurred. As 

discussed earlier, Brazilôs key goods (merchandise trade) exports are diversified across the primary and 

manufacturing sectors. Agricultural exports represented 9% of the total in 2006 with the food 

manufacturing sector adding a further 18% of export value for a total of 27%, Figure 10. Other primary 

exports from the mining industry contributed 7%, crude petroleum 5% with the remaining 61% from a 

diverse range of non-food manufactures. 
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Figure 10. Brazil key merchandise exports, 2006 
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Source: UN ComTrade. 

95. More detailed tables of Brazilôs main exports and imports are provided in Annex 2, by product and 

by trading firm. 

96. Brazil has a revealed comparative advantage in mining metal ores, agricultural products, food 

products, tanning and leather and wood products ï all natural resource-based products, Table 21. It also has 

a RCA in paper, non-metallic mineral products, basic metals and motor vehicles. Again, all these products 

can be termed natural resource-based with the exception of motor vehicles (which has the highest 

remaining effective rate of protection, 34% in 1997). 

97. In industries where revealed comparative advantage is greater than one (advantage), the RCA index 

has been rising since 1991 - for agriculture, food products, wood products, non-metallic mineral products 

and motor vehicles. For the most part, these are the exportable industries that have performed best in the 

recent world market environment. Other exportable industries including mining metallic ores, tanning and 

leather, paper and basic metals have seen their RCA index fall over the period. 

98. Where the RCA index is less than one in Table 22, the industries tend to be import competing. In 

this group the RCA index has been rising for oil extraction, publishing and printing, coke, refined 

petroleum, nuclear fuel and ethanol, machinery and equipment nec. and electrical machinery. These are the 

import competing industries that have performed best in the recent world market environment. The 

remaining 12 industries have lost ground over the period as a whole, given recent world market conditions. 
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Table 21. Revealed comparative advantages and growth rates 

91-96 96-01 01-06

01 - Agriculture, hunting and related service activities 2.65 2.76 4.45 4.57 0.79 10.06 0.53

02 - Forestry, logging and related service activities 0.19 1.16 0.57 0.25 43.57 -13.29 -15.07

05 - Fishing, operation of fish hatcheries and fish farms; service 

activities incidental to fishing
0.11 0.16 0.32 0.16 7.38 14.81 -12.42

10 - Mining of coal and lignite; extraction of peat 0.00 0.00 0.00 0.00 5.02 0.68 -29.89

11 - Extraction of crude petroleum and natural gas; service activities 

incidental to oil and gas extraction excluding surveying
0.00 0.01 0.22 0.87 310.04 103.48 31.16

12 - Mining of uranium and thorium ores .. .. .. .. .. .. ..

13 - Mining of metal ores 13.59 13.97 14.30 10.20 0.55 0.48 -6.53

14 - Other mining and quarrying 1.52 0.62 0.98 1.08 -16.44 9.57 1.98

15 - Manufacture of food products and beverages 2.91 3.20 3.52 4.32 1.91 1.93 4.18

16 - Manufacture of tobacco products 1.09 2.47 0.16 0.30 17.73 -42.06 12.93

17 - Manufacture of textiles 0.99 0.61 0.48 0.36 -9.38 -4.42 -5.81

18 - Manufacture of wearing apparel; dressing and dyeing of fur 0.32 0.16 0.14 0.08 -12.77 -2.91 -10.00

19 - Tanning and dressing of leather; manufacture of luggage, 

handbags, saddlery, harness and footwear
4.57 3.07 3.32 2.45 -7.66 1.58 -5.89

20 - Manufacture of wood and of products of wood and cork,

except furniture; manufacture of articles of straw and plaiting materials
1.09 1.77 2.58 1.96 10.25 7.76 -5.36

21 - Manufacture of paper and paper products 1.58 1.82 1.95 1.57 2.91 1.33 -4.15

22 - Publishing, printing and reproduction of recorded media 0.15 0.13 0.14 0.22 -3.73 2.35 8.98

23 - Manufacture of coke, refined petroleum products and nuclear fuel 0.02 0.08 0.02 0.71 26.88 -22.79 102.91

24 - Manufacture of chemicals and chemical products 0.69 0.71 0.57 0.54 0.49 -4.42 -0.90

25 - Manufacture of rubber and plastics products 0.67 0.72 0.67 0.63 1.32 -1.40 -1.24

26 - Manufacture of other non-metallic mineral products 0.88 0.99 1.13 1.45 2.36 2.72 5.06

27 - Manufacture of basic metals 3.28 2.51 1.98 1.68 -5.25 -4.65 -3.20

28 - Manufacture of fabricated metal products, except machinery 

and equipment
0.59 0.59 0.54 0.46 0.12 -1.79 -3.21

29 - Manufacture of machinery and equipment n.e.c. 0.54 0.65 0.60 0.70 3.79 -1.66 3.34

30 - Manufacture of office, accounting and computing machinery 0.18 0.14 0.12 0.07 -4.26 -4.08 -10.46

31 - Manufacture of electrical machinery and apparatus n.e.c. 0.39 0.42 0.41 0.44 1.50 -0.55 1.17

32 - Manufacture of radio, television and 

communication equipment and apparatus
0.21 0.16 0.38 0.27 -4.95 18.90 -6.45

33 - Manufacture of medical, precision and optical instruments, watches 

and clocks
0.14 0.13 0.19 0.14 -1.77 8.92 -6.26

34 - Manufacture of motor vehicles, trailers and semi-trailers 0.61 0.82 0.94 1.12 6.07 2.90 3.51

35 - Manufacture of other transport equipment 0.41 0.52 1.79 0.91 4.91 28.24 -12.60

36 - Manufacture of furniture; manufacturing n.e.c. 0.33 0.40 0.44 0.36 3.78 1.96 -4.05

40 - Electricity, gas, steam and hot water supply .. .. .. .. .. .. ..

1991 1996 2001 2006

Annual average

 growth rates

 
Source: UN ComTrade. 

99. The share of Brazilôs, so-called, high-technology exports as a percentage of manufactured exports 

rose sharply in the 1990s, only to fall again between 2001 and 2004 (Table 22). The latest data indicate that 

this decline has recovered slightly in 2005. Meanwhile, Chinaôs share of technology exports has shown a 

steady upward trend and Indiaôs share has remained low but relatively stable for the last decade. These data 

need to be interpreted with considerable care because they refer to exports of final products that are 

deemed to be high tech. Very often however, the design and manufacture of the high technology 

components and parts did not originate in the country where final assembly took place. This is especially 

true of China which tends to import high technology parts and components from a range of OECD and 

non-OECD countries, for final assembly and export - particularly machinery and equipment items 

including electronics goods, Athukorala (2007). Accordingly, Chinaôs net trade in high technology 

components is thought to be strongly negative. It is not clear what Brazilôs net trade balance is in high 

technology components.  
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Table 22. High-technology exports
a
 

As a percentage of manufactured exports 

Brazil China India

1992 5.37 6.11 2.17

1993 4.14 6.84 2.46

1994 4.76 7.95 2.98

1995 4.85 10.04 4.31

1996 6.09 12.00 5.12

1997 7.32 12.68 4.77

1998 9.17 15.08 4.12

1999 12.97 16.76 4.26

2000 18.61 18.58 5.01

2001 19.12 20.57 5.39

2002 16.83 23.31 4.76

2003 11.96 27.10 4.75

2004 11.59 29.81 4.88

2005 12.85 30.60 ..  
a) High-technology exports are products with high R&D intensity, such as in aerospace, computers, 

pharmaceuticals, scientific instruments, and electrical machinery (United Nations, COMTRADE database 
definition). 

Source: WDI. 

100. As illustrated by the trade in goods matrix, Extraction of crude petroleum and Manufacture of coke, 

refined petroleum products are the highest performing product categories (Figure 11). Brazilôs coke and 

refined petroleum sector has achieved significant growth relative to other Brazilian export sectors and has 

profited from an increase in world imports. This rise is predominantly accredited to the recent discovery 

and growing exploitation of deepwater petroleum fields off the coast of Brazil. Brazil became self-

sufficient in oil in 2006. Petrobas, Brazilôs national oil company, has invested heavily in the development 

of this new resource in order to capitalise on the global rise in demand for oil. The Brazilian government 

has also promoted growth in the oil sector by privatising Petrobas in 1995 (the government remaining the 

majority shareholder) and by creating the National Petroleum Agency in 1997 to facilitate foreign and 

domestic private investment. While the long-term future of Brazil's refined petroleum sector is optimistic, 

it is still uncertain due to the indefinite size of the deepwater oil fields and the countryôs need for 

technological advancements to successfully develop the industry. 
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Figure 11. Brazil's export performance: trade in goods (1996-2005). Fig. 11A Below 

Percentages 

 
Source: UN ComTrade. 



TAD/TC/WP(2007)18/FINAL 

 
40 

101. Figure 11.A focuses more closely on product categories near the origin of the graph, revealing that 

sectors like Chemicals and Textiles are losing market share. Transport, Radio, Motor Vehicles, and Food 

and Beverage products appear to be performing well. In the transport equipment industry, Embraer, the 

main aircraft producer in Brazil, has grown to be one of the worldôs four largest aircraft exporters. The 

companyôs privatisation initiative in 1994 has been a strategic ingredient in the expansion and rising global 

competitiveness of this industry for Brazil. The motor vehicle industryôs diversification into the market of 

economic car models may have facilitated the country's success as a global producer of automobiles and 

parts but the high remaining protection of the industry raises some doubts about the extent of its long term 

competitiveness.  

102. Brazilôs agriculture sector faces growing environmental concerns. Soybeans, in particular, are 

evoking a strong reaction from environmentalists because of the extensive forest destruction involved in 

soybean production. In response to European and Japanese demands for Non-Genetically-Modified 

Organisms, Brazilian regulation has been created to promote more traditional production methods and to 

restrict crop plantings in the Amazon region.  

103. The market distribution of Brazilian exports has changed in recent years in the face of rising world 

price relatives for resource-based products - shifting away from OECD markets towards China. Exports to 

OECD countries have fallen from 64% of merchandise exports in 2000 to 51% in 2006. In fact, exports to 

most of Brazilôs top buyers have fallen (Figure 12). The EU and the United States remain the two primary 

destinations, but have decreased exports by 2% and 9%, respectively. This decline can be attributed to the 

increased ability of Brazilôs primary sector to reveal its comparative advantages following trade 

liberalisation and the recent changes in the prices of resource products relative to manufactures. 

Furthermore, the strong growth in petroleum exploitation and exports had added to the export strength of 

the primary sector and altered the bilateral direction of trade.   

104. Since 2002, China, the Latin America Integration Association (LAIA), Africa and Argentina are the 

only regions of the Top 10 Destinations to have grown as export destinations for Brazil. The increase in 

exports to China corresponds to the rising prominence of China in global trade. Export growth to Argentina 

and the LAIA reflects the increase in regional trade for Latin American countries.  

105. Brazilian imports from China have tripled (to 9%) over the recent period, 2002-2007, Figure 13. 

Asia, Africa and the LAIA have also increased. Imports from the US and the EU have fallen to 16% and 

22% respectively. 

106. In this environment it is easy to see why Brazilian foreign policy has tended to embrace new 

groupings in India, China and Africa. South-South trade looks increasingly important for both imports and 

exports.  
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Figure 12. Top 10 merchandise exports destinations for Brazil, 2002 and 2006-2007 

 

Source: Ministry of Finance. 

Figure 13.  Top 10 merchandise imports origins for Brazil, 2002 and 2006-2007 

 

Source: Ministry of Finance. 

107. Table 23 reveals that Brazil has increased market share in all of its key markets since 2000. Indeed, 

the annual growth rate figures indicate that Brazil has reclaimed and exceeded market share levels from 

1990 in all key markets except Japan and the United States. The decline in trade with Japan is not 

surprising considering the dramatic rise in bilateral trade between Japan and China since 2000.  

108. Numerous studies have shown that regional trade agreements, like the Mercosur Common Market, 

do not provide the same policy space for Brazil because the lack of global national treatment causes 

significant trade diversion effects. Some of these costs are lower in the current environment because 

certain key leakages are occurring in the administration of Mercosur ï the absence of a tariff revenue 

sharing agreement and the frequent non-collection of the external tariff by Paraguay and Uruguay. A 

choice needs to be made with respect to these issues ï either dispense with the external tariff and hence 

remove trade diversion effects (vis a vis free trade) or tighten the existing structure of the agreement and 

suffer the corresponding efficiency and equity losses. 


