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I. The post-war boom and the agitation for banking reform

Brazil's macroeconomic instability in the three years
following the return to peace as well as the difficult
econonic policy problems she faced until the mid-twenties
have their roots in the violent world-wide post-war

economic fluctuations.

The boom experienced from early 1919 by the industrialized
Allied economies — especially the United States and the
United Kingdom - while Central and Eastern Europe still
suffered frcm famine and stagnation, was shared by most

primary producing export economies and is one of the

1/

sharpest on record-~’. Although output recovered fast in

the leading industrial countries after the mild and

short-lived recession following the Armistice, this "boom

2/

of astonishing dimensions” =

3/

effects on prices =,

was more impressive for its

As far as the behaviour of the Brazilian eccnomy is
concerned, the most important feature of the world boom is
the uncontroversial fact that it was accompanied by a

frantic speculative drive towards accumulation of commedity

. . 4 . .
stocks in the central countries “/. Especially in the

United States - which absorbed over 40% of Brazilian
exports in 1919 and 1920 -, where the abolition of economic
ceatrols proceeded faster, but.also in the United Kingdon
and in France, the anticipation of higher commodity prices

with the unleashing of wartime pent-up demand was backed by

i/ Aljcroft, D.; Prar Vorsailles to Wall Strect, 1219-1929; Allen
Lane, Lonion, 1877, pp odrf. ' .

2/ Leais, W.A.; Economic Survey, 1919-1939; Allen and Urwin, Londan,
1949, p 13.

3/ rollord, S.; 7te Doveleo~ont of 2o British Fonooy, 1914-12467;
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the easy money policy followed from early 1919 to help
demobilization as well as for debt management reasons, andA
by the huge amounts of financial assets accumulated during
the war l/. During 1918 controls were dismantled, income
recovered, and demand was redirected to peace-time neeads
against short-term inelastic supplies and a worn-out

world transport system. The resulting commodity price
increases led to windfall profits from stock-holding which
justified the speculative positions then being taken and
mantained a bullish atmosphere in world commodity mar?ets

lasting until the second guarter of 1920 2/.

The positive effects of the 'sudden recovery of
international trade upon primary producers' exports and
income caused by the boom were amplified in the case of
Brazil by the severe supply restrictions affecting the
world coffee market since the great frost of 1218. Coffee
prices. had alrcady shot up during the second half of 1918,
well before the acceleration in the growth of world
commodity prices, but the damaging effect of the frost was
even fclt more strongly in-1919, when a great reduction in
the yield of the affecied areas of S&c Paulo resulted in

a 50 percent drop in Brazilian output relative to the
"wartime average crop. 3/ In spite of the partial

corpensation afforded by the very large crop of 1919 in the
. . 4/ . .
mild countries —/, the booming world demand carried

international coffce prices to.new rccord levels in the

, 5/

second half of the vear =7 .

Favourable demand corditions also prevailed for other

Brazilian primary export producers and the boom caused an

1/ Cf. Ledgue of Nations; op. cit., pp 13-19, Aldcroft, D.H. cu.dlt.,
p 06 and Howson, S.; The COrigirs of Dear Menzy 1919-1920, in
Eoornomic Histowy Fovigew, NCIT, Feo. (1974, pp E8If.

27 fra Leanue of Muiions, op. cit., po 18-19.

ISosco Tonles oo Z.

4 Tonio 20 iz owns due alie

s ot exclusively to the oraetiy of
planwiy, in Golaebia helped to a lare o extent by Aoerican copit Ll

o



explosive increase in the value of exports in 1919. The
release of repressed demand .for all classes of industrial
goods after the long import starvation sihce 1914 in
Brazil, also led to a sharp recovery in the value of
imports. However, the growth of imports - even gathefing

1/

an increasing momentum as the domestic bocm progressed = -~

/

did not prevent there being a large trade surplus in 19192

The sudden improvement in the external positiorn created
great difficulties for exchange rate management. As early
as the third quarter of 1918 the Bank of Brazil was
fighting against a sharp appreciation tendency in the
milreis-sterling rate 2/. These efforts were abandoned
after the "unpegging" of the European exchanges in March
1919 and the target became the doller rate, which was kept
roughly stable while the milreis substantially appreciated
against all European currencies i/, giving an additiomnal
push to irmports in spite of the still abnormal supply
conditions in European industrial countries é/. ilowever, as
exports prices were pooming and domestic import~éompeting
industries were nore Concerned about their investment plamns
and were protectedby the sharp rise in world prices this
rapid exchange-rate appreciation was not much felt by the

private sector.

In 1919, reflecting the extremely tight monretary policy

then being followed é/, the economic policy debate would be

1/ Total cutput reose by 5.9% and industriail output by 14.8% in
1915, See Tidles 6 ana 7. .

2/ See Tadle 1.

3/ Relatdrio ¢o Bmoo do Brasil, 1919, pp l4ff.

4/ Boetwcen Mardy, 1919, an? wrch, 1920 there was a 403
‘nmlm_uolcf mluw\rdo‘laﬁemmrﬂ:dmlwmﬁl
Frooac. JIL Iowiorn facust, 1220, p. 8l7.
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dominated by the revival of complaints raised during the
war about the inadeQuacies of the national banking system
and the "inelasticity" of the money supply.

hfter the abandonment of the gold standard,

the operation of the seasonal credit tightening caused
periodic deimands from banking and business circles for an
increase in high powered money to compensate for the
harvest drain - particularly when the additional problem of
financing a larger coffee crop wa&s in sight - which, givén
the chronic financial needs of the Treasury, resulted in
the large note‘issues of August 1915 and August 1917.

Although inflationary deficit financing provided some

relief to recurrent credit squeezes during the war, this

was not considered an acceptable expedient except under the
abnormal condition  then prevailing, for unbalanced budgets
were not regarded with approval by any sector of Brazilian
opinion and were not expected to continue after the end of
the war. Thus, since the return to peacetime trading
¢tonditions, there appeared a growing consensus amnong
barkers and businessmen that the fundamental poinf cf
reform should be to abolish Treasury issuing rights and to
endow the Bank of Brazil with instruments - particularly
with powers to pursue an active rediscount policy - which
would enable it to vary the stock of high powered money at
its own discretion so as to smooth out the seasonal

credit problems as well as to act as a lendexr of last
resort in times of crisis. This- idea had, in fact, been

forcefully defended throughout the war by homero Batista

. . .. 1 . .
the Presicent of the Bank of Brazil —/, when it "merited
the applause of many commercial institutions and of
- . R . - 2
notable personalities in trade, industry and finance" ~/.

This agitation, as noted by Neuhaus, also reflected the
worldwide growing influence of the real-bills deoctrine
among Brazilian banking and business circles, which saw in
granting certain contral banking powers to the Bank of

Brazil the solution to the problemn of adjusting the supply

L/ veo, Dov suance, Rolatorio do Mmoo ¢o Brasil, 1917, pp 19-24
ad Relarorio do §ooco do Brasil. 1200, po 96{fF.
2/ Jornti Qo Jernaooic, 29,5,1917. :



1/

of money to the seasonally variable "needs of trade" =

Reforming the Bank of Brazil on these lines, endowing it
with powers to issue inconvertible notes on a fractional
gold reserve basis as proposed by its President had,
however, encountered strong opposition during the war from
a group of influential politicians, who held orthodox
views on monetary policy, as ex-~Ministers of Finance
Antonio Carlos and Leopoldb de .Bulhoes and was opposed by
the President himself. As Antonio Carlos recalled, all
wartime finance Ministers "have never hidden their
radically opposed views to new experiments of Banks

issuing inconvertible notes, living only from the cours
forcée (and) all attempﬁs and efforts td create institutions
of this kind foundered against (the President's) notorious
VunWillingness" 2/. However, this orthodox opposition to the
proposed kanking reform did not cppose in principle the
transformation of the Bank of Brazil into a central bank,
but wés utterly against taking any step in that direction
before full convertibility was achieved at a revalued
exchange-rate. Most of all, they wanted to divest the
monetary authority of all discretionary power to vary the
monetary base, preferring a 1l:1 gold baking on the lines of
the pre-war Conversion Office 3/. For‘that reason, the
debate at the end of the ﬁar was fought not only on the
issue of whether to grant some central banking powers to

the Bank of Brazil before convertibility was again

1/ Neuhaus, P.; A Monetary History of Brazil, 1900-1945, Fa.D.
Dissertation, thicage, 1974, pp 54f%

2/ Ribeiro de indrale, A.C.; Bamoos de Tiss3o no Brasil; Liv.
leite Rizziro, Rio de Janeiro, 1923, p 363. This version is
confirmed by Homero Batista himself. In the last EanX of Brazil
board meoting ne presidad he made @ Zarcwell aldress almoest
exclusively ceantered on his attanpis to transfomm the Bank into a
"issue mid redliscount Bank” and on the lack of suciert he found in
ot Dwamne'hidhimwmbr,naurpﬁsamaia'fonulreﬁﬁﬁ"

of his projoct., Soo Banoo &> Brasil, Atas das Raunices Ge
Diretoris; mocting of 3.1.1919.

3/ o an exavi tion of their views stce Antonio Carlos' book
qudtcd Jn tho srovious footrote or tre article by Ioceclido de
Balnces publisiad in the Jomal o Juaneroio, L..xlo.



achieved but also on whether to allow the Bank to operate
1/

with a fractional reserve backing

The change in government in November 1918, and the
appointment of Amaro Cavalcanti - a notorious defender of
immediate banking reform 2/ . to the Ministry of Finance
foreshadowed that the pendulum was beginning to swing in
the direction of reform. However, the serious illness of
President elect Rodrigues Alves just before taking office
resulted in his replacement by Delfim Moreira, the Vice-
-President and former Governor of Minas Gerais,'a State
from which came most of the supporters of the "bullionist"
view. Following the death of Rodrigues Alves in January
1319, Amaro Cavalcanti resigned the finénce portfolio,
being replaced by4Joéo Ribeiro, & Mineiro banker whe
shared theviews of the orthodox oppositicn to immediate

3/

banking reform =/ .

Hoqevor, according to the Constitution of 1831, new
presidential elections were called an the provisional
government was dissolved in July 1919, when Epitacio
Pessoa, a prestigious lawyef and the political leader of
one of the smeall Northeastern states, assumed the
‘presidency as a compromise candidate chosen by an alliance
Letween Sao Paulo, Minas Cerais and Rio Grande do Ssul
cligarchies i/. President Pessca's nomination of Homero
Batista, the ex-President of tire Bank and the champion of
the wartime banXing reform campaicgn, to the Ministry of
Finance was a clear indication that the orthodox party was

again loosing ground.

1/ Ci. Relatdrio do Banoo do Brasil, 1918, pp 104ff.

cforma Meoretaria, he had stated: "Anong ficuciary

I prefer the barking type; but I d not ansider it to be
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In the following August, the usual seasona} strain on the
banking system's liquid resources was made worse by the
slow growth of the money stéck against a background of
accelerating inflation and domestic boom l/, léading
several business asscciations to press the government for
an early i@plementation of the Bank's rediscount
operations 2/. Although opinion as to details of the reform
still diverged widely and a fully fledged government plan
which could command broad politigcal support - if there was
any such plan at that stage - was certainly still in its
infancy, the government reassured business interests of .
its intentions to reform the Bank of Brazil >7. Finally, in
May, 1920, definite steps were taken when the Bank's
yearly shareholders méeting approved a resolution -
obviously reflecting a government decision as majority
"sharceholder - to ammend its statutes é/. A conmittee of
emminent Brazilian bankers and acaderic economists chaired
by the President of the Bank was set up to report on the
reforr and a final draft to be submitted to Congress was
published in Zugust é/. The basic lines of the report
repfoduced the proposals put forward by Homero Batista
during the war, suggesting an increase in the Bank's
capital to build up a gold or foreign exchange reserve
against which inconvertible bank notes could be issued up
to targe times its value through realscou1t of short- term

bills.

-

1/ "At the beginning of the seomnd half (of 1919) we started to
Tote that the craeat business boon was leading the (Rio) money
Market to a wosition of scarcity of mumeraire, which afterwards
becan to be noted in all markets with the rise of discount rates
ard a genexal f£all in Jopcosits... its price ciuse being the cash
withdrewzls to the interior of the ccuntry i ore alnost all
harvests are carried cut dGwring the second half of the ydar”
Relatoric ¢o hanod dd Erasil, 1920, p 3. Sce also Tidles 3 uﬂd 8.

1920, » 8. Soo also Viana, V.; C
L ongrancaaileinto, sua ndssso
GO Cormersio, Rice de Jameirn, po 835-806.
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However, in the second quarter of 1920, activity levels

and consumer demand were already falling in the United
States and the United Xingdom l/. From the middle of the
year recession spread slowly in the United States and
restrictive monetary policies adopted in both the world's
financial centres triggered a deep worldwide depression and
a precipituous fall in world prices from the seccend half

of the year 2/.

The world price slump had a shattering effect on.the value
of Brazilian exports ;/. After the explosive post-war
increase, world coffee prices had already fallen from their
abnormally high levels during the last quarter of 1919
when the flowering of " the 1920 crop showed a remarkanble
recovery in the vitality of Sao Paulo coffee trees é/.

‘Al though this fall was halted in the first mcnths of 1920,
when the world price boom broke in the second quacter and
credlt was tightened in the United States, American coffee

5/,

collapsed in July - just when the new crop was arriving at

1mports almost ground to a halt New York coffee prices
the ports - and a headlong fall continued through to the
early months of 1921 for, in the prevailing bullish
expectations in consuming centres "nobody was prepared to

make even the smallest speculative purchases of the

1/ Aldcroft, D.H., op.cit., pp 67-68.

2/ League of Nations, op. cit.,-po 8 ad 19-20. See also, Friedman,
M. and A;J Scweartz; A Monetary History of the Unlted States,
1807-1960; N.B.EZ.R. Studies in Business Cycles n@ 12; Princeton
Unlxcrslty Press, Princeten, 1963, pp 231-235 ard Ponscn, S.;
Darstic Monetzxy Management in Britain 1919-1938; University of
Canmx*; &mxﬁxmtof mﬂ1¢.uxnrueaQx%aoul?gxrnQa”
Catoridze thiversity Press, Catbridge, 1975, pp 23-26.

3/ Sce Twle 1.

4/ Rawe, J.W.F., London and Cambridge Econanic Service, Special
Mororandun no 33, Studies in the Artificial Contyel of Faw
Matcrial Suwlies ne 3, Brazilian CoZfece, Loniics, ‘932, v, 22,
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momentarily unwanted supplies and so the price fell and
continued to fall in a way which suggested that no one.

1/

would be tempted to buy even if it reached zero" =,

AOn the other hand, the great rise in Brazilian import
orders since the end of the wér, induced by the extremely
good profit expectations afforded by the domestic boom and
the large post-war exchange-rate appreciation 2/, was
beginning to be felt in a steep rise in the value of
imports and "during the second half of 1920 (exporters
shipped) all the accummulated orders sernt indiscriminately
by Brazilian houses during the times when goods were

3/

difficult to secure" =,

The growth of imports had already caused a trade deficit in
May 1920 but after that, the perverse scissor movement of
expofts ancG imports opened a yawning deficit in the second
half of the year and the exchangs rate suffered & heavy
and drawn out depreciation i/. The probleﬂs created by the
exchange rate collapse of 1920-1921 for the management cf
the already unbalanced Feceral budget position plus the
severe blow delivered by the world price slump to the
coffee industry - as international coffee prices fell
considerably faster than the externzal valuye of the milreis
in 1920 - would profoundly ailter the’conduct of eccnonric

policy in Brazil.

1/ Powe, J.W.F., oo. cit., p 22.

2/ Relaterio do Bznoo do Brasil, 1921 o 6. Another inducement to
the ¢rowty of ipywrts w3y have been the erosion ¢ the nrotective
efioct ¢ e an tarlzf during the war, wain the
wJWp\“f??fS jpieite) in Sie specific rilreis races tiraucl incroasas in
the cold worill auxta did ﬁot offsel e jeint efrfecis of.world
lnr’“glC“ N3 oacstevar axdianoe-rate ooorcciation. the relation
o CRTLID YOVOIAae and die vicue Ol lnports ;cll fram an
i 9171022 5 16, in 1918, Dora from Villela, AVV.
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II ~ World slump and the support of coffee prices in 1921-1922

When coffee prices collapsec in 1920, the governmenﬁ of Sao
Paulo immediately came to the rescue of the industry for,
after the undeniable success of the 1917 valorizatioh i/,
there was not a single voice in the State to daubt the
wisdom of price support schemes, particularly as the

crisis was correctly seen as the resﬁlt‘of temporarily
abnormal demand conditions. Credit for spot purchases were
granted in August 2/ but the State's disposable resources

. soon proved insufficient to produce a substantial effect

on prices given the magnitude of the disequilibrium4§

Meantime, as described above, the new government was
earnestly moving towards the reform of the Bank of Brazil.
However, .in the panic déveloping during the third qguarter
af 1920 the Paulistas could not afford tying the urgent
question of financial belp to coffee to the successful
completion of the necessarily drawn out deliberaticns still
needed before the reform could take place. Thus, in early
Septerber, Carlos de Campos, the Paulista leader of the
government majority in the Federal Chamber proposed a Bill
to allow the issue of Treasury'notes on the lines of the
October, 1918 1J9ui; cleérly with the intention of helping

.the coffee sector - .

1/ Cf. T= '1ay, L. d'E., Peyuena Historia do Café no Brasil (1727-
1937), D.N.C., Rio de Janeiro, 1945, p 268.

2/ S.A.J.,28.8.1020.

- 3/ Total State govermment purchases to the end of 1920 totalled
Fust 300 thousand baoss. Sdwwz, W.L., Valorization of Brazilimn
Corffee; Suwplomont to Costxros reoorts, Trade Information
Bulletin n® 73. Cctober 16, 1922; United States Bureau of Foreign
and Domastic Conmeree, ULS.G.2.0., Washington, 1922, p 2.

9.,10,192). Sec also Relatorio do Ministro
3.
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Even thought this proposal was put forward as an emergency
measure, its debate in the Chamber brought about intense
pressures from coffee interests to obtain Federal government
financial help to organise coffee price support on a more
permanent basis than hitherto. The arguments advanced in
that respect by Sampaio Vidal and Cincinato Braga, two |
leading Deputies from Sao Paulo, is probably the best
summary of the Paulistas position on the issue l/, They
dennounced the heavy losses that short-term demand
fldctuations-recurrently inflicted on the industry and the
lafge speculative profits made by importers given the much
greater stability of roast coffee prices in consuming
centres, criticised the behaviour of the foreign-controlled
leading export houses, and urged the creation of a permanent

scheme to regulate world supplies "so that we can assume the

role... of distributors of the produce throughout the months

of the year, exporting it according to our conveniences,

2/

corbined with the needs »f world demand" =7.

The course taken by the debates in the Chamber was bound to
cause considerable uneasiness in the government. Firstly,
there is evidence that, at this stage, the government was
not yet convinced of the necessity of sponsoring a price
support scheme at all 3/
of coffee valorization under a Federal umbrella was not the

only issue at stake. There was also the fundamental

1/ Documentos Parlamentares — Meio Circalante, 129 Volumna: Euissao
de 13920, Typ. d Jornal & Commercio, Rio de Janeiro, 1922, pp 3-11
ad 61-92.

2/ Idem.

g/ As late as Deacrbor, 1920 the Minister of Finance cnswered a
written roquest for Federal support to coifee markets from the Rio
Cormercial Sssociation, stating that although the goverrnment 'secs
with deep feclings the f£all in prices of several Brazilian products,

it would he sominless to throw i+self in the task of surporting
then in world narkers throudl corteraal operatiens”. Letter of H.
Bomsta Lo w2 Doosident of the o Conmercial Asscaiatien,

7.12.1920, in Rolatorio do Ministro da Fazenda, 1920, pp 133-135.

. Furthermore, the institutionealization
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question of the monetary conseguences of Federal government
help to the coffec 1ndustry At this moment to finance
coffee price support through a new ad-~hoc issue.of Treasury
notes would probably have a demoralising effect on the
government's carefully conducted banking reform plan. So,
through direct interference of the President, who preferred
to go ahead with the reform of the Bank of Brazil l/, the
Bill was withdrawn before being voted on in the Senate.
However, in a protest against the President's interference
Carlos de Campos resigned his position as leader of the
majority in the Chamber, pushing the government to the brink
of a politicai crisis. The prbspect of an open clash with
Sao Paulo and the growing realization that the recessive
tendencies following the break of the boom, coming on top of

2/

a prolonged liquidity squeeze since 1919 =/ - which was
aggravated by delays in payments to government suppliers 3/
could lead to a crisis oI serious conseguences unless
imnediate relief was provided for the banking sector i/,
induced the President to retreat towards a more conciliatory

5/

position. In October, he went to Sao Paulo = and after
brief negotiations, Carlos de Camnpos resumed his functions
at the Charber and a compromise solution was drafted in the
Senate, proposing an "emercency" issue of 50 thousand contos

of Treasury notes and creating a provisional rediscount

- Department at the Bank ¢f Brazil with powers to issue fiat

bank notes against short-term trade bills held by the banks
up to a limit of 100 thousand contos - which could

exceptionally be lifted by the President of the Republic -

1/ Morgan to SecrLtary of State, 20.9.1920, in USNA RG99,
832.00/198.

2/ See Tdbdle 3.
3/ KC-3aC, 1220, p 3.

4/ Private soctor aonpliaints for o easing of credit conditiors
. N
s

had Loon near I ol OVeon LrosSsures Ior 4 noraloriian
nod ooy : :, 2w Soovotay of State, 13.5.1971, in
UENA RG-239 AJ., Z0.12.1920. '
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"until the creation of a special bank for this purpose"” l/.
This solution was a fine example of political compromise. On
the one hand it avoided a confrontation between the
government and the coffee interests while still preserving
the former's position against direct involvement in a price
support scheme, since the creation of a lender of last
resort was a solution dear to the coffee.industry’and this
temporarily defused their pressures for direct Federal
support. In fact, during the September debates in the
Chamber, the weakest point in the orgahization of the coffee
sector was singled out by Sampaio Vidal as the lack of a
"proper banking organization" to finance the retention of
large excess supplies 2/. This view reflects a relation seen
for many years past by national coffee interests between
banking reform - i.e., fhe creation of rediscount facilities -
ancd the stability of the industry which cen be easily
understood by lcoking into some basic features of the

financing mechanisms prevailing in the coffee industry.

Since the first half of the 19th century, when coffee
plantations moved from the outskirts of the city of Rio de
~Janeiro to the uplands of, the States of Rio de Janeiro and
Sao Paulo alcng the banks of the Paralba YlVbr, the coffee
industry developed a system of commercial and financial
intermediation based on comnission agents known as
comissarios. These men formed the basic link between the
planters and exporting houses and were responsible for
providingAthe planters with the funds needed to finance

production until the irarketing of the

1/ See Lav 4.182, of 13.11.1920. For  the ra-ionale of the propased
amendnent see kelatorio do Ministro da Fazenda, 1920, pp 135ff.

2/ Idem, and S.A.J., 9.10.1920,
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1/

crop = . As soon as the farmer had picked, dried, cleaned
and sacked his coffee, he would send it to his comissario
who usually would grant him cash advances to the extent of
60% of the expected value of the crop. This cash would meet
the planter's requirements during the period his coffee had
not been sold to an exporter in the Brazilian coffee
exchanges, which, in a normal year, usually did not exceed
six months, the bulk of one year's crop being sold by the |
end of December z/. To granf these loans, the comissario
would simply overdraw his current account or borrow against
a simple promissory note from his banker in Rio or Santos
and even witih the growth of a reasohably well develo?ed
sYstem of branch banking in the southern coffee-producing
region cGuring the 'twenties, the position of the comissarics
as immediate suppliers of the bulk of the working capital

needed by the planters would remain basically unchanged 2/.

The system cf private and predominantly naticnal banking
engaged in financing the marketing of the coffee crop did-
not have, however, enough financial muscle to effectively
help protecting prices in case of adverse world market

conditions. In orxrder to do that‘these banks would have to

~assume the risk of taking illiquid positions by carrying

large anmounts of coffee bills during an unpredictably long
period, a policy they were in no position to-afford,
particularly since the conpeting demands for short-term

1/ The relzticon betwoon farmers ard condssarics chanced over tirs
as the dovalegmont of transportacion ard credit facilities
continuously draw country axl city tosether. hHowever, in the
'teentios, the comissario, pesices baing the famer's sales ad
fincroial city acent, still usually forwardad supplies to the farms
and ofton Mwcured, fod, antortained and oven cioperored bot the
farwar and nonys of  his nuacrous relatives whon they wore in the
city". Molreoony, W. G. ond Mo L. Bymang The Coffoe Industry in
Braril; U. S. Dopartoent of Commerce, Irade Pronotion Sories ne 22,
U.S. G. P. 0., Lashington, 1930, o 37.

2/ Rowe, J. W. F., cp. at., . b,

3/ MoCrecry, W. G. and M. L. Bymvs; op. cit., p 3.



credit from other agricultural sectors also grew in the
second half of the year. The notion that the existence of a
lender of last resort would allow an increase in the credit
creation capacity of domestic banks, strenghtening the
ability of national commercial intermediaries to carry
Jarger stocks at times of unfavourable market conditions
was, indeed, what led the politically influential large
farmers and comissarios to lend their strong Support to the

canpalign for banking reform.

On the other hand, the creation of the Rediscoﬁnt Department
could provide the necessary relief to the credit sqgueeze
while still allowing the government to asvoid proclaiming
the abandonment of its banxing reform plan. The essential.
feature of the government's plan was - as the debates on
monetery reform since the war illustrate - to grant powers
to the Bank of Brazil so that it could control the monetary
base throuth rediscount operaticns, an instrument of
monetary policy which was considered fundamental to a moxe
"elastic" and "self-liquidating" currency. The new proposal
drafted after the pelitical crisis of September, 1920, only
diverged from the government's "ideal" reform as expressed.
in the August expert committee's recommendations in that,
in the latter, the Bank notes issued'through'rediscount
operations would have a fractional gold or foreign exchange
backing while now Rediscount Department notes would be
totally fidvciary. However, as the Presideiit himself
admited, the 0ld plan had, anyway, to be abandoned because
of the effects of the acute balance df payments

1/

disequilibrium on the level of official reserves =’ .

The impeding crisis accelerated parliamentary deliberations
over the new government preposal and deep divergencies

remainoed over imvortant details relating to the operation

i doncial do 1821, in Diario Official, 4.5.1921,
oio, 13.12.1200.
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1/

of the new Rediscount Department =’ . Some of its features
were criticised by banking circles and it was not implemented:
at once, leading to strains between President Pessoca - who
endorsed some of the criticisms voiced against the law -~ and
the President of the Bank of Brazil 2/. As a result. J. M.
Whitaker, a SEO Paulo banker was appointed in December to

the presidency of the Bank and authorized to draft new
operational regulations for the Rediscount Department E/. Oon
December 30, he presented his draft project of new
regulations. which, in spite of an unfavourable report by the
Senate Finance Committee, became law in the follOwing day é/.
They provicded that the Rediscount Department would finance
its operations thrcugh Treasury notes supplied at the

request of the Bank's President and fixed the ‘elligibility

1/ Bs Auvgusto Rancs, the Presicdent of the Rio Comercial Asscociaticn
sharmly Uoserved during the debates on the Bill, "the creation of
the Fadiscount Decartrent is a result of the pull of two diverging
forcas: the first comes from aommerce, industry and agriculture,
vilich dermxd cash © be &ole to rove, o save themselves; tha scoord
stems frem tha casual allienoce of tvo grours: those who, by a
rmatter of principle, attacds all ard everv note issus and those who,
even while recogrnising and accepting the need to help those who o
comelain, saw in the (Fadiscount) Denartment a strance creatwea...

a mock Bank of Isswue with all its inconveniences and not a sirglie of
its great advantazzs". lornal do Coamercio, 4.11.1920.

2/ See M» agem Presidencial de 1921, in Diario Official, 4.5.1921,
and Ciilion O Cruzen, 27.12.1920, in FO371/5535, £532/263/6.

3/ In spite of his reservations in relation to the political
‘character of most of Bank of Brazil's operatiors and to its strong
links with the Treaswy, Waltsker wes a strong supporter of the
creaticn of  a lender of last resort. s main criticisms
agairst the law creating the Redisocunt Department were tnat it
supordinatad its croorations to te dedsion of an aluinistrative
camid tree 'bocuidns depandent on oollective deliberation cperaticns
of a rosorvea dharacter denaxiing urgant solution”, and that a
clmise adblicing the redorpticon ¢f the bills radiscounted to be
cffectad in the now Bank noues o be issued by the Dopartment,
woald lisit the eficctvencss of the instrnvent and cause a
"duplicity of circlladieon conidh) could not fail to lead to .
suspicien py the pilic”. Whitsker, J O Milagre de Minha Vica,

.
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4/ I, p 39, seo Low n? 4.230, of 31.12.1920, for Cetails.
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to the Department's portfolio to "legitimate” trade bills
‘with less than 120 days to maturity at the time of rediscount.
Some by-laws were still issued in January and on February

1y

1st. the Rediscount Department began its normal operations =7,

In the early months of 1921 the depression which had

started in mid-1%20 was reaching a critical stage. The
greatest worries came from the persistence of the *racde
deficit in spite of a large exchange-rate depreciation, and
from the expected damaging effects of the exchange~-rate
collapse on Federal Governmenf financial equilibrium and
domestic price stability. The deprecxaflon of the milreis
also prompted stong protests from Commercial Associations on
behalf of importers as goods continued to accummulate at the
customs warehouses in spite of exemption from import duties
granted in the 1921 budget for goods collected before the
end of March Z/, and throughout- the first guarter of 1921
Bank of Brazil board meetings had their time almost entirely
taken up by d;scu951ons on the exchange position 3 . In
January, the government *announced a decision to esteblish
"official supervision" over foreign exchange operations on a
permanrent basis to curb speéculative transactions which,
.although considerably rodified aftter a flurry of protests

4/

from foreign bankers =/ were eventually implemented in March,
while negotiations for a large Federal locan in New York were

. - : . 5
progressing towards a successful completion —/.

1/ Decree n? 14.635, of 21.1.1921 and Pacheco, C; wp. cit., p 174.
2/ S.A.J.; 22.1.1921.

3/ Pacheco, C.; 6§. cit., p 152.

4/ Sce the relevant files in FO 371/5536 and S.A.J., 29.1.1921.

5/ The loan nocotiations started in October, 1920 for a 90-dxy,
US$ 10 millicn credit ror stabilization purposes. However, as the
Brazilian ncod for heavier armunition becan: apparent and oW York
interest rates wo R‘O?Blﬁlbd.ﬁyh the govermient turnzsd to
Rothschilds, 75 tho lattor cowld not sce thwir wav w civing

better terms than the froricans nesodiaticons wore roononsd in the
Chited States. Cn thiis sce Dillen, VJ“J anag GCo. o Secroiary of
State (telogram), 21.10.1920, in 24.3.1921 in USNA RG-52,

632.51/224.
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The government's increasing anxiety over the balance of
payments position did not, however, affect its uncompromising’
stance against coffee price support during the first two
months of 1921, in spite of renewed pressures from the

coffee trade l/. In fact, the relief provided to the banks

by the emergency issue of Treasury notes at the end of

1920, plus further purchases made by the Sao Paulo government
in early 1921 had a slight beneficial effect on prices and,
in February, after the end of the marketing of the mild

2/

crops, New York prices stopped falling = . However,.when the

3/

effect of a "heavy bear raid" 2 in March sent cofifee prices
to new record lows 4/ the Federal authorities finally cawe
to realize that direct intervention in coffee marxets was an
essential complement to its chief objective oif redressing
external balance.

There can be no doubt that the Federal government's

decisicn to support coffee prices in late March, 1921, was
taken on exchange-rate policy grounds. Since the
reestablishment of peacetime world trade conditicns,
non-traditional prcducts were progressively vanishing from
the list of Brazilian exports while coffee recainzd its
 prominent place - accounting, in 1920, for about 30% of
value cf exports in spite of the heavy fall in prices. As
President Pessoa later pubiicly justified this step, "coffee
represent the biggest share in the global valuve of our
experts and is, therefore, the product which provides more
gold to the settlexent of our foreign obligations... the
defense of coffee thus constitutes a national prcblen the
solution to which is vital for a sound economic and

5/ ,

financial policy in Brazil" . Purthcrmore, the decisicn
P ’

1/ See, for instence, S.A.J., 15.1.1921.

2/ Sce Tabhle 1.
3/ Rowe, S.W.F., op. cit., p 22.

s/ Soe Table 1.

5/ Monsaconm Depos A LNTTCHSD
Kaciony', o 17.1 n 5~ 110
Circulinany, 119 volinwe: Dofos:: do ol o) Mwoaoe. (100 I=1a0202),
Typ ad Jornal Qo Soarmercio, 1RO e Sorourn, el 3.
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solved a fundamental conflict in government policy objectives
for, without supporting prices, the efforts to halt the
headlong fall in the external value of the milreis would
submit the coffee industry to an unbearable strain L/. It
should be stressed, however, that the March, 1921
valorization decision still implied no permanent commitment
to the protection of coffee prices as canvassed by Sao Paulo.
Federal Government action was limited to authorizing the
Treasury to endorse coffee bills. drawn by a large private
Séo Paulo coffee broking firm - which would act as
government agents for spot pufchases in Brazil - and to
instructing the Bank of Brazil to discount them, with the
help of the newly created Rediscount Department, if

necessary.

Difect Federal intervention helped preventing a further £all
in prices from April but failed to bring about any recovery
until the second half of the year and balance of payments
difficulties continued in the second guarter. In early May a
panic almost developed in the Rio foreign edMchange market
when the Bank abandoned its attempts to hold the rate at

8 4 2/ i.e., 50% below the wartime rate - and a prorosal
~appéared in the Senate pressed by importers, for the
declaration of a moratorium 2/. However, the New York lcan
negotiations, which started in late 1920, were nearing ‘
completion and the proposal was withdrawn on government
instructions on the grounds that the relief provided by the
loan plus the eventual sale, at a higher price, of the

(4

N . . . .t
coffee stocks then being bought would improve the exchangas—'.

1/ At the end of March, 1921 milreis prices of Smtes 4 tvpe hal
fallen to 25 milreis per bag as oomparad with 1056 milrers in
Deomiber, 1920, Sce Taunay, A. d'E.; cp. cdt., pp 373 axd 373.

2/ Panm ¢o Brasil - Atas das Rewnices de Direteria, reeuing of
4.5.1221.

3/ RC-JC, 1921, » 19:

4/ Noragan to Secretary of State, 24.5.1921, in Uslay RG-29,
832.53,/°2%. '



In fact, later in May, the first of two US$ 25 million
tranches was issued in New York and, with the issue of the
second tranche in August and the reapperance of a trade
surplus in the third quarter, the Bank could temporarily

1/

regain control over the exchanges =’ .-

In the first half of 1921, however, the great: Federal budget
disequilibrium was becbming almost unmanadeabile 2-/.

Although summary data available on Federal government
credit operations 3/

do not allow an adequate assessment of
the ways in which the large post-war budget diseguilibrium
was financed, there is evidence that since early in 1921 it
was becoming increasingly difficult to finance thne Federal
‘cash deficits and,‘in spite of having recourse to the issue
of domestic bonds on an unprecedented scale i/, the Treasury

had to rely on short-term advances from the Bank of Brarzi D/.

The immediate conseguence of the growth of govermment
short—térm indebtedness to the Bank of Brazil was to redcuce
the latter's ability to finance the coffee price support
scheme by cauéing a quicker exhaustion of the Rediscount
Department's issuing canacity. In fact, formally, Treasury

6/

.drafts, issued against the Bank - as guarantee when the

1/ See Table 1.

2/ Sez Taple 4. The reasons for the severe Pederal firancial
disequilibrivm fram 1919 are discussed belaw, in Section III.

3/ As presented in the Ministry of Finance Reports, since the fuller
‘oonsolidated Balanges &lals da Uniac were not puaolisiea between
1915 and 1923.

4/ The outstanding value of Federal leng-term domestic debt rosa by
20.73% in 1921 alcne. See Ferveira, E.F.; A Pdt‘irgsxa;co da Divica
Publica e a Politica Monetaria no Brasil; IREC, Rio ce Janeiro,
1974, p 12.

5/ Sce H. Batista to J. M. Whitaker, 11.3.1921, in Whitaker, J.M.;
P Cit;, e 107-1C3.

6/ 'he discussion which follcws ccnoems only or m:\.w Jover
dobt to the fank on acoount of excess bu ‘”‘L S

not arply to dobt arising cut of the Dank's acoonitance of
endorscd aoifce L1lls since these, as "oorreraial’ paper conld bo
reciscruntad y the Depardvent.

TS e




former went beyond the legal borrowing limit on ways and
means advances, could not statutorily be accepted by the
Rediscount Department. However, the Departiment, -although
controlled by the Bank of Brazil, was created as a legally
independent institution and the Bank had access to its
rediscount window. Thus, provided that the Bank of Brazil
had enough eligible bills in its discount protfolio, it
could, if necessary, take them to rediscount,vthus making
room to accommodate the Treasury's financial demands. The
use of this expedient to finance the current budget deficit
had, however, important constraints. One was the amount of
eligible bills in the Bank's portfolio relative to Treasury
- needs. Another was the loss to the Bank's income caused by
having to pay a penalty rate for money it was lending to
the government at a lower interest l/. The third and more
important, was the need for mantaining the relation between
the value of the Rediscount Department outstanding note
issues and ité Tegal upper limit belcw a safe figure so as
not to affect the confidence of the banks now having largé
deposits with the Bank of Brazil 2/; even though the
Department's legal issuing limit could be raised by
‘Executive action, it was a politically difficult decision
~and the Bank fought to avoid a dangerous reduction in the

slack of unused Rediscount Department's issuing rights.

In March, a dangerous rise of Treasury drafts on the Bank
was halted by Whitaker's protests, who went as far as to
send his resignation to President Pessoa but was convinced
to stay on by assurances from Homzro Batista that the

Treasury wculd use the proceeds of the 1921 New York loan,

1/ The President of the Bank was very sonsitive to that and on one
occasion in 1922 refused to follaw the Ministor of Finanawe's

instrnicticons t raise the rodiscoount rate on those grounds. Soe JUWM.

Fhitcker to H. Batista, undated, in Whitaker JM.; op. cdt.; pp

106-107.

2/ Voluntiy Gwosits by larce noticnal bonks ot the Bk of bhranil
CBeoan to Do orios artor the creation of i Rodivanimi Coanrtriont

ol e pelioy of atracting than wor actdvely parsuad by waltixer. .

Irr this soo bddaw, p 36,
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then in the final stages of negotiation, to make good its
debt to the Bank l/.’However, in spite of the use of part
of the proceeds of the New York loan to settle Treasury
obligations to the Bank and of a Cabinet decision taken in
June to drastically reduce expenditure on ongoing government
works 2/’ Federal government financial demands remained
high. By mid-1921 the growth of Treasury short-term
indebtedness to the Bank was again creating difficulties to
the financing of the additional ecdffee purchases still
needed to support prices without resort to inflationary
note issues from the Rediscount Department. On June 20, the
latter's legal issuing limit had to be doubled to 200
thousand contos 3/ and, in the first half of July only, the
eriount of outstanding Rediscount Department issues rocketed

4/

from 82 to over 150 tnocusand contos —’ . These difficulties

were the more dramatic since the government had already

bought the remainder of the 1920 crop withcut yet clearly
reversing the falling price trerd, while the 1921 crop,
estimated as being larger than the previous year's,was

beginning to be marketed.

In mid July, when the total value of coffee bills endorsed
by the Treasury and accepted by the Bank rzached 270
thouvsand contos é/, the President of the Dank of Brazil -
who had never been a wholehearted supporter cof the

. . oo 6 I,
valorization decision &/ and had insistently warned the

1/ Wnailtdker, J.M.; op. cit., pp 36-37.
2/ S.A.J., 2.7.1921. )

3/ Decrece n? 14836, of 20.6.1921.

4/ See Banoo & Brasil S.A. - Balancetes da Carteira de Redescoontos,
in Diario Cificial, soveral issucs.

5/ Testineny of Dr. Eonero Baulsta, ex~Minister of Finance, on
oofica valovization cporaticens wxioriss

Dr. boitogo Peassoa, nade befome the S

23011010822, in Dnoumantos Pavlomenkares: Meio Clroulonte 1692 volusm,

Wp. do ool Qo Contororo, Ko dan dmeiro, 1924, p 1021,
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Minister of Finance of the dangers of the situation =~
informed President Pessoa that "the Treasury drafts c¢ontinue
to be very large and, for that reason, I (can) not see the
way to fulfilling the insistent requests for cash that

(the official coffee brokers) make to me" l/. President
Pessoa immediately summoned him to a meeting with the
Minister of Finance and the government broker to discuss the
issue and eventually the Bank's views prévailed: rediscount
of coffee bills and, conseguently, the growth of Rediscount
Department note issues, was suspended in July 2/ and Homero
Batista was instructed by the President to scrape all
possible sources of revenue tc allow the Benk to go on with

3/

the purchases =7,

Although this measure could only be proposed as a stop—-dgap
sblution, since the Treasury was in no position to finance
the prolonged holding of stocks out of current revenue
without conflicting with its other.gresing objective of
reducing the Federal budget deficit, it is illustrative of
the government‘s determination not to abandon marke<:
intervention at this stage, as it would not only be
politically damagino but cause a large capital loss on the
operations already + undertaken i/.

'

Wnen financing coffee valorization throhgh tba_Bank of
Brazil ran into troublé,Brazil's external position was
still very vulrerable. The authorities had not yet halted

the continuous exchange depreciation begun in early 1920

1/ J.M.vhitaker to E. Pessoa, 15.7.1921; in Whitsker, J.M. op. cit.

p. 111.
2/ See Relatorio do anco do Brasil, 1922, p 10, and Table
3/ whitaker, J.M.; op. cit., p. 36. t

4/ As the Minister of Finance later justified the decision to go on
buyving cofrice after e 3ank of Brazil terporarily discontimad the
discount of coivce bills, the covernment c~11 not stop BAe
oparations without lcsses to all ooncered”. Tkstleny cf Dr. homero
Batista cto.; cit., o 1031. Eirhasis added.
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which, by July 1921, left the exchange rate at 60 percent of
its February 1920 p2ak. The government feared that a fall in
the volume of exports caused by official coffee purchases
could have an adverse short-term effect on the balance of
trade and this would lead it into attempting to get
financial accommodation abroad to go on with the purchases.
Foreign c¢redits, as the Minister of Finance saw it, woulid
allow the government "to support purchases and to ligquidate
the advances made by the Bank and, at the same time, relieve
thé préssure on the exchanges which was aggravated by the
rétention of bills of exchange as a counterpart of theAgreat

1/

coffee stocks accummulated"

In fact, negotiaticns for a foreign loan seem o have
started at once for, in early August, the internaticnal

financial press was alreaday mentioning ruacurs of a large
- . ca 2/ .
London coffee loan %o Brazil =/ and an emergency bill was

rushed through Congress, authorisirc the Treasury to warrant
its coifece stocks in foreign currency operations, as would
be necessavy to guarantee an eventual cofiee loan»i/.
However, the first reliable estimates of the size of the
1822 crop weould only become available in late September and
it was unlikely that potential lenders would give any firm

cormmi tment until later in the wear.

In the meantime, market intervention by the Brazilian
government finally began to bear fruit. Weorld coffce prices
started a sustained recovery from August and the trade
balance went again into surplus in the third guarter of

4/

1921 - . If these early signs of a brighter outlook for

1/ Icom.
2/ ihe Comercaial ond Financial Girenicdle, 6.8.1921.

3/ Docrec n? 4315, of 28.8.1921.

> Tee mthorization civen by ow Celaian coverrnont
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coffee prices could not he counted upon'as a clear
indication of the eventual sucess of the valorization schemes .
by those aware of its financial difficulties, for the sake
of propaganda they came as a blessing to the government as,
indeed, did the sirultaneous improvement in exchange
markets l/, since redressing external baleance was, after
all, the leitmotif of the March, 1921 decisicn to support

coffee prices.

President Pessca used these first positive results with
great political skill. In the second half of August he went
on a tour through Sao Paulo, campaigning to boost A
confidence in the maintenance of the existing valcrization
. programme 2/ and to revive the old Paulista idea cf a
"permanent", Brazilian controlled, institution to tame the
vagaries of world coffee markets é/. As far as coffee pclicr
was concerned, the ains of this nmove were twofold 3/. First,
there was an cbvious intention to affect price expectations
by reaffirrming the Federal government's determination nct to

abandon market intervention. Secondly, it was a reinsurance

P

policy,since indicating the possibility of government

1/ See Teble 1.

2/ s he stated before the Santos Commercial Association, "the
govarmient nas  the necessary resources and will procsed fividy and
resolutely in €z policy begun in April, whidi will end only with

final success”. Sce Diario Cfficial, 25.8.1921.

3/ 2s he spoke at the Sao Paulo Municipal Theatre before
Eéprosen artives of the ooffse trade: 'we proiuce V5 pox cont of the
ffee consunad in the world.and a country which holds 75 ver-con
of an unoerisnible profuct... only throach lack ©f will ©
can fail to dictate its lass to consumers and ucon it 2uilld the
T

-=

basis of its proscarity am wealth.... If the rederal Sove :
have any merits it is that of contiruing to affimn that the coifee
question must be sclved by permanaont devices and not throuda
neasires of a temporary and passing character’. Diavio Offs
25.8.1921.
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sponsorship to a scheme placing the control of coffee

markets on a permanent'basis could be vital to get political »
support if arranging foreign credits proved difficult and

the government had to finance additional purchases through

inflationary means.

Thus, in October, as no foreign financial aid was
forthcoming, the President sent a special message to
Congress proposing the creation of a permanent council to
nanage coffee valorization operations, suggesting that it
should be presided over by the Minister of Finance - with
the Minister of Agriculture as Vice-President pius thres
other members chosen among persons linked with the coffee
trade - and provided with a capital of 300 thousand contcs
made up of an ad-hoc issue of Treasury notes plus eventual
profits from its operations i/. The Paulista deputy Sampaic
vVidal, a leading defendant of official intervention in
coifee markets since the 1920 dekates was put in charge of

preparing the draft Bill in the Chamber Finance Committee.

The government was not, bf course, unaware that its prorosal-
to finance the holding of coffee excess supplies through

fiat note issues would not be taken lightly by orthodox
opinion in the Chamber. When the draft Bill came out of the
Finance Committee on October 29, it already had ex-Finance

2/

Minister Antonio Carlos' minority vote against it — and

during the debates it encountered fierce opposition led by

3/

Mario Brant, also a deputy from Minas Gerais -7 .

These debates, mostly between Sao Paulo and Minas Gerais
representatives, are probably the best summary availablic of

the diverging views then existing on the nonetary and

N

1/ for the full tems of the presidential rvssage, sce Docunentss
Parlzaentares: Meio Circulante, 149 Volume,cit., pp 4££.

2/ Idem, pp 39-44.

3/ Ibilom, pp 61lff.
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balance of payments effects of alternative ways of financing
coffee price support schemes, a division which would last
until the mid-'twenties. At this stage, the Paulistas

feared that to raise a foreign loan backed by the existing
governnment stocks could lead to the loss of control over
coffee price policy to foreign creditors as happened in 1908.
and thus preferred to finance the scheme with domestic
means, which could only be done in Brazil through increases
in high-pcwered money. Accordingly, they tried to minimise
the effects of the proposed note issue on internal and
external equilibrium by pointing to its "self;liquidating"
nature, since the Bill prowvided that the‘Treasury notes
issued should be withdrawn from circulation when the coffee
stocks were sold. On the other hand, the orthodor opposition
to the Bill favoured financing the scheme through foreign
loans and argued that even a "transitory" increase in the
monetéry base could be destabilizing, given the large ncte
issues which might be needed to make price support

effective and the long period possibly reguired tc liguidate

1/

the stocks bought =7 .

Although the proponents of the Bill made important
concessions to get the support of the lesser non-coffee
producing States, discussions draggéd on throughout
November 2/. By this time, however, estimates of a short
crop for 1922 and the suétained recovery of coffee prices
had immensely increased the chances of raising abroad the
funds needed to relieve the Banx of Brazil from its glut'of
coffee bills. A rencwed weakening of the exchanges after the

brief reccvery in Aucgust and Secptember made it even more

1/ Ibidom, passim.

2/ The final draft of the Bill eventually pat to the Chamber's vote
propcead the creation of an Instiwte for the Permanent Defance of
Notional Producticon, with 0 fheusand of the prooosed 300 thousard
contos noh isszoc boing emmiavaad for exponcdtire in "oter
ramicoal predusis”. Ibiden, pp. 220-221 and Taunzy, AL d'E.; op.cit,

pp. 373374,
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ncte issue during the fist quarter of 1922 —

attractive from the Federal government's point of view and,
in late November, through the agency of the Brazilian
Warrant Co., a British-owned Brazilian coffee exporting
firm i/, and Schroeders, the Sao Paulo London barkers, the-
Brazilian Treasury obtained short-term credit lines in a
pool made up predominantly of London discount banks, against
which it could issue three—months finance bills warranted by
its coffee stocks 2/. These short-term drafts were issued to
the tune of £5.5 million - the eguivalent of 170 thousand
contos at the ruling exchange rate - and the proceeds were
creditea by the Treasury to the Bank of Brazil, partly to
buy almost the whole of the still existing excess suppliesé/,
partly to redeem a fraction of the coffee bills arising from
previous purchases, thus enabling the Bank to bring down to
very small figures the outstanding Pediscount Department

: 4/ and providing
it with encugh foreign exchange reserves so asg to

temporarily regain control over the exchange market.

When the last purchases ended in December 1221, valorization
stocks amounted to 4.5 million bags, while estimates for the

5/

1922 crop were at least il million bags =/ . Since Brazilian
coffee exports in 1921 totalled 12.4 million bays the
government could not - barring an unltikely sharp recovery in

world demand - dispose of its stocks early en 1922 so as to

repay the short-term sterling advances without an adverse

effect on prices. So, although the London credits came as
manna from heaven to the government, they could not be
counted upon as a final soluticn to the coffee proplem

unless they could be funded.

1/ See Brazilian warrant Co., Roport to Annual Sharechcelders iieeting,
in S.A.J., 13.5.1922,

2/ The Timxs, 6.12.1921 and Tillcy to Foreign Office (Telegram),
1.12.1921, in PO 27173543, A5214,/82104 /6. '

3/ Fove, J.w.F., op. cit., p 22.

4/ S Tabhie 3.

5/ o 1922 cren anoanted to 1002 millicn bags but it was
Poomviint ovdrestitared until later on whon picking was wall
advanoedt ) Fowe, JULEL, on. it v 28, :



The Brazilian authorities were, of course, well aware of
that and negotiations for a longer coffee loan started with
Schroeders, Rothschilds and Barings as soon as possible i/.
The first draft proposal of the loan contract was sent by
the bankers on January 12, 1322 and after protracted
negotiations, an agreement on its final terms was reached by
the end of ‘April Z/. In early May, £9 million loan,
secured by the whole 4.5 million bags of coffee held by the
Brazilian government was floated in London and New York i/.
The money thus raised in excess of the Treasury's short-term
foreign liabilities would be used to liguidate the remainder
of coffee bills still held by the Bank of Brazil, giving a
definitive solution to the problem of an orderly disposal of

the huge valorization stocks accummulated during 1921.

However, as feared by important sectors of the Brazilian
coffee trade, the strings attached by the bankers involved
a substantial loss c¢f national control over the future of
world coffee markets. As had happened in 1908, the loan was
made conditional to entrusting the management of the sales
of valorization stocks - the receipts from which would be
used to serve the loan - to aefive-members Comnmittee based
~in London, in which the Brazilian government would have only
one representative, the other four beiﬁg appointed by each
of the three houses involved in the operaticn and by the

Brazilian Warrant Company which was placed in charge of

1/ hs the Brazilian Minister of Finance put it: “Avare of the short
maturities as well as of the risk of cur several crediters
hapoening to liquidate their credits ab the same time, through the
sale of the coffee warranted, with danaging consejuences to
valorizaticn, the covermment was foroed to unify all these partial
cporations through (a long-term) lom...". Testimory

of Dr. Horero Batista etc.; cit. p 1032.

2/ The relevant corresperdonce relating to the loan negotiaticns

n reprocuaced in Pessoa, E., Pela Verdade, Francisoo tlves, Ric de
Janciro, 1925, pp 157{f. :

3/ s.n.J., 6.5.1222,



éffecting all the sales on behalf‘of the Committee l/.

Furthermore, the Brazilian government agreed "to employ its
good offices to avoid the création cf a new coffee
valorization plan' during the term of the loan Z/. This
clause was the more restrictive since British Treasury
regulations then in force forbade the issue of foreign loans.’
shorter thaﬁ ten years and the Brazilian loan could not
officially be redeemed before 1932 2/. Even if this
technicality could be circumvened, the speeding up of sales
to shorten the redemption period could have an adverse
effect on prices and authority for doing that was, anyway,

- in the hands of the London Committee.

The Federal government's decision to place again the future
of the coffee industry in the hands of foreign bankers and
to give the monopoly of sales from the large valorization
stocks to a British firm aroused the anger of comissarios
and exporters in Brazil é/. Moreover the government's pledge
to the bankers of denying its approval to further price

support schemes made a mockery of the Permanent Coffee

1/ Testimony of Dr. Hamero Batista etc.; cit. p 1032. 2s the
lessons from the pre-war valorization recomrended, stodks were left
in Brazil.

2/ In the first draft proposal of the 101n contract prepared by the
buﬂk&r¢ this restrictive clause required the Brazilian goverrment
"not to authorize any plan relating to the valorization or defence
of coffee "during the term of the loan. The Brazilians argued that
to give such a pledge was beyond the coryetence of the Executive,
since Corgress could legislate otherwise on the matter and the
comoromise wording quoted above in the text was eventually
accrpiad. On this see Pessoa, E., Pela Verdade; op. cit., pp
186-133. :

3/ Pessoa, E.; op. cit. p 194. On British Treasury regulations see
Nornan to Niemover, 30.12.1921 and Momnan to Blackett, 31.1.1922,
in T160 F1319/1.

4/ s Rowe saw it: "The doincs of the Federal Governmment... were
vieved with considoerable indian ation in S30 raalo, axd to a lesser
extent by Brazmilians gencraliy'. Fawe, J.W.E.; op. dt., p 23.
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Defence Bill, which had produced so much heat at the Chamber
in 1921 and had b=en shelved in the Senate at the end of
December awaiting the beginning of the 1922 congressional
session l/. Nevertheless, as the full terms of the loan
contract were not made public, President Pessoa could still
indulge in reminding Congress of the wisdom of legislative
action in that direction -~ ironically, on the eve of the
floating of the loan 2/. In fact, Congress took the matter _
up again in 1922 and a slightly modified version of the 1921
Bill became law on June 19, creating the institute for the
Pernanent Defence of Coffee as an independent Federal

3/

Government agency = .

The lnstitute, hcocwever, would not be formally founded.
Besides being against the express dispositions of the 1922
contract with the London bankers, it was also gquite
Aunnecessary for President Pessoa to do anything in the last
five months of his term of office. Ccffee prices were now
rising firmly, helped by the recovery in world demand andvby
the effect of the successful consolidation of the 1921
valorization stocks c¢n importers' expectations é/.
Furthermore, by mid-1922 the Brazilian economy was clearly
coming out of the severe shock caused by the post-war siump
and the private interests in the coffee trade could well
manage to finance the marketing of the small 1922 crop with

their own resources.

;/ Documentos Parlamentares: Meio Circulante; 149 Volure, cit.,
p 361.

2/ "It is time now o give coffee valorization a permanent

amncurcntelulﬁktﬁnso*tu,%ema1mxarelqauyal

last year on the matter or in any Otﬂ;l‘vqy\ﬂ1101 YOl GG Lore

gonven*cnt". Db“sagpm P:C¢ld neial de 1922, in Diario Official,
5.1922.

3/ Decree n® 4.548, of 19.6.1922.

4/ Rave, J. h.L., op. cit., p 25. On the behavicur of prices, see
Table 1.



IIT. Domestic recovery and the fiscal crisis of 1922

The recovery of domestic activity levels in 1922 after the
brief but severe recession of 1921 marks the beginning of a
second short period of rapid economic growth after the war,
lasting up to 1924. |

According to Haddad's estimates, tetal output growth, which
had fallen to just 1.9% in 1921 after reaching 10.1% in
1920, rose again to 7.8% in 1922. The available real. output
estimates although showing wide divergences in some years,
“indicate that the manufacturing sector experienced wider
fluctuations than the rest of the economy in the post-war
cycle, rising much faster in 1922 i/. The behaviocur of the
volure of imports of fuels, raw materials and capital goods
to industry, shown in Table 7, illustrate the pattern of the
1920-1922 fluctuations in industrial activityv and
investment, if the usual lagged response of the capital
goods imports series to changes in current output levels is
taken into account. Although the 1922 expansion in
industrial production basically stemmed from utilizatioh of
idle margins and industrial investment did not fully
recover until 1923 2/, construction activiﬁy did not fall
as sharply as industrial production in 1821 and boomed in
1922, when it grew by almost 45 percentl/, alrost cértainly
reflecting the large public works projects then being

carried out.

It is interesting to note, however, that the basic causes of

the impressive upturn of 1922 resulted both from the

1/ See Tadle 6.
2/ See Tabdle 7.

3/ As medsured by the apparent consumption of caient. See Villela,
AN, and W. Suzigan; op. cit.; Table NVII.
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unconsciocus effect of the 1921 coffee valorization in °
stimulating effective demand by helping mantaining real
income levels in the coffee industry, and from the huge
exchange rate depreciation from early 1920 and the
persistence of high levels of public expenditure ‘and
budget defigits up to 1922, which were both clearly

undesired by policy makers L7

The success of government intervention to support coffee
prices had an undeniable influence in attennuating the
effects of the world slump in Brazil. Not only did the value

of exports recover and the terms of trade improve earlier

than would otherwise be the case, but it also had the

extremely important effect of mantaining real incomes in the

coffee sector which had been rapidly eroded since mid-1920

when coffee prices were falling more rapidly than the rate

of exchange.

However, it should be stressed that the decision to support
coffee prices was motivated to a large extent by balance of
payments considerations and taken on exchange-rate policy
grounds. Even so, the long period of indecision by the
Federal government before taking this course of action
allowed a very large exchange-rate dépreciation until
mid-1921 which, in fact, continued at a reduced speed
throucghout 1922 after a slight recovery in the third quarter
of 1921 2/. The importance of the collapse of the milreis -
which by the end of 1922 reached a third of its early 1920
value against sterling - in isclating the economy from the
deflationary impact of the world price slump and thus

protecting it from the devastating effects it would

1/ Brazil's rapid recovery from the post-war slump, helped by the
unforeseen results of economic policy measures has, irndeed, a
striiing similarity with that aftor the Great Depression vwhose
causes hawe been pointed cut by Murtado. For a recent restatament
of his classic interpretation see rishlow, A., Oricens e
Consapiancias da Substituigdo de Importacdes no Brasil; in Estudos
Eoorc.ices; 2(6), Docaber, 1972.

2/ See Tabsle 1.
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otherwise have hacd on exporters' incomes and on domestic

“import competing activities cannot be underestimated,; and

was the fundamental cause why Brazil experienced a far
milder fall in domestic prices than the central countries
during the recession_i/. The index of Braziiian import
prices shown in Table 5, actually rose during 1921 ana only
fell in 1922 when the speed of exchange rate depreciation
slowed down while prices were still falling heavily in
Brazil's main suppliers. The volume of imports, which was
recovering fast during the short-lived post-war boom fell in
1821 to about half its pre-war level and, in'spite of the
strong recovery in dorestic activity from 1922, pre-war
impert levels were not attained agaih until 1924. Moreover,
the exchange rate colleapse was an important contributory
factor to the fall in the value of imports in 1921 which
explains the bulk of the trade balance readjustment in the
period 1920-1922 2/. '

The stimulus given to demestic preducers by the exchangerate
collapse as well as its inflationary effects were, as in

the experience of the early 1850's, reinforced by high
budget deficits mantained throughout the vpos-war cycle ané
by the shift to much higher rates of monetary expansion in
1921-1922. ‘

The return to easy money dates frcm the "emergency" Treasury
note issue eventually made in late 1920, bat the large
growth rate of the money stocx sustained troughout 1921 and

3/

1922 was the result of Rediscount Department operations ~ .

1/ For the e and 1922 tﬁ“eﬁ.togetner Hadd GoP deflator

ad's
Yo cost of living index by 18.77%, while

falls by 7.5 R
wholeszale p“iCi = 37.3% in tn, Unitod States and by 48.3%
in the Uniced ! ta from Tasie 8; Unitad States Dopartmont

of Correro orcan of the Ceorsus, Historical Statistics of the

T ey 4 53
[ R OA L

; .:.? O. woshington, 1953, . 233; ond
S British Toendandc History: 2913-1925,
. , :,r‘ J3a=135 .

2/ Soo Taslo T,

3/ Sce Tile 3.
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The influence of the creation of the Department on the
growth of the money stock was not simply due to the increase
in high powered money it brought about but also relates to
the structural changes it provoked in Brazilian banking: the
powers it gave to the Bank of Brazil to effectively act as

a lender of last resort, commanding the confiaence of the
domestic banking system, allowed a sharp decrease in the
banks' usually high reserve ratios = which prior to 1321
fluctuated arcund 0.5 in normal money market conditions. As
shown in the table below, the fall in the reserve ratio
coupled with the secular falling trernd of the currency ratio
stemming from the continuous spread c¢f banking services and
the widening use of bank deposits by the public g caused a
50% rise in the marginal coefficient of deposits expansion

between the end of the first quarter of 1921 - when

recdiscount operation started - and the end of 1942 2/
BRAZIL: 1916-1922
MONETARY RATIOS
Enc of Period Currency Ratio Reserve Ratio Coeff ;cient CE
(C) (R) Expa§31on
' (7
1818 iv 0.98 0.50 0.67
1920 v 0.72 0.58 0.76
1921 I 0.77 0.61 0.72
11 0.70 "0.55 . 0.80
III 0.67 0.50 0.85
v ' 0.62 - 0.46 0.82
1922 I 0.55 0.44 1.0
11 0.5, 0.40 1.09
IT1 ~0.50 0.38 1.13

IV , 0.55 0.37 1.08

Source: Table 3.

1/ Falliny from verv hwcH levels from the midile of the 19th contury,
Tie currency rotio ceadiad 2062 in 1208, 2.32 in 1905, 1.°1 in 1910,
1.69 in 1013 om3 ¢ <73 1in 19200 Dauar frem Feloez, LML and w.iunigon;
Bistoria Morctiria Co Brasil: analise do politica, COTNOrE It @
imviudq&s.pgngzhs: PIAVINGLS, Rie de omeiro, 1276, Toasles

AL :

2 e 6348 Dot 1“xmru101 1@13\*¢“i in Srarilian basking

i wWis o ts drgralladion ¢ oot Slewwring house At the
B ol Tramlodn Jwers 800 Folawciio 4y Lanoo ao Brasil, 1022, Y
-9, Thus was a long standing desand of bonking and businoss cdrclos

but ecrlior attanpts at irplesenting it hiad failed. On uiis soo
deuhvivs, Py oop. cit., p. 60.

2
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With this remarkable increase in the banking multiplier, the
19.7% increase in the value of Treasury notes outstanding
coming from Rediscount Department issues dﬁring.l921‘and
1922 - of which just a small fraction went into the wvaults
of the Bank of Brazil - caused an increase of 67.1% in sight
deposits and a 51.7% growth in the money stock 17,

It is worth mentioning in passing that the creation of the
Rediscount Department enabled Whitaker to pursue with great

success a policy of atracting voluntary deposits from other

2/

national banks =

3/

operations -

and immensely expard the bank's

. The expansion of the Bank of Brazil coupled
with the preferential treatment afforded to national banks
in rediscount operations, placed foreign banks at a
competitive disadvantage, ending what the President of the
Bank of Brazil saw as "the lack of confidence by the public.
shown by the humiliating preference towards the foreign
banks "in times of crisis and substan?ially reducing their

4/

share in Brazilian banking business: —

BRAZIL, 1919-1922
SHARE OF NATIONAL AND FOREIGN BANKS IN TOTAL SIGHT DEPOSITS

1919 19 20 1921 1922
National Banks 49.13 45.20  60.04 72.72
Foreign Banks 50.87 54.80 39.95 27.28

Source: Ministerio da Fazenda, Diretoria de Estatistica
Commercial, Movimento Bancario, in Comercio
Exterior do Brasil, Oficinas da Estatistica

Commercial, Rio, several issues.

1/ See izble 3.
2/ pPacheco, C.; cp. cit., p 169.

3/ Total Bank of Brazil deposits rose from 288 thousand contos at
eyF1920 to 1.08) dhowsand by mid-1922 wiiile the value cf bills
discoounted rose from 133 to 802 dhouwsad in the sawe period. See
Relatorio co Baneo &0 Brasil, 1923, p 7.

4/ Pelatorio S0 Binoo @ Brasil, 1921, p 8. Foreign banks' resorve
ratios ronvinad roosedly hichor than twese of Pravilia-onned
barks: at end-1971 rescorve ratios wore od.o for the fonmmwr and
27.8 for tho latter. Data fram Relatorio o tinisiro da Fasenda,

1923, pp 7e-77.

36



The growth of the money stock during 1221-1922 to the extent
verified was not, however, the result of a conscious
monetary policy objective. The grosth of Rédiscount
Department issues, which was the ultimate cause of the
return to high rates of monetary expansion in 1921-1822,
resulted fram large random financial needs of the Treasury
during the period coming from two different sources: the _
first, effective up to the third quarter of 1921, were the
financial needs of coffee valorization as described in
Section II; the second, effective to a minor extent in 1921
but the sole cause of the large expansion from the second
quarter of 1922, was the spill over to tﬁe Rediscount
Department of the burden placed on the Bank of Brazil to
finance a substantial part of unplarnnced Feceral deficits
which then rcse to unprecedented levels, as will be

presently seen.

As Table 4 shows, fter the return to peace the tendency
tovards regaining budget eguilibrium witnessed during the
later years of the war was suddenly upset resulting in a
large stepwise grewth of the Federal deficit from 13818, in
spite of wide vearly fluctuations verified botn in revenue

and in expenditure.

The basic underlying reason for the post~war fiscal
diseguilibrium was the lax conduct of taxation and.
expenditure policy, despite the -Executive's Zrequent public
pledges to fiscal discipline. Since 1919 the Federal
authorities emphasized the need for tariff reform on purely

1/

fiscal grounds =’ for, with the maintenance of the specific

milreis rates and the gold-tariff guota, post-war exchange-
rate appreciation and world inflation had drastically reduced

. : . 2/ . .
its ad-valorem incidencs =/, but nothing was achieved on

1/ Sz¢ Relatorio do Ministro da razenda, 1919, p VIIL

-

2/ Cf. footate 2 ». 9.
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civilian parsonnel petween 1220 and 1922

that score. On the other hand, the end of the war brought,
naturally, renewed demands for the replacement of worn-out
eguipment -~ especially in the government-run railways -,
for the start ofAlong postponed public works, the ordering
of military equipment and the recomposition of the real
lesses infl;ctéd by wartire inflation on salaries paid by
the puclic sector é/. The government not only did not
effectively curb these demands, allowing an enormnous
increase in non-budgeted or inmprcperly assessed.

/
expenditures 2’, but permitted a 25% increase in Federal

3/. -

It cannot be o&erlooked, however, that the unstable
behavicur of Brazil's external position during the post war
world economic fluctuations had also very important
budgetary conseguences. In 1919 revenue remained stagnant
owing to tue effects of the sudden exchange-rate apreciation
upon gold tariff revenue while the volume of imports was
still slowly recovering. In 1920, cn the other hand, in
spite of the large growth cf revenue due to the lagged boom
invimports and exchange depnreciation, expenditure rose
sharply on account of the increase in the nilreis equivaleﬁt
of foreign debt service as well as the large payments in ‘
foreign currency demanded by several investments planned
prior to the crisis i/. In 1921, domestic recession and tae
fall in the volume of imports cut indirect tax revenue

again, while edpenditure remained at a high level not only

-

i

the fidnister of Minance doservad in 1920, "as if the financial
coniitions were satisfactory, a1l rmush to ocnmider it as an
urpesoonidle nroessity to nelo all classes hit by the present
difficuldies of living... to g2 on with the public works startad, to
Caryy ol vreiocts of any sort”. Relatorio do Ministro da Fozaida,
1320, o 7.
See Table 1. On this see also Pessoca, E.; op. cit., pp 172-177.

l/' 258

3/ bata on roderal personnel Drom Documentos Parlamontares: boio
Civasclante, 159 Volamz, Tvp. D Jomal do Gomverclio, Rice de Jweiro,

rativies oquliiant, the
SIAT unIorTidan by Jorolan
Y

S
ioreigmrawinad radivans ore.
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for the same reasons as in 1320 but also because of a
readjustment in public servants salaries which required
additional expenditure to th2 tune of 120 thousand contos i/.
In 1922 domestic recovery increased revenue but a renewed-
rise in expenditure sent the deficit to even highér figqures
than in the previous year in'spite of the unprecendented
step taken by President Pessoa, vetoing the first expenditure
proposals approved by Congress 2/. The éxpansionary effect
of the large Federal budget deficits was not restricted to

its direct impact on effective demand. As mentioned above,

-government fiscal imbalances had an important influence in

allowing the high rates of monetary expansion obtained in
1921 and 1922 when even the large long-tern credit
operations then undertaken both in domestic and foreian
capital markets proved insufficient to cover the excess
expenditures and the Treasury had to rely heavily on

advances from the Bank of Brazil.

The Bank, as described in Section II, was instrumental in

financing Treasury needs in 1921 on occasion. However, in

1922, the government's budget problems became acute on
account of the authorities' failure to reduce the level of
current expenditure and the need to settle a large volume of
arrears accunmulated in 1921. During the first half cf 1¢
the Treasury financed its payments imrbalance through the
usual issues of one-year bills but, in July, the amount of
Treasury bill outstanding already reached not less than 428
thousand contos, 823% of which was accepted by the Bank of

3/

Brazil =7.

-

=

1/ Ribeiro de Aandraia, A.C.; oo. cit., p 449,
E.; op. cit., po 42171£.

2/ Pessox,

v

3/ Rovort of the British Firsncial dissicn to Brazil to N.M.
Rothsmilds & Sons, >ussrs. paring Brothers & o, Led., J. ilonnv
’ » 1 -
00 Toven s O Tooaniie of 2rrazil - DBalonoe Shioen o5 ab
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Litbilaticos and Assols, by
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Under the pressure of tne growth of government debt on the
Bank's portfolio on such a large scale, Rediscount Department-
note icsues - which had been greatly reduced in the first
quarter of 1922 with the redemption of the Bank's holdings
of Treasury coffe bills - began to rise sharply towards the
middle of the year and it became increasingly dangerous fox
the BankX to go on financing the government's cash flow
imbalance l/. However, there was no indication that Federal
excess expenditures'would fall in the short~run ard to raise
finance threough the issue of long dated apolices was out of
the question since these Treésury bonds, issued in very
large anounts after the war, were accepted only at a heavy
discount if sold to the extent required. The only alternativ
left was to resort *o Treasury note issues but, after the
creation of the Reiiscount Department this would only be
possible if its statutoty prohibition to rediscount

government paper ccuald be altered.

The governmient certainly knew that it could not count on
getting parliementary support to definitely change the law
creating the Rediscount Department in that direction. If
Treasury access to rediscount facilities was to be prcwposed,
some upper limit had tc be placed upon it to make the
proposal mere palatable. Thus,’on Julval, the Treasury
arranged a credit with the Bank of Brazil for the issue of
up to 500 Lnous nd contos of special promissory notes arnd in
August the covernment asked Congress for authorization to
rediscount tihiese notes 2/. In October, after—-ill-informad

debates in the Senate amidst clatims of impending disaster

1/ The total valuve of bills disacunted by the Bark of Erazmil
acunted to 437 thousaxd contos in 31.12.1921. See Relatorio do
Banco @ prasil, 1822, p 7.

}—-‘\!

2/ Tis plm orlc*"‘ted at the BaxX in or bofore Jure ad v
considoral by Wi as beinwy Vindisoensiole o have G
from oty b Tl o prosone the Jinonotal nosiilicn e

Soo JoMnltder to HuSatista, 200601922, in
Wiutaer, Jul., op. cit., pp 103-109,

oo~
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given the dangerous position of the Bank of Brazil,

1/

permission was granted = . . : '

Since Federal gbvernment financial demands remained high and
the Treasury had to draw heavily on the new credit line 2/,
the decision to authorize the Bank to rediscount the
promissory notes had an immediate impact on monetary ,
equilibrium. Rediscount Department issues soared - its legal
limit being raised to 300 thousand contos in October and to‘

400 thousand in Novermber - causing a large increase in the

3/

‘money stock in the last quarter of 1922-".

The way in wnich the very lafge budget disequilibrium of
1922 was financed had, moreover, lasting conseguences which
would decisively influence shaping the priorities and the
conduct of monetary and fiscal poliéy of the incoming
Bernardes' administration, which took cffice on November 15.
On the one hand, the sharp monetary expansicn caused by
inflationary deficit financing in the second half of 1922
increased the strong inflationary pressures alrea&y present

in the 1922 upturn and would contribute to aggravate the

1/ It is patently clear from the records of the Sznate debates on
the goverrnmant oroposal that very few of its rerbers knew the tems
of the Bark - Treaswy contract and could gau'e the conseguances

of what they were going to vote. In the Charber the Bill had been
approved without dobate as, to avold having its aoproval celaed
there, the covornmert went as far as to use the tactics of
concealing the vrenosal as an aamenduent w an otherwise irrelevant
firanoe bill already in the second round of voting were it passod
unroticed. Sce Documentos Parlamentares: Meilo Circulante, 162 Volune,
ct., pp 65162,

2/ A first craft of 100 thowand contos was made in Myrest while
the pronasal to allow rediscount of these notes was still before
Corzress, Following Congress groroval, 200 thousand contas wore
issuad in Cow bor and an egeal coount in Novaswer. See Revort of

Ty Aolal Mlesion ore., it




still vulnerable external position i/. On the other hand, it
gave rise to a hvuge Federal floating debt to the Bank of
Brazil, in the shape of Treasury bills held by the Bank and
promissory notes of the 1922 spaecial loan accepted by the
Rediscount Departrment, officially estimated at the
beginning of 1923 as being over 800 thousand contos Z/. The
settlement of this debt, which had a paralising effect on
the Bank's operations, would be a source of concern to thé

3/

Federal government for the next five years ='.

1/ ™ homus o Bonk of Brazil had s }:1t enont £4 ndllion of
?.'CS oo - A
Novoroer it osain o
of £2 wdllicon puonolo
Pessoa, ., oo, c;'t.,
Pirecior o o Baw
Jormal, 231.2.31923.

valmmoes to SUCDITT UNE TaAr

intervens

2/ Dives oo Bl ;A Mada Srosiscira o saa ferene Carater
Fidooils N ‘ o Smoivo, nnde, 204 TO gawe
vinl Lo Lroncdoy i : : hat total Foderal
GOVOrI ANAT oy SLeimtad w972 houwson centas in 1922,

-z o ¢TI L othe oty
AN . - 1925 in
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TABLE I
Brazil 1918-1922
Quarterly trade balance,average exchange rates and world

coffe prices

(in million pounds)

Quarter Exports Imports Trade Balance Exchange Coffee
Yate prices
1918 I 13.2 11.1 2.1 13.50 . 10.68
11 14.4 12.0 2.4 13.04 10.97
III 14.7 14.9 - 0.2 12.21 11.86
v 18.8 14.8 4.0 13.24 17.40
1919 I 30.6 19.3 11.3 13.15 21.45
II 30.7 18.4 . 12.1 14.16 3.66
III 32.9 19.6 13.3 14.47 28.19
IV 36.0 20.7 15.3 16.27 25.82
1920 I 37.0 22.8 14.2 17.82 24.93
II 29 .6 28.8 0.8 15.91 23.95
IIT - 21.8 36.2 - 14.4 13.44 16.52
Iv 18.4 37.1 - 18.2 11.38 10.27
1921 I 14.6 24.2 - 9.6 9.61 9.64
II 12.0 14.2 - 2.2 8.21 9,38
III 15.7 11.7 4.0 ©7.78 10.43
v 16.1 10.4 5.7 7.88 12.06
1922 1 16.7 10.2 6.5 7.61 12.72
II 15.0 12.1 2.9 7.65 14.56
III 16.1 11.6 4.5 7.27 14.70
v 20.7 14.7 6.0 6.38 15.20

Sources: Trade Balance ficures fronm Ministerio da Fazenda/
Dirctoria d¢ iLstatistica Commorcial: Comxdrcio
Extorior do Brasil; QOfFicincs da Dstoatistica
Cormmorcial, RVWo o Janciro, SOvoval 20800 S0 pnoiani
rates (averace Rio 20-day sichiv rots on London?

T = s e e .. - T4 m~ A1 S oy Ao T VN e R N
from Yolorerio do b)'l‘;ul.n; da Junt: o Corretores Gl

— . - L s o et
FCusdos Publicon, I=n, Noactonnl, Rio an Joned ro,
sevoy sl cre U0 < R -

Nerw Yorx ,,cents, powid) {rom Fose,d.W.Pe; opLert; voov.



TABLE 2

World coffee output, 1918-1922 (in million bags)

Crop veer Sao Paulo Brazil Mild Countries World
1918-19 7.3 9.7 4.5 14.2
A1919-2o 4.1 7.5 7.7 15.1
1920-21 10.2 14.5 5.8 20.3
1921—22 ' 8.2 129 6.9 19.8
1922-23 7.0 19.2 5.7 15.9

Sources: Fove, J.W.F.; op. cit.; pp 85 and 87.
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TABLE 4

Brazil, 1918-1822

Federal revenue and expenditure (in thousand contos)

. Budge ted Effective
Revenue Drperditure Balance PReverme Expendibure Balance

pa £

1918 712 644 68 619 738 - 119
1919 716 673 43 €26 932 - 306
1920 737 787 ~ 50 922 1226 - 304
1921 1025 1041 ~15 89 1286 . - 395
19522 1076 - - 972 1428 - 456

Scurce: Villela, A.V. and W.Suzigan; op. cit.; Tables IV.2 ad V.1.

TeLE 5

Brazil, 1918-1°22
Foreign trade indices (1928=100)

Quantity Price
Lports nports Imports Exports Terms of Trade
1916 25.2- 71.0 106.1 40.3 38.0
1919 36.7 85.6 98.3 57.4 58.4
1923 - 48.0 86.6 117.8 51.0 43.3
1921 33.2 66.7 137.9 49.7 36.0
1922 10.8 - 93.1 109.5 63.1 57.6

W. Suzican; oo. ct., Table X,

Scarce: Villela, ALV, ¢

e
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TABLE 6

Brazil 1918-1922 :
Real output indices (1939 = 100)

Haddad's Estimates Villela and Suzigan's Estimates
Agriculture Industry Total Agriculture Industry GiLP

1918 43.5 28.3 34.2 - - -

1919 44.8 32.5 36.9 - - -
1920 53.3 24.2  41.5 57.8 - 34.7 47 .36
1921 55.5 33.6 42.3 60.5 34.3 43.9C
1922 55.8 39.9 45.6 60.3 39.7 50.44
Sources: Haddad, C.L.S.; cp. cit.; Table. (Haddad's "total"

output includes also Transport and Communications,
Commerce and Government), and Villela, A.V. and W.

Suzigan; op. cit.: Tables XII and XVI.
TABLLE 7
Brazil, 1918-1922

- Current activity and investment indicators

Inport indices (guantity, 1939 = 100)

Fuels Raw materials Capital goods to industry
1918 20.8 44.9 42.4
1819 39.9 61.0 93.1
1920 41.0 ' 72.8 148.5
1921 38.5 . 52.6 115.9
1922 43.2 72.0 | 97.4
1923 51.6 80.9 ' . 127.8

Source: Villela, A.V., ond W. Suzigan; co. cit.; Table XXI.



TABLE 8

Brazil, 1918-1922

Price indices

Rio cost of living GDP implicit deflator
© (1938 = 100)

(1919 = 100)

1918 75.9

1919 100.0

1920

[4
Sodrces: o Cosc o of living frem Villicela, AJV. and W,
cit.; Table VIIL. GO Ceflator zrinm

C..,.8.; o, ¢cii.; p.
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