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Introduction

Newly Industrializing countries (NICs) such as Singapore and
South Korea may possess Sufficiently stroﬁg séciopolitical
structurés to provide some economié fléxibility, allowing
adjustment to external change (Gayle, 1986: 164-170) . Very
large devéloping nations sudh as China and‘India may well be able
to opt for substantial self-sufficiency. But most middle~income
countries possess far fewer degrees of policy‘fréedom. Within
such countries, economic growth typically assumes the form of
dependent development. This implies the persistence of
. relatively undifferentiated domestic veconomies, with. rather
knarrcw ranges of potential exports, continuing reliance upon
external capital flows, and limited flexibkility in adapting
production to changing market conditions (Evans, 1979). |

Amohg such states, Erazil and Mexico‘brovide particularly
interesting cases. These two countries contain the largest
po@ulations and domestic markets in Latin America, and generate
the most substantial gross domestic products. Sophisticated
bureaucratic-authoritarian governments have presided over
successive phases of dependent development in both relatively
resource-rich states (O'Donnell, 1975; Kaufman, 1979). In Brazil
as well as Mexico, agricultural modernization has been assdciated
with an increasingly impoverished peasantry, while the industrial
working class has constituted an effectively coopted labor

aristocracy. Both societies possess youthful demographic
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profiles, with some 50% of their populations under age twenty.
Average annual population growth is 2.9% in Mexico and 2.3% in
Brazil. -Public sector expenditure now accounts for approximately
53% of GNP in Mexico, and more than 33% in Brazil {1}

Together, they.share the highest levels of external pubiic
debt in the Thirdiwérid, with Mexico owing $100.3 billicn and
‘ Brazi1k$109 billion, at the beginning of 1987. 1In recent years,
both have devoted more than 4% of GNP to debt service payments.
Betweenvl950-1982, their economies experienced industrial grOWth.
rates of 8.1% and 7.5% respectively. In Brazil, the agricultural
sector's contribution to GDP declined from 25 percent to 10
percent, while the industrial sector's share.rose from 26%  to
37%. Meanwhile, in Mexico, agriculture provided less than 10% of
domestic product by the early 1980s (22.5% in 1950), whereas the
industrial sectof generated 38% (1950: 30%).

These significant structural'.transformations were
~accompanied by increasingly regressive‘ income diStribution
patterns {(2}. Economic‘growth has been propelled by broédly
similar importb substitution ahd manufactured expor£ prbmotionk
strategies {(3). International trade accounted for approximately
22% of Mexican GNP in 1984, and 18% of Brazilian gross national
~ product. Unlike Brazil, Mexico repeatedly refused to become a
GATT contracting party until 1985. However, both countries have
negotiated multiple standby and extended arrangements with the
International Monetary Fund since the 1950s (4}.

Comparable patterns can be clearly discerned in their trade
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and payments flows. Figures 1 and 2 provide line charts of
current account balances, export and import values and trade
balances,bas well as annual foreign direct investment, portfoiio
investment and reserve aggregates during 1979-1985. Notable
trade surpiuses were achieved and maintained after 1982, more as
a result of iﬁport compreésion than export expansion.
Internatiénal reserve levels seeéaWed by substantial amounts
betweeﬁ negative and positive values. Portfolio and féreign

direct investment either stagnated or declined. -

Please Place Figures 1 And 2 About Here

At the same time,Mexico and Brazil display both substantial
'sociopolitical differences and similarities. In what ways do
world market instabilities impact such indebted developing st;te-
societies% How are their differential policy responses and the
cbserved results best explained? These are the central issues
addressed by this péper.

| Instabilityvis incontestably evident within the interactive
internationalbtréde‘and finance regimes, which together define
the-World market. For instance, global trade stagnated from 1976
“until 1984, when volume expanded at an annual rate of 8.7%,
before declining to a ’growth rate of only 2.9 in 1985.
Meanwhile, protectionism increased within most trading sectors
{5}. Oonly 4-6% of global capital flows, estimated at $30
trillion to $50 trillion, are now linked to goods and services.

tranéactions, valued at some $2 trillion. Volatile currenéy



flows have dome to dominate both cross-exchange rates and trade
balances {6}.

By late 1984, when up to four-fifths of all international
trade was conducted at floating exchange rates, currency value
shifts.of 3%'in one day had become common, and changes of 5% were
not unknown (ﬁgg, 1984: 14; Goldstein, 1984: 3). Such
oscillations ' sometimes approached 10% within a single week.
Dufing 1983;1985, debt rescheduling agreements avéraged‘ $54
billion annually. However, by the end of 1985,‘developihg debtor |
states had arranged to reschedule a record .$119 billion of
external debt (Economisgt, 1986b: 98).

At that point; the outstanding external debt of such
countries totalled $888.3 billion, with éggregate annual debt
service paymgnts amounting to $131.4 billion (IMF, 1986b: 242).
In partial consequence, total developing country import values
fell by 6.5% in 1985, accompanied by a decline of 5.5% in
merchandisé export values (GATT, 1986: 14). Since 1985, the IMF
has declared five_countries}ineligible for further loans under
Articlé v, section 5 of its Charter: Vietnam, Guyana, Liberia,
Sudan and Peru (7}, Meanwhile, extreme trade imbalances among
thé advanced industrial céuntries expanded (8}. Additionally,‘ank
exténsive range of international currency arrangements encouraged
cross-exchange rate oscillation, absent effective macroceconomic
policy coordination within the CECD ({9}. Thé sections which
follow successively exﬁlore world market structure, and explain

Mexican as well as Brazilian foreign eccnomic policy choice
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during the 1980's.
Exploring World Market Structure

GATT is both a légal instrument and a fbcﬁs for}international
bargaining, functioning within a highlyIVChérged political
context. Within GATT, where the MFN principle extended benefits
~to .all contracting parties, the réciprOCity principle was
premised upon both mutual and eqﬁivalent concession, as well as.
the right of direct rétaliation. + By the wearly 1980's,
substantive international trade fegimé norms had undergone
significant change since institution of the General Agreement of

Tariffs and Trade in 1947, involving only twenty-three

 contracting parties. It became increasingly clear that -

prevailing US perspectives as to the nature of an ideal trading
system were sharply at variance with the attitudes of many
nétional decision-makers, particularly within the developing
countries (Vernon, 1985: 277). |

Major economic norms presently 'include protecﬁionism,
countertrade, multinational corporate arrangements and ihtra—
corporate transfers, cross-exchange rate oscillation, increasing
international indebtedness and IMF conditionaiity.
Protectionism has become a pivotal norm, expressed in terms of
national trade restrictions which have cumulatively limited
international trade {10). Meanwhile, national reserve limitations

and exchange rate fluctuations increasingly encouraged



sophisticated country-to-country barter. Conservatively
‘measured, international countertrade accounted for at least 5% of
“total trade value in 1983 ($80 billion), excluding some $130
billioh‘ in CMEA internal trade and exchanges conducted under
special clearing arrangements (OECD, i985a: 11-12). By 1986, 7~
10% of international commerce consisted of countértrade; which
was, systematicaiiy' practiced by mofe than sixty states (GATT, -
1986: 138). |

Additionally, up to thirty percent of intérnational trade is
now ‘condﬁcted between closely réléted corporations, -that
‘typically'operate on the basis of global production, marketing
énd'financial strategies (11). National tr&de accounts continue
‘to ignore the implications of multinational corporate activity.
Conventicnal models of international trade remain rooted in the
priﬁciple of comparative advantage, with national egonomies as
the units of analysis. Howevér,‘in global: industries such as
aircraft and automobiles, a firm's competitive postﬁre in one
country is significantly influenced ‘by its position in other
nations. Within such industiies, enterprises seek to develop the
single most advantageous transﬁational corporate structure, in
such a‘ way as to optimize comparative advantage in specific
“activities rather than particular locatiocns (Porter, 1986: 8-40).

Meanwhile, corporate money managers, with responsibility for
an aggregate foreign exchange pool of over $188 billion,
continually seek maximal real international interest rates and

cross-exchange rate profits, irrespective of the instabilities



- generated for specific state-societies. Especially in financial

management, the world is increasingly treated as a set of

integrated profit centers. Central decisions as to the

disposition of local earnings and cash flows are executed in near
real time, with obvious implications for exchange and interest
rates. |
Fromfa,multinatidnal‘corporate perspective, foreign direct
ihvestment (FDI)‘is eqﬁivalenﬁ to 'internalized trade'’ (Vaitsés,r
l980: 31). Where\bne—thifd of gldbal FDI was directed towards
developing states in 1965[ the comparable ratioc was only one=
quarter by the end of the 1970s. At that point, more than 80% of
world trade, as wellbas 66% of global output was generated within
the OECD (GATT,.1982: 7). Both foreign direct investﬁent and
commercial loan activity remain intensely concentrated. Between
1981-1985, foreién direct invesément in the developing countries
declined by 50%, and commercial bank lending by 75%.{12).
Cross-national corporate arrangements proliferate. AT&T
purchases Olivetti shares. IBM concludes cross~licensing
arrangements with Sony, Siemens, ICI and Philips. General Motors
teams up with Toyota. Chrysler and Mitsubishi Motor Corporation
make mutual commitments. Boeing forges links with Fuji, Kawasaki
~and Mitsubishi Heavy Industries. Ford joint ventures with Mazda.
Such tactical and strategic alliances represent corporate
responses to rapid technolegical change, intense competition,
particularized protectionist pressures and the emergence of a

complex global market. These arrangements assist in controlling
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competition, achieving market access, and' maintaining market
shareé, by increasingly combining product differentiation with
intra-industry trade, particularlyrin research and development-
intensive,itemsr' Such arrangements are of prime implicit if not
explicit  policy importance for both developed and ‘déveloping
decision-makers. '

Returning to related financial regime norms, since’
,‘establishmént'of the IMF in 1944, finance regime norms have been
vcréated‘by successive layers of multilateral monetaryvagreements,
and by the'major-multinational banks (Aronson, 1977). Meanwhile,
the Inﬁernational Monetary Fund has become deeply‘invclved‘in
'detailed debtor country surveillance {13}. Ever since 1958, Fund
country programs‘ have been typically premised upon domestic
demand rgst:gints, currency devaluation, market deregulation and
export promotion. These steps‘are intended to create a framework
'fqr - potentially effective medium-term debt management
capabilities. The policies of the Fund rest upon four explicit
propositions. First, a sound adjustment strategy is an essential
prerequisite for growth. Second, such a strategy must includé
incentives to save and fiscal prudence, as well as a realistic
exchange rate policy. |

Third, price rigidities must be reduced if not removed’
entirely.  Fourth, inefficient‘ public sector enterprises yand‘
taxation systems are often major economic growth constraints.
Thus the alternative to politically painful adjustment is not

growth, but unsustainable levels of inflation and unemployment.



Three operating if infrequently realized premises also merit
attention. Creditor countries are required to maintain high real
growth rates, and to liberalize imports. ‘In implementing
" economic liberalizatioh programs, sequence is important: debtor
states should first control fiécal deficits, before deregulating
their current accounts, reforming domestic financialbmarkets, and
relaxing capital controls (Edwards, 1987: 26-29). Finally, the
health of the international'ecénomy.remains paréméunt: whether
the structural problenms to be addresséd ére predominantly
internal to specific debtor states of‘ external in origin is.
immaterial.

The - dangers' of impléménting standard Fund preograms have
inciuded, declines in efﬁective demand as well as imports,
regressive income redistribution, and even dilated dbmestic
inflation; Within democratic political systems, leaders may
postpone unpopular‘adﬁustmentkpolicies in the face of mobilized
opposition (Skidmore, 1977; Kaufman, 1985). Continued econbmic.
criSisvmay encourage social instability and political repression.
External investment tends to beccome increasingly concentrated
within subsectors which are thought likely to yield net profits
rapidly. Disinvestment ensues elsewhere. One result may.well be
ka rather perverse decrease in overall investment volume. In such
kcircumstances, additional repression may become a lagged response
to growing instability. Indeed, among the developing debtor
countries, past program successes have been most strongly

associated with rather authoritarian governments. Examples



include 1India, Uganda, Haiti and Zzaire at different periods
during 1981-1986 {14}. |

Oon the other hand, democratic governments may be able to
encourage sufficient short-term sacrifice to effect .ecqnomic
| adjustment, given widely accepted legitimacy. An ability to do
so depends upon abrupt policy implementation, elite cohesiveness
and an inclusive policy formulation process. Other relevant
factprs include relative admini#tratiQe maturity, the comparative
powei of domestic distributional coalitions, access to' non-
conditional financial resourées and the perceived"success of
earlier governments in adjusting the domestic economy (Nelson,
1984; Haggard, 1985; Remmer,ll986).

The short-term causes of debt expansion have universally
included oil pricg fluctuations from $2.54/barrel in 1973 to a
zenith of $33/barrel in 1983, to a nadir of some $10/barrel in
1985{ Thesa'changes have been coupled with rising feal interest
rates between 1981-1985, declining commodity prices since 1984,
and spreading internatiohal protectionisnu However, for some
‘northern! analysts, part of the problem has been a Third Wérld
penchant to 1live beyond its means and adopt ineffectual
political postures, while unaccountably enlarging public sector
size, contrary to economic if not political ratiocnality.

For instance, in 1983, a Reagan Administrétion official
declared that most Mexican and Brazilian debt had been incurred
by Petroleos Mexicanos (PEMEX) and Petrobras respectively, and

that as a solution, these national 0il corporations should be
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sold off to interested foreign investors (Eul-Sco Pang,‘1984).
Similarly, a former Citibank chairman commented that the February
20, 1987 Brazilian mdratqrium on servicing $68.0 billion in debt
was‘mefely alcéunterproductive domestic political posture, the
sooner abandoned the better for all concerned (Scherer, 1987:

7).

Explaininq the Mexican and Brazilian Cases

In éummation, differénﬁial Mexican and Brazilian responsés
to Qorld market instabilities are best explained by the
~interaction of critical domestic coalitidns, within a peolicy
environment where the most iﬁpdrfant features 1include
geohistorical‘factors, sociopolitical development, and relative
participation' in transnational corporate activity. Although
revolutionary myths have generated substantial state legitimacy
fdr Mexico, the imperatives of coalition stability within the PRI
have made strategic policy choice and implementation increasingly
impractical. Ironically, particularly since the period of the
Echeverria édministration, economic nationalism has effectively
‘paved the way for growing trade dependence upon the neighboring
United States {15}. By comparison, Brazil's economic vitality
has been augmented by active involvement in a relatively widé

range of global industries.
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Yet in Brazil, the recurrent pursuit of enhanced state
legitimacy sowed the seeds of both hyperinflation and reduced
political stability. Military rule was both justified by a
widely accepted need for. ordérly progress, aﬁd undermined by
domestic socioeconomic crisis, which was strongly correlated with
intérnaticnal 'regime instability. =~ Both governments have
continued to play leading roles as regulators and producers, as
well as service proﬁiders, a perceived political imperative.
 Where Mexico's recent responses link economic grbwth and
sociopoliticai stagnation, Bra?il has combined economic
immobilism énd sociopolitical volatility. | Evén so, neither
state-sociéty fits comfortably within the'confines bf-the pure
dependent development model.

By 1984, Brazilian and Mexican GDP, at $187.1 billicn and
$171.3 billion respectively, were each greater than those of ten
. OECD countries, - including Switzerland, Austria and the
Scandinavian states (IBRD, 1986: 185). In 1985, Mexico's Pemex
Was the sixth largest non-ﬁs corporation in assets,' and the
twenty-fifth in sales. Meanwhile, Brazil's Petrobras and
Telebras were 27th and 59th largest, respéctively, in asset size

(Wérd, 1985). However, Mexican and Brazilian GNP per capita, at
- $2,040 and $1,720 respectivelyk(l984), were substantially less
that those of any advanced industrial nations. Figure 3 compares
the'Brazilian and Mexican policy environments, summariiing the

major similarities and dissimilarities which are evident.
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Please Place Figure 3 About Here

Where events may be matters of enmpirical record; ‘the
'working knowledge' of local decision-makers represents far less
acéessible independent variables (Kennedy, 1983: 193-212). It is
this array of beliefs, assumptions, interests and experiences
hthat will be explored here, as they interact to influence policy
choice. This section therefore examines _industrialization
strategy and the evolution of foreign economic policy, in each
caée, through the prisms provided by state-society structure,
political change and nationalist ideology.

At least since the Vargas era; Brazil has been continuously
governed in a buréaucratic-authoritarian manner by corporatist
coalitions. These have always included the predominantly middle-
class officer corps, as 'rulers' during the decade to 1984, and
'moderators' otherwise. Yet Brazil's formal political
- institutions have remained relatively weak. For instance, in
January 1985, Tancredo Neves Qvercamevthe electoral college's
evident lack of legitimacy by cultiVating public support, and by
molding an aliiance of nearly all the political opposition tec the
Figueredov administration, under the PMDB umbrella. Powerful
sccioeconomic coélitions persistently applied such indirect or
informal pressures to state organs, in order to secure their
goals. At the same time, patron-client interactions
k(coronelismo) remained central to the political process.

' Consequently, intra-class conflict became more important than

13



classical social cleavages (Jaguaribe, 1968; Schneider, 1971;
Schmitter, 1971) .

Success in the Brazilian army has been closely related to
academic achievement since the institution of the IHigher' War
College in 1949, with a curriculum strongly rooted in‘the social
sciences, as well as in more traditional military courses. A
_central doctrine disseminated at the College was that internal
‘ secufity was intimately related to the effective promotion of
‘economic growth and nationalist modernization by the state
(Nordlinger, 1977: 51). In turn, effective state policy could
only be assured by the military. Indeed, aftér the narrow
electoral victory of Kubitschek and Goulart in October 1954, the
'influéntial political journalist Carlos Lacérda underlined the
pivotal role of the armed forces, publicly arguing that the new
government had been born and could continue only with the
agreement of those officers who had been responsible for the
removal and death of Vargés (Tribuna da Imprensa, 1955);

‘As in the case of Brazil, the major value orientations of
México's state-society are best understood. in terms of an
idiosyncratic historical evolution, within the extended policy
environment. First, Mexico's political institutions were put in
place by a coalition of middle=-class nationalists and
constitutionalists, who ' immediately emphasized import-
substitution industrialization, as a means of reducing Mexican
“dependency. Their common search for national self-determination

responded to a long history of foreign invasion and occupation.
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Perhaps the single clearest expression of _this was the 1973
foreign investhent law, under which foreigners may not own more
than 49% of 1locally incorporated companiés. Export
'diversification (as well as GATT meﬁbership) was long‘rejected,
becaﬁsa integration inté the international market appeared to
increaée "national vulnerability, and reduce vrelative,kstate
autonomy (Mares, 1985: 672). On the other hand, tfade and
foreign exchange  contrels increésed employment within the
government, as well as,'political patronage possibilities, at
least in the short to medium term.

Second, major sfate organizations have directly influenced
the processes of problem formulation and goal definitioh? in an
application of bureaucratic politics. Foremost among such public
corporations is PEMEX, which has presidea 6ver the most dynamic
sector of the economy since 1977, accounting for up to 15% of
gross national product (Millor, 1982: 151). Third, each new
vp:esidential administratién has developed a unique approach
'towards foreign economic policy choice and implementation. - For
k exampié, where the Lopez Mateos administration applied state
resources to renewed import substitution, the succeeding gexenio
of Dfaz Ordaz (1964-1970) emphasized export promotion (Bennett
and Sharpe, 1984: 197-198). Finally, the 'dominant party system'
' pro?idedf both  a unifying revolutionary myth and reguiar
leadership change, together with assured regime continuity
(Whitehead, 1980: 843-864).

Mexican and Brazilian political developmentydiverged rather

15



sharply, with the installation of the military government of
Castello Branco in 1964. The modal political orientations of the
Brazilian officer corps were best summarized as follows:

The political system, relying on popular election for

congressional representation, proves incapable of

digesting the often harsh restrictive measures needed

to curb inflation, and to extract fiscal resources for

development... Latin American states are known to want

capitalism without profit, socialism without
discipline, and foreign investment without the foreign

investor {16}. | o

To be sufé, the medium=-term failure of the 1986 cruzadb plan
can be partially placed in context by recalling the economic and
sociopolitical results of Quadros' anti-inflation policy {17}.
Under Instructions 204 and 208 ofHMarch 1961, the cruzeiro was
~devalued by 106%{‘ Subsidies applied to essential imports, such
"as wheat, petroleun and éapital eqﬁipment were cut, so as to
reduce the governﬁent's budgetary deficit. A credit and wage
.squée;e was intréducéd. These measures encouraged renewed
confidence on the part of fSreign crediﬁcrsr whé announced
~substantial new credits, and extended earlier agreements.-

But they also sharply increased food and transport prices,
inter alia. In consedquence, industrial action became frequent,
‘particularly among public sector unions. Quadros' replacement by
JoSo Goulart, in September 1961, did not head off a violent
’general strike, during the summer of 1962. 1In response, the
government implemented a comprehensive three-year plan in 1963,
which sought to tackle socialkand economic problems together, for
the first time. A primary target was to contain inflation at the

rate of about 10%,, while generating economic growth of
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approximately‘seven percent. However, opposition to the Plan's
stabilizétion‘measures mounted from both left and right, opening
the way for the 1964 coup, which was led by conservative military
officers.

In an important sense, Mexico's oil wealth has encouraged
the péstponement of‘ difficult policy choices, reducing elite
incentives to promote or acquiesce in sustained sociopolitical
development.  When Lépez Portillo became president in 1976,
Mexi¢an industrial production was declining and the.nation was
experiencing its highest inflation rate in decades. Within a
year of'taking office, the new president negotiated a bilateral
_tréde treaty with the United States, which accounted for two-
thirds of all Mexican trade. In the event, political controversy
made ratification by the Mexican Congress impractical.

' Nevertheless, since the 1910-1917 Revolution, the Mexican
state has achievedbgreater institutionalization and legitimacy
than in the case of Brazil, where political parties allied in one
state”fought each other in the next, and voters turned to an
assortment of easily identified gaudillos. By contrast, if the

1936 Law of Chambers of Commerce and Industry obliged all Mexican
businesses to organize by aréasv of economic activity, the
presiden¢cy had already attained substantial acceptancé as
ultimate»arbiter within a nationwide Revolutionary Family (Newell
‘and Rubio, 1984: 67-68) . The controversy associated with budget
minister‘Salinas De Gortari's receipt of the dedazo in Octoker

1987 indicated unprecedented strains within the Family, but not
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- its impending dissolution.

International Economic Norms and Domestic Responses

At least initiaiiy, estéblished Mexican state legitimacy
implied neither the expansion of autonomous political
participation nor explosive public sector growth. For instaﬁbe,
- where Lazaro Cardenas mobilized organized labor in support~of‘his
preéidency from 1934 to 1940; creating increasing domestic
political polarization after 1937, Getulio Vargas' Estado Ngvb in
' Brazil.'effectively; depoliticized the lcwer,vclasses (Collier,
,1984:v68~70). It was the Brazilian state that implemented a
protectionist drive towards industrialization, underpinned by an
‘éxplicitly‘authoritarian political system, in the name of orderly
development and economic nationalism {18}. If the Miguel Aleman’
administration in Mexico also instituted a vigorous import
substitution program,,the.private sector was initially entrusted
with the role of primary growth agent. This policy appeared
| justified by the economy's achievement of an average annual real
" growth rate of 6.5% (Reynolds, 1970: 39). In both the Mexican
and Brazilian cases, the maintenance of a -dominant coalition’
which included exporters, was necessary for sustained poliéy
'emphasis upon growth rather than distribution.

For instance, in the late 1950s, the Kubitschek
administration assigned high priority to infrastructural

development in Brazil. At the same time, skilled wages declined
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in relation to unskilled earnings, and the real minimum wage fell
in absolute terms ' (Olivera, 1962). But intenée nationalism
coexisted with increasing dependence upon foreiénv investment.
Indeed, the government financed‘van Institute of Advanced
Brazilian Studies, where vocal advocates of ultra-nationalist
development strategy gathered. The International Monetary Fund
-became a prime target for such groups. | |

. As negotlatlons on a new stablllzatlon program.'w1th the
Ihternatlonal Monetary Fund proceeded, at the beginning of 1959,
critics-éontended that the IMF sought to apply criteria to a
rapidly industrializing Brazil thét were derived from the
experience of advanced industrial states, and inappropriate‘in
oﬁher' policy environments. . Negative polifical assessments of
implemented Fund programs have accumulated.in both Brazil and
Mexico during more than a quarter century now. Thus, in summer
1959, as national elections approached, Brazil déamatically broke
off negotiations with the Fund. |

In partial consequence of this populist posture, Kubitschek
became the first (and last) civilian elected president of Brazil
since 1926 to hand over power peacefully to his successor, at the
end of a full term of ‘office. This invites contrast with
representative views among US commercial bankers that the IMF
provides both irfeplaceable finance and economic management. for
indebted states, an offer only refused by irresponsible
politicians (Truell, 1987: 37).

In the cases of both Brazil and Mexico, economic adjustment
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has proven to be more than an issue of short-term sacrifice.
Democratic governments have repeatedly emerged as ineffectual in
implementing prolonged programs of austerity. For example;
Mexico?s 1986 econcmic crisis strengthened the PRI's populists,
who excoriated both the International Monetary Fund and foreign
_commercial bank creditors. At the same time,‘the PAN continued
to score- political gains, particularly within northern urban
areas. On the other hand, non-oil exports soared by_37% in’;986,
surpassing oil export growﬁh' for the first time since 197§.
kAdditionally, as petroleum prices became firmer in 1987, at
approximately $18/barrel, the prospects that $7.0 billion in debt
service would be ’paid .dommercial creditors, wiﬁhout
“insurmountable difficulty, appeared to improve.

By contrast with Mexico, in both 1984 and 1985, Brazil's
equrt earﬁings wererenouéh to meet the nation's debt service
- charges. In 1985, Brazil paid $10.2 billion out of its '12.5
billion trade surplus in interest charges. Meanwhile,'risingv
consumer demand combined with falling international interest
rates and oil prices to spur the highest growth rate of any
nation in the world, at 8.3%. Yet in examining the state of
affairs in Brazil, the new Sarney administration perceived'bcth a
social and an economic crisis. Inflation was increasing at an-
annual average rate of 250%. Unemployment remained at 12% of the
labor force. Moreover, at least 30 million Brazilians (almost
25% of the population)'existed "in a state of absolute misery."

Consequently, the government decided to devote an initial 10.5%
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of GNP to 'social welfare' investments, such as school lunch
programs, health, education, housing and social security (Sarney,
1986: 108-109).

By 1985, Brazilian imports from the United States amounted
to $3.1 billion, compared with total bilateral trade of $ll.2
billion. But the range “and intensity of US-Brazilian trade
disputes were expanding. For instance, in 1984 Washington
imposed a countervailing tariff on ethanol, and an 800,000-ton
quota upon steel from Brazil,bcontending that domestic subsidies
had been provided in each case. Similar disputes arose with the
Eﬁc. Subsequently, the US filed formal protests regarding the
use of state subsidies for Brazil's aircraft industry, and the
declared persistence of product counterfeiting as well as patent
infringement.

Additionally, Brazil's 1984 Informatica Law ¢omprehehsively
banned imported robotics, minicomputers and microcomputers. This
legislation effectively enabled local entrepreneurs td increase
their share of the country's 2.7 billionkcomputer mérket from 23%
in 1979 to 56% in 1986. It also led to a US investigation under
section 301 of the 1974 Trade Act, and threatened retaliation by
mid=-1987. On the other hand, US trade barriers .forced a
reduction of some $750 million in 1985 imports from Brazil.
Furthermore, Brazilian debt service payments to US-based
commercial banks of some $9.0 billion in 1986 were unfa&orably
compared, in Brasilia, with a bilateral .trade surplus of 2.9

billion. Subsequent deletion of Brazil from the US GSP schedule
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will account for a further $400 million in lost export markets
during 1987.

Since the mid-1970s, Brazil has empha;ized countertrade,
usually organized through the. Petrobias subsidiary Interbras,
with the goal of a least matching import licenses and export
contracts. Similarly, Mexico has encouraged barter transactions,
~especially since the ex;hange control system set up in September
~1982. For instance, foreign firms. in the automobile sector must’
balance - imports with exports; and foreign investments in
electronics have been subject to a 75% output repurchase or
export obligation (OECD, 1985a: 32, 37).
| Figures 4 and 5 compare Brazilian and Mexican export as well
as import values during 197941985, together with major commodity
export proceeds in each case. These reflect the export of
neither minerals such as Brazilian iron ore and bauxite, nor
steel, automobilesband other manufactures ({19}. However, even
when only ené:gy and agricultural exports are téken into account,
these figures clearly demonstrate that whereas Mexico continded
" to depend heavily upon petroleum exports, Brazil “successfully
emphasized export diversification and expansion. This = was
particularly after 1983, when manufactures and semi-manufactures
together represented nearly two-thirds of total export préceeds;
At the same time, some 40% of Brazil's exports were generated by

multinational corporations.
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Please Place Figures 4 and 5 About Here

In Mexiéo, by contrast, maguiladoras or in-bond industriés,
established by US companies, had béccme the second largest
foreign exchange source by 1985. In . 1986, such industries
empldyed 256,000 workers (11% of total industrial employment) in
éQi plants, producing $1.5 billion in value added (Banamex, 1985:
534). Where large1y>foreiqn-owned subsectors, such as electrical
kmotors; semi-conductors and television receivers accounted for
44% of tofal 'magquila' exports, lébcr-intensive products.such as
made=-up - clothing génerated only 9 perceht of border exports
(Dillman, 1983). Such factories tended to be smaller, aﬁd to
poséess a relatively large proportion of Mexican capital
;inﬁestment. Taking the Mexican and Brazilian cases together,
overall export earnings flows remain comparabie, with some $21
billion and $26 billiocn earned, respectively, in their best
;recorded> year of 1984. Even so, the effect of pronounced
fluctuations in Mexican petroleum export proceeds remains
evident.

Initial Mexican public sector growth can be more clearly
linked to state structure and domestic political objectives than
in the Brazilian case. It was during the second Vargas term

(1951-1954) that the Brazilian estatais or state enterprise
sector first rapidly expanded. Such enterprises included the

National Bank for Economic Development (1952), Companhia vale do
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Rid Doce (1983) and Petrobrés'(1953). These institutions were
typically seen as powerful instruments of national development,
which stimulated private sector activity in related areas, while
promoting regional integration (Seplan, 1984: 57-67).

For example, the establishment of Petrdbréé followed two
years of intense elite debaﬁe as to how Brazil's oil
requirements, which were growing at over 10% per annum, could
pest be met. The declared global priorities 6f the internétional E
oil majors then active in Brazil appeared incompatible with
perceived national needs for vigorcuéllocal prospecting (Wirth,
1970: 255). Later, during the 1970's, Petrobras' tanker
expansion program stimulated the growth of shipbuilding
industries. | Dfilling activity also encouraged engineering
diversification and growtht as well as the emergence of new
platform construction companies. Additicnally,‘ Brazil became
approximately 50% self-sufficient in oil.

Eventually, getu;iémo came to represent a commitment to more
widely distributed resources and opportunities (Flynn, 1978:
1i81). But whére Mexico was able to limit populist deﬁands for
ever-expanding public expenditure, during the 1950-1964
desenvolvimentista period the Brazilian government resorted to
‘inflaticnary increases in state spending, in an effort ’tb
generate greater legitimacy (Graham, 1984: 41). This
kparadoxically encouraged expanded political instability. In
contrast, between 1929 and 1985, the National Revolutionary Party

(PRI) maintained exceptional domestic political stability in
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Mexico, by either incorporating or co-opting most major
‘coalitions within the state-society. Recurrently struck
political bargains elicited support for the system, because of
guaranteed long-run compensation for any short-term losses
incurred (Dominguez, 1982: 10-11). The unitary aspiraticns of
the:party were premised upon perceptions of a compelling need for
collective harmony, in the spirit of not only Simon Bolivar, but
also of Thomas Aquinas, Jean-Jacques Rousseau and Augute Comte
(Dealy, 1985: 108«127).

Among other things, this has meant comprehensive subsidies
for basic food items, in direct contradiction to the programmatic
requirements of the International Monetary Fund. President

, .

Echeverria explained the rationale for such policies:

Through the Revolution, we have achieved

liberty, internal peace, sustained growth and

self~-determination for all citizens.

However, there still remain serious

scarcities and injustices that threaten our

conquests: excessive income concentration

and the marginalization of many fellow

citizens endanger continued economic

development. We cannot rely exclusively upon

institutiocnal equilibrium and increased

wealth as solutions to our problems

(Excelsior, 1970: 18).
However, since the composition of the governing coalition within
the Party experienced at least potentially substantial shifts
after the inception of each sexenio, succeeding governments
‘became increasingly less able to pursue long-range socioceconomic
strategies. Furthermore, in order to maintain the minimal
conditions  required for coalition stability, recent presidents

have avoided addressing serious structural problems, whenever
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poesible (Newell and Rubio, 1984: 77).’

By contrast, during the mid~1960s, when confronted with a
cbnsuﬁer price index which was rising at an annual rate of 91.4%,
combined with lackluster GDP growth of 2.9%, the Brazilian
'miiitary regime effectively implemented a policy of fiscal and
monetary restraint. The government also instituted a package of
extensive 'export' incentives. For instance, in 1965, export
earnings were eliminated from taxable corporate income, and
deductions were allowed for expenses associated with foreign
seles promotions. In 1968, Brazil.began regular cruzeiro mini=-
devaluations, so as too maintain eXport competitiveness. At that
point, export.earnings ﬁere enly'$400 million more than they had
‘been iﬁ 1956. However, expo;t values Sﬁrged thereafter, by more
than 30% in some years.
| In both countries, explicit export promotion policy becanme
increasingly'important over time. Thus,in 1969 the Brazilian
government introduced a tcredit~premium,' or special state
subsidy, amounting to 15% of expoft value (20}. Similarly, the
Echeverr{e administration had’ introduced export subsidies in
Mexico by 1971; although these were counteracted by increasing
kexchange rate overvaluation, and onlyv marginally reduced.
proteetionism;' Additionally, Brazilian exporters were allowed to
~borrow government funds at fixed interest rates, which were
‘subetantially lower that expected consumer pricekindex increases.
After achieving real average annual GDP growth of 7% during 1945- .

1960, South America's ‘'half-a-continent' entered the years of
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the economic miracle (1965-1974), recording real GDP growth of
néarlyllo% each year.

. By the time of the first OPEC crisis in winter 1973,
however, the military regime was forced to choose  between
contihued reflation, in an effort to maintain the momentum of
economic growth, or reversion to restraint, so as to offset
:.‘renéwed inflation and an emergent tfade deficit. An intermediate
strategy was adopted, primarily for political reasons. Since the
military government had justified its rule'iargely by means of
~its economic management, it was feared that a recession would
undermine the armed forces and antagonize civilian groups
(Richards, 1986: 464). Similar considerations ,governed,'the'
regime's responses to the second oil shock of 1979-1980." One
summary measure of Brazilian economic developmenﬁ under military
rule is  that during‘ 1964-1984, external debt expanded over
twénty~eight times, while per capita income barely doubléd.
However; creditor cbnfidence has been compératively consistent.
‘During 1974-1982, estimated capital flight from Brazil was
approximately'4.3% of gross external debt. By contrast, Mexican
capital flight amounted to $32.7 billion, or 34.3% of such debt

(Khan and Ul Haque, 1987: 4).

Critical Domestic Coalitions and State Policy Choice

Where the critical economic coalitions in Brazil have been

alternately led by relatively conservative military technocrats
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and at least partially populist civilian elites, the major
political fault lines in Mexico have been those between pragmatic
internationalists and economic nationalists. Mexico's first
significant respohse to a gatﬁering' post-1980 economic crisis
occurred.ih«Februafy 1982, when the peso was allowed to drift
downward by 67%, reaching 45 pesos/USS$1.00 (Anaya and Sanchez,
1963),' A coalition of free. market advocates,  led by Finance
Secretary Jesus Silva Herzog and Central Bank Director Miguel
~Mancera,‘implémented a package of continued mini-devaluations and
increased interest rates. However, a 34.2% adjustment of the
fﬁinimum wage on January 1, 1982, which was intended to compensate
for the effects of inflation during the preceding year, ‘was
followed by an émergency wage increase of 30% three months later.

Taken together, these salary adjustments, which were greater
than the inflation rate, increased both effective demand 'and
p:iceé. 'Meanwhile, a cbalition of economic nationalists called
for expanded state intervention and market controls. A leading
member of this group; Carlos Tello, replaced Mancera as president
of the central bank in mid-year, although Silva Herzog remained
finance minister. Two resulting policy changes were the creation
of a multiple exchange rate system, and theinationalization of
Mexican-owned private banks on September 1, 1982 {(21}. With the
installation of President Miguel de la Madrid in December, the
influence of the economic nationalist coalition temporarily
waned, and Mancera returned to the central bank.

The new administration offered a ten-point program which
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‘emphasized reduced growth iﬁ public sector spending, increased
public sector efficiency, foreign exchange market rationalization
and fiscal reform. However, political imperatives ‘remained
central to policy choice: this platform also included pledges to
protect employment and the domestic economy, and to guard the
QOVernment's role as 'rectér' of Mexico's mixed economy (Banamex,
1982{ 593-612). Similarly, in Brazil, president-elect Tanqredo
Neves responded to the problems of éxternal debt ($99.6 billion)
and  internal inflation (300% annual rate)' in early 1285 by
proposing administrative éusterity, flexible érice controls, and
limited privatization. However, he opposed any reduction‘iﬁ the
real incomes of salafied wofkers, while favoring agraiian‘reform'
and resource transfers from expensive infrastructural projects to
social expenditures, such as low-cost housing, nutritional
programs, and credit for small farmers (Sanders, 1985: 2).

In the short-run, Brazilian military governments have
typically been more effective than their civilian counterparts in
encoﬁraging structural macroeconomic chanée. Meanwhile, Mexico's
PRI has increasingly combined attempted inclusiveness with
mobilized participation and cbercion, in an effort to attain both
impfoved economic management and socilopolitical stability. This
course of action yielded both scme immediate benefits and
substantial longer-term costs, comparable with those encountered
by Brazil during the 1960s. For instance, after granting a 235%
increase in the minimum wage in January 1983, the Lopez Portillo

government was able to hold mid-year salary settlements to 15.7%
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in ’the face of a 50% demand made by the Mexican Labor
Confederation (CTM). But as a result of defeat by the opposition
" National Action Party (PAN) in the Chihuahua municipal election,
the governing PRI began to rely upon widespread electoral fraud.
| At the same time, an Emergehdy Jobs Program provided up to
700,000 - temporary Jjobs in public works, compared with new
: unempioyment émounting to an estimated 1.5 million. Mexico
became a model of economic recovery by generating a global trade
surplus. of over 14.5 billion.: In 1984, the lMexican econony
expanded by 3.5%, and a trade surplus of almost $14 billion was
.again,attained. cOnseqﬁently, the nation's commercial creditors
agreed té‘a long-term debt rescheduling‘that’included interest
rate reduction, and a grace period of five years on principal
‘payments. But- in 1985, Mexico faced debt service payments of
_$ll.8.billion, with a trade surplus of only 47.8 billion. During
1986, when external debt mounted to $97.7 billion, Mexico lost
 some 60% of the value of its o0il exports,. which in turn,
constituted over 70% of all export earnings.
Both countries have also displayed partially convergent
responses to their trade and payments outcomes. For example,
~whéh Brasilia's 1986 trade surplus of some $9.5 billion was more
than cancelled by $12 billion in interest payments {22}, then
Finance Minister Funaro declared that no more than 2.5% of
Brazil's gross national product (an estimated $7.0 billicn) would
be spent on servicing foreign debf in 1987 (Fortune, September

15, 1986: 84). Similarly, during a nationally televised speech

30



made on February 21, 1986, President Miguel de la Madrid argued
that‘Mexico's,debt service should be linked to the country's
ability to pay.

In turn, this capacity to pay was constrained by
protectionism in the markets of OECD trading ;pértners. The
levels of international interest rates were not sacrosanct, and
could be altered by mutual agreement. Finally, success in
iﬁplementing international economic policy required much more
cooperation on. the part of ‘all states“. The inter‘est'payment‘
- moratorium declared by Brazil on February 20, ;987, together with
Brasilia{s request for $4.o~billion in new lcans and saviﬁgs from
debt reschedﬁling,. can be incompletelyj explained as 'ai
demonstration effect of the 1986 Mexican'loan agreement  {23}.
But domestic sociopolitical and economic dynamics play a much
more fundamental explanatory role, together with the 'maturation
effeét' of continued cycles of debtor-creditor interaction.

In both ﬁrazil,and Mexico, the critical domestic coalitions'
which influence policy choice include large public sector
'cdrporations such as PEMEX and Petrobras, populist politicians in
the PRI and the PMDB vrespectively, as well as major
industrialists and financiers, with transnational corporate
linkages in many cases. These coalitions act as far as possible
to sterilize the domestic political system, if not the ebonomy,
from the negative effects of world market-instabilities,~such as
expanding OECD trade imbalances and cross-~exchange rate changes.

Thus in Mexico, the maintenance of the estado rector rather than
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either maximal economic growth, income redistribution or more
autonomous political participation, remains a prime PRI concern.
Within the PRI, 'Democratic Current' dissident leaders might
“demand more revolutionary nationalism; that Mexico's $7.7'billion'
regquirements in new 1986-1987 commercial loans were
oversubscribed, continues to be more important for host memnbers
of the nation's dominant coalitions. Similarly, in 1987,
Brazilian finanCe'minister Bresser‘Pereira‘opted for acceierated
“devaluation (8.49%) and expanded export proceeds if possible,
rather than substantial economic growth. Meanwhile, the PMDB,
which heldl 22 of the country's 23 state governorships and
absolute majorities in both houses, remainéd dee?ly divided
betweeﬁ social‘democratS«and conservatives. Where the former
group emphasizes policies such as raising Brazil's $37 minimum
monthly wage, cuttinq.the working week to 40 hours from 48, and
oppositicn to the traditional premises of IMF country programs,
relative conser&atives, led by President Sarney, Justice Minister
Paulo Brossard, and several state governors, tended to be mnore
amenable ‘to liberal economic¢c policies and foreign creditor .

conciliation.
Conclusion

It has been shown that the main substantive economic norms
include protectionism, intra-corporate transfers as well as

transnational corporate arrangements, volatile currency flows and
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éxpanding developing country debt. Although significant change
continues to occur in regionél output, trade and bank asset
ratios, for most middle-income developing countries economic
growth remains synonymous with dependent development. Among such
nations, Brazii ‘and Mexicb were vseleétad for examinaticn, as
prime members of a state-society set which potentialiy possessed
at least some eéonomic policy autonomy.
| The principai objective ﬁas to exp;ain their respective
policy responses to  continued wbrid market instabilities. For
the purposeé of this task, the world market was analyzed as a
‘doﬁstruct which resulted from - interaction between the
international trade and finance regimes.. These international
reqimes remain ‘dynamically uhstable. This is evidenced, in part,
by extreme trade imbalances and exchange rate instability, as
well as continued external debt expansion. »
Brazil and'Mexicobare similar on many dimensions. These
include population, demographic profileé, domestic market size
relative to other Latihv American states, economic structure,
industrial growth rates, foreign economic policy evolution and
trade as well as payments flows. On the other hand, major
dissimilarities in their policy environments emerge, when their
sociopolitical development patterns, geohistorical evolution,‘and
current relative participation in transnational corporate
activity are examined. One important consequence observedfisv
that where Mexico's recent policy responses to world market

. instabilities 1link economic growth and sociopolitical stagnation
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Brazil has continued to combine economic immobilism and
sociopolitiéal volatility. These cases document the dynamics by
which continued economic crisis tends to encourage either social
~instability or political repression, if not both,'even within
pluralistic democracies. They also emphasize the potential for
mutual misperception between most OECD states and sﬁch indebted
developing countries, across a range of trade and financial
 issues. In either case, state policy choices continue to be
forged during negotiations among critical domestic coalitions, 
that respond primarily to the perceived fit Dbetween

international economic norms and internal political imperatives.
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Notes

7’
{1} During the presidencies of Luis Echeverria (1970-1976) and
Jose Lopez Portillo (1976-1982) 'in Mexico, the parastatal sector
exploded from 84 organizations in 1970 to 740 in 1976 and 1,155
in 1982 (Villareal, 1978: 213-245; El Mercado de Valores, 1986:
753) . Similarly, between 1974-1983, the participation of
government firms in the net assets of the two hundred largest
non-financial enterprises in Brazil increased from 67% to 76%,
and in sales, from 35 percent to 53 percent (Visao, 1984: 49-56).

(2} In Brazil, the national income share accruing to the lower
~ fiftieth percentile of the population declined from 17.7% (1960)
to 15.6% (1970), while the share accruing to the top ten percent
expanded from 39.7% in 1960 to 46.4% in 1970, to 47.7% in 1980,
In Mexico, the lowest 20% of all income earners received 7.8% of
the national income in 1950, but only 1.9% in 1975, while the
share of the top ten percent expanded from 38.6% in 1950 to 43.5
in 1975 (Geyer and Van Der Zouwen, 1982). ~

(3} Both economies experienced primary product export dependence
between 1880-1930, before successively embarking wupon first
horizontal (1930-1935) and then vertical (1955-1970) import-
substitution industrialization, followed by the most recent
policy phase of diversified export promotion (Evans, 1984: 120-
125) .

{4} Mexico's standby and extended arrangements with the Fund
took place in 1954-1955, 1959, 1961-1962, 1977-1979 and 1983-
1984, In turn, Brazil's standby and extended arrangements with
the Fund occurred in 1958-1959, 1961-1962, 1965-1973 and 1983~
1984. .

{5} Between 1975-1977, the OECD states applied new restrictions
to 3-5 percent of world trade flows, valued annually at $30-50
‘pillion (Long, 1977). Where nine advanced industrial countries
imposed no nontariff barriers to manufactured imports in 1974,
all such states had resorted to NTBs by 1980 (Page, 1983: 17-40).
Within Europe, NTB market coverage ranged from 17.9% in the case
of the Benelux states to 48.8% in Switzerland. Of some 114
safequard actions in effect between 1978-1983, only 30 were taken
within GATT. The remainder, including thirty-seven voluntary
export restraints or orderly marketing agreements, all ignored
GATT stipulations (UN, 1983: 30-33). Restricted manufactured
product groups accounted for at least 30% of total OECD
consumption in 1983, compared with 20% in 1980. During the same
period, the proportion of restricted OECD trade rose from 31% to
73% in steel, and from 53% tc 61% in textiles and clothing (OECD,
1985b: 11-12).



{6} However, Citibank estimates suggest that cross-trades
account for most capital transactions, and that daily long-term
capital movements did not exceed $500 million (or the total
monthly interest payment of Brazil) in 1986.

{7} The only precedents include France in 1948, when the Forth
Republic introduced multiple currency rates in contravention of
the fund's Charter, and Czechoslovakia in 1953, when payments.
data were withheld prior to Prague's withdrawal from Fund
membership. By January 1986, nine countries were overdue by six
months or more on loan repayments to the Fund totalling $443.7
million (WSJ, 1986: 34).

(8} The 1986 US trade deficit amounted to $169.78 billion,
whereas Japan and West Germany amassed surpluses of some $86
billion and $51 billion respectively. In turn, the 1986 US
current account deficit is estimated at $123 billion, or the same
order of magnitude as in 1984 and 1985 (de Larosiere, 1986: 2).

(9} . Nineteen currencies are independently floating. Five are
adjusted according to a set of agreed indicators. A further five
‘demonstrate 'limited  flexibility' in terms of the US dollar.
Elght EEC states are members of the European Monetary System.
Nine countries engage in 'other managed floating.' Thirty-tree
currencies are pegged to various currency cocktails other than
the Special Drawxng Rights, to which a further eleven are tied.
Thirty currencies are linked to the US dollar, fourteen to the
French Franc, and five others to the South African Rand, the
Indian Rupee or the Australian dellar (IMF, 1986b: 20).

{10} For example, in 1982, national trade restrictions affected
over 25% of all manufactures and 33% of all agricultural products
traded - internationally (Anjaria, 1982: 2) A 1983 study found
that approximately 48% of all international commerce consisted of
managed trade (Page, 1983).

" {11} For instance, a mean 43% of international trade in high
technology products, and some 50% of all US trade occurs within
TNCs.,

{12} Such investment is concentrated in Brazil, Mexico, Malaysia,
Singapore and South Africa, which together accounted for over
half the total stock. Commercial loan activity mushroomed from a
total of $11 billion outstanding at the beginning of 1972 to
- $313.4 billion in 1986, excluding all unguaranteed debt (IMF,
1985: - 262). By 1984, 150 commercial banks accounted for 85% of
outstanding developing country debt (Mentre, 1984: 5-6). '

{13} By September 30, 1986, 23 member countries were

involved in stand-by arrangements with the Fund, for a total
value of SDR 2,223.01 million. Three structural adjustment
programs were in place, in Burundi, Gambia, and Mauritania.
Finally, a three~year extended arrangement with Chile (SDR 750
million) was scheduled to expire on August 14, 1988 (IMF, 1986b:



21).

{14) In November 1986, the government of Zaire announced
effective abandonment of an IMF structural adjustment program
which had been in place since 1983. President Mobutu Sese Seko
declared that Zaire would pay no more than 10% of its export
earnings or 20% of government revenues (whichever was less) in
debt service.

(15) By 1980, 70% of Mexico's external trade was conducted with
the United States, while new American investments in Mexico had
surpassed one billion dollars, compared with only $378 million in
1978 (Millox, 1982: 209). On the other hand, where PEMEX had
exported all its hydrocarbon products to the US in 1976, by
January 1981 Mexican oil was exported to eleven countries,
including Brazil.

{16} Roberto Campos, Lancaster House speech, May 16, 1972.
. Reported in Peter Flynn, 1978: 330. -

(17) The average annual inflation rate rose from 200% in 1983 to
235% in 1985 and 300% by early 1986. This was dramatically
reduced to almost zero by the February 28, 1986 stabilization
program. - However, by yearend, a surge in effective consumer
" demand had created domestic supply bottlenecks and sharply
increased imports, setting the stage for renewed inflation at
annual rates of over 500%.

{18} Under Article 139 of the Constitution of the Estado Novo,
strikes and lockouts were expressly forbidden. Only those trade
unions recognized by the state were allowed to represent. the
interests of their members. Meanwhile, article 122 provided for.
censorship of the press, theater, cinema and radio, so as to
protect "the public interest and the security of the state."

{19} Brazil remains the world's largest iron ore exporter. In
1984, such exports amounted to 88 million metric tons, worth
$1.58 billion. Some 4 million metric tons of bauxite, valued at
$129 million, were sold abroad during the same year. As a
further indication of product diversity, Brazil also earned $1.9
billion from the export of 208,000 automobiles, and $1.7 billien
from steel exports in 1985.

(20} After negotiations with GATT officials in 1982, Brazil
reduced this credit-premium to 11%, and agreed to eliminate it
in 1985.

{21} President Lépez Portille justified this bank nationalization
as a means of controlling capital flight, devaluation and
inflation. However, critics have argued that the banks provided
a convenient scapegoat for a chief executive who was also anxious
to be associated with Lazaro Cardenas as a great nationalist.



(22} similarly, in 1981, Brazil increased exports by over $§3
billion while reducing imports, achieving a trade surplus of $1.6
billion. However, the deficit on current account remained at 'a
level of over $11.0 billion, including interest payments of $10.3
billion. : o

{23} Under the Mexican loan agreement negotiated in Fall 198§,
commercial creditors agreed to (a) extend $6.0 billion in new 12~
year loans, with $3.0 billion guaranteed by the IBRD (b) accept
an annual interest rate of 13/16 percentage point above LIBOR (c)
reschedule $44.0 billion of official debt over 20 years at the
same rate, with only interest payments due in the first seven
years (d) provide $1.2 billion in investment contingency funds
related to oil price levels (3) provide a further $500 million
(50% IBRD~guaranteed) if Mexico failed to achieve at least 3%
economic growth in 1987. ‘ - '
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FIGURE 1
Mexican Trade & Payments Flows
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FIGURE 2
Brazilian Trade & Payments Flous
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FIGURE 3

COMPARING BRAZILIAN AND MEXICAN ECONOMIC POLICY ENVIRONMENTS
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FIGURE 4
Mexican Trade Yalues
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FIGURE 5

Brazilian Trade Values
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