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INDUSTRIAL INVESTMENT IN AN 1EXPORT1 ECONOMY: 

THE BRAZILIAN EXPERIENCE BEFORE 1914 

I - INTRODUCTION 1 

Under what conditions does an economy specialised in 
primary product exports become industrialised? More specifi-
cally, what induces capital to move into activities geared to 
the internal market, rather than the traditional export sector, 
and where does this capital come from? The Brazilian 
experience since the late nineteenth century is clearly relevant 
in connection with those questions: it represents - distortions 
and inequalities apart - an accomplished transformation of a 
typical export-based economy into one with a relatively high 
level of diversification. This paper brings some new evidence 
on the first steps of that process, in the period before the 
First World War. This evidence, it will be argued, brings into 
question some accepted notions on the early development of 
manufacturing production in Brazil, especially as concerns the 
role of tariff protection, and the relations between the new 
sector and the old export-oriented activities. 

Two opposite views can be broadly recognised, in the 
literature, as to the relations between exports and industrial 
investment in Brazil.2 In the initial interpretations of 
Brazilian industrialisation, much emphasis was given to the 
stimulus provided by demand shifts towards home-produced goods, 
in times of crisis -in the external trade, as the basic factor of 
industrial growth - notably in the influential book by C. Furtado 
(1959i chs. 21, 22). Industrialisation was associated, thus, 
with unfavourable circumstances in the external sector (the so-
called 'adverse shocks' argument). Although the conditions 

This paper is partly based on ideas put forward, in a less 
developed form, in Versiani and Versiani (1975)-: I am obviously 
indebted to Maria Teresa R.O. Versiani, who co-authored with me -
among other undertakings - that earlier paper. I am grateful 
to Dr. David E. Goodman and Dr. Jose Roberto Mendonga de Barros 
for their very helpful comments on an earlier draft; the paper 
benefited also from discussions in an Institute of Latin 
American Studies seminar. Of course the views expressed are 
the author's alone. 



surrounding the decision to invest were not much explored in this 
context, the general view was that the development of internal 
productive capacity had largely been induced by the external 
trade 'shocks1 themselves. That is, the rise in the internal 
price of importables, induced by the demand shifts (as during 
the Depression of the thirties, or the First World War), 
together with the enlarged profits of pre-existing domestic 
producers of those goods, would have been the basic inducement 
to invest in the manufacturing sector. To the extent that 
export activities were made relatively less profitable by these 
crises (certainly the case in the 1930s), it could also be 
assumed that funds originating from the agro-export business 
would have flowed to manufacturing; the same mechanism thus 
could also help to explain the financing of industrial invest-
ment [Furtado (1959, ch. 22); Baer (1965, ch. 2)]. 

This idea of a link between shock-induced demand upsurges 
and investment in manufactures was weakened, however, by later 
evidence on the actual evolution of investment [v. Villela and 
Suzigan (1973, chs. 4-6)]. In particular, a remarkable lack of 
correspondence is found between periods of growth in internal 
productive capacity and periods of rapid advance in industrial 
production; prima facie, a point difficult to conciliate with 
the adverse shocks argument. This is illustrated in Table 1, 
which shows that imports of industrial equipment before 1945 
were concentrated in the mid-twenties and in the years before 
World War I, both periods of relatively sluggish output growth. 

Table 1: Industrial growth and imports of industrial 
equipment in Brazil, 1900-1945 

Annual growth rate of Index of equipment 
industrial output (%) imports (1939=100) a 

a. Average of the periods, excluding the last year. 

Sources:- Industrial output series from Haddad (1977, 
pp. 147~48); index of industrial equipment imports 
from Villela and Suzigan (1973, p. 437). 

1 9 0 0 - 0 9 5 . 6 61 

1 9 0 9 - 1 4 3 . 0 147 

1914-23 9.0 64 

1 9 2 3 - 3 2 1 . 0 1 3 4 

1 9 3 2 - 3 9 1 0 . 0 95 

1 9 3 9 - 4 5 5 . 7 1 0 9 



The direct flow of capital from agriculture into industry, at 
least in the 1930s, was also found difficult to substantiate 
[v. Silber (1977)]. Under different forms, the view emerged, 
then, that the first industrial investment undertakings could be 
associated, not with crises in the external trade, but, on the 
contrary, with periods of boom in exports [Villela and Suzigan 
(1973); Baer and Villela (1973); Leff (1969); Mello (1975)]. 

As to industrialisation before World War I, two periods are 
generally emphasised (both coinciding with booming export 
activity): the 1890s, and the six to eight years preceding 
the war. A widely accepted view holds that significant 
industrialisation only started in the nineties, aided by the 
credit expansion of the period. Deliberate government policies, 
it is argued, played no direct part in the process; the 
protective effect of tariffs, in particular, is seen as unim-
portant [Fishlow (1972); Villela and Suzigan (1973)]. 

The evidence examined below points, in contrast, to the 
following conclusions, for the pre-1914 period: 
(a) No simple relation between agricultural exports and 
industrial investment can readily be established. The 
behaviour of the export sector was neither 'favourable1 nor 
'unfavourable' to industrialisation; it was both - in different 
periods, and in different senses. 
(b) The development of domestic manufacturing production 
depended crucially on tariff protection. This suggests that an 
adequate understanding of the emergence of industry in nineteenth-
century Brazil requires a study of the conditions under which a 
high tariff barrier for manufactured imports was erected. 
(c) While the 1890s witnessed a rapid growth of manufacturing 
production, evidence on the importance of pre-1890 enterprises 
(and on the role of profit-reinvestment as a source of finance 
for those enterprises) shows that this decade should not be 
taken as the starting point for the study of capital accumulation 
in industry. 

The paper deals with the evolution of investment in the 
cotton textile industry before 1914. This sector was, then, 
the dominant form of manufacturing activity in the country. 
Another advantage of focussing on the cotton industry is derived 
from the fact that Brazil had some weight as an importer of 
cotton goods in the world market: the development of domestic 
production tended to be followed with keen interest by some 
foreign observers, including British diplomatic representatives, 
so that information from those sources partly compensates for the 
dearth of statistical data. 

The next section (II) gives a general picture of the 
evolution of cotton manufacture in Brazil before World War I. 
It is followed by an examination of the role of merchants in the 
development of the industry (III), and of the possible 



importance of exchange rate instability as a source of 
inducement to industrial investment (IV); these points are 
illustrated, next, by a review of the main traits of the four 
pre-1914 investment 'spurts' (V). The question of the origins 
of industrial capital is then briefly examined (VI); this is 
followed by a discussion of the protective effect of the tariff 
system (VII). A final section presents the main conclusions. 

II - THE EARLY DEVELOPMENT OF COTTON MANUFACTURE: AN OVERVIEW 

The first over-all picture of the Brazilian manufacturing 
sector was provided by the Industrial Survey prepared by the 
Centro Industrial do Brasil, in 1907. In that Survey, the 
capital applied to cotton mills was found to be 35% of the total 
capital in industrial activities; the sector had also 30% of the 
industrial labour force. These numbers underestimate, however, 
the relative importance of cotton manufacture in the period, 
insofar as a large proportion of .what was defined as 'industry1 
in the Survey consisted of small-scale establishments, with a 
very limited degree of mechanisation, or of artisan shops. 
This is seen by the fact that, while in cotton mills the average 
number of workers per establishment was 285, in all other sectors 
this average was only 34; in capital per establishment, the 
value for cotton mills was more than ten times larger than that 
for the remaining activities. In the city of Rio de Janeiro 
(Distrito Federal), where the largest concentration of industrial 
establishments was found - about one fifth of the total - cotton 
mills had 527;; of the labour force of those manufacturing 
establishments with 200 or more operatives [CIB ( 1 9 0 9 , Mappas, 
pp. 16-37, 150)]. There is no doubt that what is said of the 
cotton textile industry, in the period, will be largely true of 
manufacturing as a whole. 

In 1907, internal production of cotton textiles surpassed 
300 million meters, and was twice as large, in value, as total 
imports under the same heading. Two decades before, in 1885, 
production had been estimated at no more than 38 million meters, 
at a time when imports from England alone were about five times 
as large [CIB (1909, p.26l; Mappas, p.144); BCR (1886, p.l88); 
AST]. Clearly, the period 1885-1907 witnessed a very rapid 
growth of production, concurrent with a marked decrease in the 
relative participation of imported goods in internal consumption; 
a typical instance of growth by import substitution, as Fishlow 
(1972) noted. From 1907 to 1913, the industry continued to 
grow, if at a slower pace, while the level of imports did not 
change much; in 1912, the best year before the War, production 
reached 400 million meters [Stein (1957, p.193); IBGE (1939/40, 
p.1329)]. 



The rapid growth from 1885 to 1907 seems particularly 
noteworthy: the numbers quoted above imply an average growth 
rate close to 10% a year. It. is generally accepted that the 
rapid devaluation of the mil-reis in the 1890s was a major 
factor in the boom, diverting demand towards domestically pro-
duced goods (more on this below). On the other hand, it has 
been suggested that a previous expansion in internal productive 
capacity, enabling local producers to respond to the increased 
demand, may have been induced by the sharp credit expansion that 
followed the banking reforms of 1888-89. Both the supply and 
demand shifts could, thus, be attributed to the same cause: 
easy money would have provided funds and stimulus for investment; 
and the ensuing exchange devaluation would have provided 
protection [Fishlow (1972)]. This interpretation gave support 
to the view, adopted in various recent studies, that the first 
important flow of capital into industry occurred in the early 
1890s [Tavares (1974); Mello (1975); Cano (1975); Silva 
(1976)]. 

A closer examination of the available evidence shows, 
however, that industrial undertakings prior to I89O, in the 
cotton sector, were far more important than is generally recog-
nised. This is indicated, for instance, by the fact that firms 
founded before I889 had 47% of the total book value of machinery 
and equipment in the cotton textile industry, in the 1920 Census.3 
A more detailed picture can be gathered from the dates of 
foundation of the early mills: the numbers in Table 2 show that 
fully one-half of the stock of looms in the country, by 1905, 
belonged to mills established before 1889, and a substantial 
proportion was held by mills founded in the seventies, or at 
earlier dates. This indicates not only that the inducement to 
invest in manufacturing was clearly present before the 1890s, 
but also that the expansion of those early firms was a central 
element in the growth of the sector. This point will be 
explored below. 

We know also that domestic producers had already conquered 
some sections of the domestic market from imports by the end.of 
the eighties. In successive reports, the British Consul in Rio 
pointed to the decrease in Brazilian imports of 'domestics1 -
a coarse type of cloth, formerly the main single item in textile 
imports - -due to competition from local production [BCR (1886); 
BCR (1887-A); BCR (1888)]. The numbers in Table 3 suggest an 
impressive advance of import substitution, in this class of 
goods: in seven years imports of 'domestics1 fell by more than 
40%, while total cotton textile imports increased by 22%. In 

1888, another British diplomatic report remarked that 'the 
unbleached cotton [import] trade has been killed by local 
factories' [BCR (1889, p.20)]. This can be contrasted with the 
idea that '[the] first appearance [of import substitution in 
Brazil] was in the 1890s as a direct consequence of inflationary 
finances' [Fishlow (1972, p.311)]. 



Table 2: Brazil: cotton mills in existence in 1905, 
by date of foundation. 

Date of Number of Percentage of 
foundation mills looms in 1905 

Before 1888 50 50*7 

Before 1870 10 4.7 

1870-75 14 16.3 

1876-79 2 5.1 

1880-84 11 15.2 

Before 1884, year 

not ascertained 4 1.5 

1885-88 9 7.8 

After 1888 26 52.5 

1889-95 22 30.2 

1896-1905 ^ 2.3 

Date not ascertained 35 16.8 

TOTAL 111 1 0 0 . 0 * 

Sources: Data on 1905 mills from Cunha Vasco (1905). 
For dates of foundation, see Appendix A. 

* Percentages do not total 100 because of rounding off. 

The data in Table 2 suggest the existence of three periods 
of concentrated investment activity before 1905: 1870-75? 
1880-84, and 1889-95- A fourth period could be added, covering 
the years preceding World War I (1907-1913), when numerous mills 
were founded, especially in Sao Paulo state.4 Evidence on 
machinery imports from the United Kingdom, presented in Table 4, 
points also in the same direction: import values show marked 
increments in those four periods. Before trying to determine 
the distinctive characteristics of these periods, let us see 
what can be said about the agents of these industrial under-
takings . 



Table 3: Cottan textile imports into Rio de Janeiro, 
1878-1886 * 

(1,000 kilos., annual averages) 

a. Comprehensive data on Brazilian external trade was 
not collected before 1900. Rio imports accounted 
for roughly half the total. 

Sources: BCR (1886, p.l87); BCR ( 1 8 8 7 - A , p.2); 
BCR (1888, p.2). 

Table 4: Brazilian imports of machinery from the United 
Kingdom, 1860-1913 

(1896-1906 = 100; period 
averages) 

Textile 
Machinery a machinery 

1 8 6 0 - 1 8 7 0 17 

1 8 7 0 - 1 8 7 5 46 

1 8 7 6 - 1 8 7 9 3 4 

1 8 8 0 - 1 8 8 4 75 

1 8 8 5 - 1 8 8 8 75 

1 8 8 9 - 1 8 9 5 1 4 8 

1 8 9 6 - 1 9 0 6 1 0 0 1 0 0 

1 9 0 7 - 1 9 1 3 307 

a. 'Machinery and mill work, and parts thereof, not being 
steam engines, agricultural, or sewing machines' . 
Textile machines comprised 56$of this item, in 1893-98. 

b. Separate data on textile machinery appeared for the 
first time in 1893. 

Source; Data on British exports (in sterling) from AST 
(various issues). 

'Domestics' Total 
1 8 7 8 / 7 9 to 1 8 8 0 / 8 1 3 , 3 U 7,59b 

1 8 8 1 / 8 2 to 1 8 8 2 / 8 ^ 2,7kk 7 , 7 6 9 

1 8 8 V 8 5 to 1 8 8 5 / 8 6 2 ,2V7 7 , 6 1 0 

1 8 8 6 / 8 7 1 , 9 6 6 9 , 2 6 / f 



Ill - MERCHANTS AS INDUSTRIAL CAPITALISTS 

Who took the initiative in producing textiles for internal 
consumption? A detailed account of the sources of capital and 
entrepreneurship for the early industrial enterprises will not be 
possible until more information on the history of individual 
firms becomes available. Existing evidence suggests, however, 
that cloth merchants played a central role in the process. 

In the case of the state of Bahia, for instance, where the 
largest concentration of mills existed by 1875 [Stein (1957, 
p.21)] mill founders were mostly merchants [Sampaio (1975, 
pp.52, 58)]. Also, in the Rio de Janeiro area, which succeeded 
Bahia as the main centre of production, cloth merchants are 
mentioned as founders, large stockholders, and directors of some 
of the largest mills. After 1880, in particular, various 
Portuguese cloth importers in Rio decided to invest in textile 
production, as 'many entrepreneurs had been long an ideas and 
short on capital' [Stein (1957, p.71; also pp.31-53; p.230 
nn.23, 26, and 27; p.231 n.29)]. In its development in the 
following decades, the Rio cotton industry followed the same 
pattern: 'mill ownership remained in the hands of a few 
families; Portuguese cloth wholesalers played prominent roles 
in ownership, management, and distribution' [Stein (1957, p.100)]. 
In Minas Gerais, there is evidence of the preponderance of 
commercial capital in the foundation of the important group of 
mills owned by the Mascarenhas family [Mascarenhas (1972, pp.35, 
118)]. 

The mills founded in the state of Sao Paulo by cotton planters 
following tlce fall in world cotton prices in "the 1870s, which 
made that crop unprofitable, were an exception fCanatorava 
(1959, ch.9)]. Most of the these mills passed later, however, 
into the hands of cloth merchants and importers: 

'Of the thirteen cotton mills built before the turn 
of the century in Sao Paulo, eleven, by 1917, were 
controlled by importing firms or by entrepreneurs who 
had started as importers. During the same period 
twenty-one more mills had been constructed, and of 
these sixteen were importer-controlled' 
[Dean ( 1 9 6 9 , pp.26-28)]. 

Take-overs of mills by cloth merchants, after the original 
founders had run into financial difficulties, are reported also 
in the Northeastern states, and seem to have been common in the 
period [Stein (1957, p.230 n.27)]. 

The merchants-entrepreneurs would be, in many cases, local 
shopkeepers or wholesalers who had moved up to the importing 
business. The import trade in textiles evolved from being 
initially dominated by British importers based in Brazil to a 
situation in which local traders had direct relations with 



European manufacturers or merchant houses, expecially after the 
establishment of telegraphic communications between Europe and 
Brazil [BCR (1884); BCR (1899-D); Stein (1957, p.71)3. Cloth 
traders in Rio were mainly Portuguese; after the turn of the 
century, the importance of Italian immigrants in the import 
trade, especially in SSIo Paulo, grew considerably. The 
relative position of immigrants in the cloth trade thus largely 
explains their important participation in the first manufacturing 
ventures.^ 

It can be assumed that cloth merchants would have many 
a priori advantages in turning to the production side of the 
business. Their degree of information on the sector would put 
them in a privileged position to judge the profitability of the 
new activity; their knowledge of commercial channels and access 
to sources of finance such as foreign banks were also obvious 
assets. Those advantages, it has been suggested, have caused 
trading groups to predominate, in the initial phases of manu-
facturing, also in the case of other developing countries [Aubrey 
(1955)]. 

IV - EXCHANGE INSTABILITY AND INDUSTRIAL INVESTMENT 

Granted that merchants could have comparative advantages as 
prospective industrialists, it would be left to be explained 
under what conditions they would be driven into manufacturing. 
It will be argued here that two factors were instrumental in 
providing both the carrot and the stick for such moves: exchange 
rate instability and the protective effect of tariffs. First, 
something should be said about demand and labour-supply 
conditions. 

Domestic demand and labour availability 

Although no hard data are available on the internal con-
sumption of cotton textiles in nineteenth-century Brazil, it is 
clear that the size of the market presented no obstacle to the 
development of domestic production, particularly in an industry 
where scale economies are relatively unimportant. This can be 
gathered from the size of Brazilian imports from the United 
Kingdom, the dominant source of supply. In the 1850s, for 
instance, U.K. exports of cotton piece goods to Brazil averaged 
128 million yards per year, a volume sufficient to keep fully 
busy about thirty average mills of the time. In the next three 
decades this trade grew steadily, if at a moderate pace - an 
average rate of about 19% per decade - declining afterwards; in 
the 1880s Brazil absorbed around 5% of the total value of 
British cotton manufacture exports, ranking fourth among the 
largest importers under this heading.° 



As to labour, three main sources of supply were tapped by 
the cotton mills of the period [v. Stein (1957, ch. 7); Clark 
(1910)]. Production managers and foremen, and some skilled 
workers, were commonly hired in England, often under a fixed-
period contract. The poorest sections of the free population 
supplied unskilled workers and trainees; as usually is the case 
in textile manufacturing, these were in large proportion women 
and children. With the increasing flow of immigrants towards 
the end of the century, a third and important pool of prospective 
industrial workers was added. In SSo Paulo, for instance, where 
immigration was mainly concentrated, immigrant labour largely 
predominated in textile mills, after the turn of the century 
[Silva (1976, p.98)]. The impact of immigration was felt not 
only in an expansion of the labour supply, but also in an up-
grading of the average skill level of the labour force. In the 
late 1890s, for example, it was noted that the availability of 
immigrant workers had made possible the establishment of a cloth 
printing mill in Sao Paulo, a line of production which could not, 
at the time, have been adequately manned by native hands [BCR 
(1899-B, p.21f)]. 

Important as the participation of immigrant workers came to 
be, there is no reason to assume that labour availability was an 
insurmountable obstacle to industrial development in the years 
before the onset of large scale immigration (i0e., before the 
mid-eighties). By all accounts, local labour adapted easily to 
industrial employment; and it is well known that the tasks in-
volved in textile manufacturing are simple to learn, especially 
in the coarser types of product, so that skill, although of 
course affecting productivity, is not a limiting factor [Stein 
(1957, p.60ff.); Robson (1957, p.321)]. Given the possibility 
of employing women and children, mill owners could recruit into 
the labour force contingents which before were underutilised; 
this was the case, for instance, of children and adolescents from 
orphanages and foundling homes, a source of cheap labour widely 
utilised in the period [Stein (1957, p.57ff.)]. These workers 
were often lodged in houses or dormitories close to the mills, 
and submitted to strict codes of discipline and behaviour, during 
and outside working hours [Stein (1957); Mascarenhas (1972, 
pp.75ff.); Sampaio (1975, p.89)] . It is significant that in 
I 8 9 I it was found necessary to restrict the employment of children 
in factories by legislation, a minimum age of twelve being 
established; an exception was explicitly made, however, for 
textile mills, where apprentices could be as young as eight 
years old [Decree no. 1313, of 17/1/1891]. It has also been 
pointed out that the decline of old coffee plantations, as in the 
Rio de Janeiro area in the third quarter of the last century, left 
behind labour available for employment in other activities, 
especially women [Castro (1971, p.70)]. Even in rural areas of 
Minas' Gerais, where numerous small mills existed in the early 
eighties [BCR ( I 8 8 7-B)], labour availability was not, apparently, the 
cause of much concern to mill owners.? 



Exchange rate fluctuations 

The recurrent oscillations of the exchange rate, and the 
problems they caused for the import trade, were topics that never 
failed to come up in the writings of contemporary observers of 
the nineteenth-century economic scene in Brazil, In fact, 
exchange fluctuations appeared then as a matter of such 'engross-
ing and universal interest, ....that various conjectures are 
continuously being advanced as to [their] cause1 [BCR (1899-D, 
pp.19-20)]. (However, as put gloomily by the author of an 
early study of the subject, these speculations usually ended in 
'seeking the explanation of the incomprehensible by the aid of 
the supernatural' [Wileman ( I 8 9 6 , p.iii)]). 

Two sorts of exchange rate movement can be distinguished 
in the period. In the short run, quotations were subject to a 
wide margin of fluctuation: from 1 8 6 0 to I 8 9 O , the highest 
quotation of the pound sterling in Rio de Janeiro, over any two-
year period, was on the average 2 a b o v e the lowest quotation of 
the same period.8 This brought a considerable degree of un-
certainty to the import business: importers could never be sure 
at what rate a particular transaction would be settled. Their 
problem was compounded by the customary practice of allowing 
long credit terms - up to one year - in the import trade [BCR 
(1878, pp. 1426-27); BCR (1883, p.1154)]. This trade was in 
good part financed by large European exporting firms, but the 
exchange risk apparently fell on the local importer; at times 
of violent exchange devaluation, bankruptcies among import firms 
were not uncommon. In any case, the margin needed to cover the 
possibility of exchange variations was in itself a protective 
barrier for the local producer [BCR ( I 8 9 9 - D , p.17); BCR (1873, 
p.42); Hutchinson (1910, pp.34-35)]. 

The exchange rate followed also a roughly cyclical path in 
the period, with a precipitous devaluation in the 1890s 
(Figure 1). Two main factors seem to have been operative here. 
In the l860s and 1890s, rapid increases in the stock of money 
could not fail to have an effect on the exchange market.9 
Second, a correspondence between exchange rate and coffee price 
movements is apparent from Figure 1, and has been stressed as 
significant by various authors, notably Furtado [1959, ch.28]. 
Clearly, the chain of causation linking coffee price and exchange 
rate oscillations could go either way; but there are indications 
that the price of coffee, especially in I 8 6 O - I 8 9 O , may have been 
the prime m o v e r . A c c o r d i n g to Delfim Netto (1973), the 
cyclical movements of coffee prices in the period can be largely 
attributed to physical characteristics of the coffee supply, such 
as the lagged response to price rises (due to the fact that a 
coffee tree takes four to five years to attain full production), 
and the periodic occurrence of sharp drops in yields, for 
climatic reasons. Thus, the price increases in the early 
sixties, early seventies and late eighties were associated with 


