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INTERVIEW 

Brazilian Future Prospects 

Interview with Professor Isaac Kerstenetzky, President of the Brazilian Institute of 
Geography and Statistics, Rio de Janeiro 

IE: Professor Kerstenetzky, 
Milton Friedman said after a 
visit in Brazil that your country 
has great chances to become 
the third economic "miracle" 
after the Federal Republic of 
Germany and Japan since the 
last war. What are the basic 
reasons for the unbelievable 
growth rates of the real GNP of 
10 p.c. and more p.a.? 

KERSTENETZKY: I find it dif- 
ficult to accept the description 
of what is happening in Brazil 
as a "miracle". In a way, what 
we have been doing in the last 
six years in terms of achieving 
high rates of growth, is kind of 
a second stage of what happen- 
ed in the second half of the 50s. 
We have been able to achieve 
progress essentially in the same 
dynamic sectors. There are 
major differences in the sense 
that there is more effective con- 
trol of inflation and there is a 
more realistic exchange rate 
policy. Now, growth is not al- 
ways concomitant with develop- 
ment. In the process of the 
quantitative expansion of an 

economy, almost unavoidably 
there must be for some time a 
lag between growth and devel- 
opment, but if we postpone too 
long the reduction of that lag 
we might eventually limit our 
capacity to grow. Therefore, I 
think, the next challenge we are 
facing is that there is still a de- 
lay in the transformation of 
higher rates of growth into high 
rates of development. 

Poverty and Population 
Problems 

IE: One challenge is the in- 
creasing poverty problem in 
structurally underdeveloped re- 
gions. What strategies does 
Brazil's government intend to 
follow to overcome these prob- 
lems? 

KERSTENETZKY: By the end 
of February, it is too early to 
have an answer to that. But 
again diminishing the lag be- 
tween growth and development 
will probably be an important 
target. It means, among other 
things, diminishing the disequi- 
libria between the different re- 

gions. We have such a concen- 
tration especially of manufactur- 
ing industries in areas of the 
South, such as the triangle S~o 
Paulo - Rio de Janeiro - Belo 
Horizonte, that there might be 
soon resistance some to the 
expansion of new industries. 
That might be an important new 
aspect of policy. And this might 
mean eventually a more even 
distribution of industry, in re- 
gional terms. Very soon this 
might offer a new chance for a 
better balance, with a more im- 
portant role for other areas of 
the country. 

IE: What could be done to 
manage the problem of popula- 
tion growth? 

KERSTENETZKY: In relation 
to population growth we have 
to consider two aspects. The 
first aspect: the room that we 
still have for the displacement 
of the economic frontier, the 
wide spectrum of natural re- 
sources of the country and the 
chance to learn lessons from the 
experience of the development 
of the rich countries. The second 
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aspect: the role played by econ- 
omies of scale - related to large 
populations. We know very little 
about the relation between pop- 
ulation growth and socio-eco- 
nomic development. If one looks 
to the different indicators of de- 
velopment levels available, for 
instance the per capita in- 
come consumption of energy, 
steel, etc., they are very highly 
correlated. But gross birth rates 
are not perfectly correlated 
with other indicators. 

Here we should search for the 
reasons for the precipitation of 
birth rates. What are its pre- 
conditions? We have no clear 
answer to that, unless we con- 
sider countries where there is 
a clear pressure of population 
on available resources. In the 
Brazilian case, I think there is 
no reason for changing our 
government's present stand in 
relation to population control. 
I think that on the contrary that 
might even work in a negative 
way. In our case we do not know 
to what extent given the high 
rates of growth in the 50s and 
the second half of the 60s and 
the 70s, there may even be a 
kind of favorable demographic 
content in the experience of ac- 
celerated growth of the Brazil- 
ian economy. Obviously I do not 
want to convey the idea that 
high population growth gener- 
ates no problems. But is it not to 
some extent, when considered 
in terms of development, a sub- 
stantial challenge that stimu- 
lates the expansion of the econ- 
omy? 

IE: Another problem is the il- 
literacy connected with the high 
rate of population growth. As 
far as we know the rate of il- 
literacy is still rather high and 
what does the government do 
about it? 

KERSTENETZKY: There has 
been a sharp decline of the rate 
of illiteracy in spite of the pop- 
ulation growth and there is a 

government large-scale effort 
for the reduction of adult Il- 
literacy. 

Income Distribution Policies 

IE: What is the present situa- 
tion as far as income distribu- 
tion is concerned and what kind 
of strategy may be expected 
there? 

KERSTENETZKY: I think that 
we discovered, after the Second 
World War, that there is a wide 
gap between rich countries and 
poor countries. This gap always 
existed, and we always knew 
that there is a difference be- 
tween developed and less de- 
veloped countries; but the avail- 
ability of the first estimates 
made by the UN of their per 
capita incomes came as a shock. 
And the same happened with 
the availability - in the late 60s 
and the early 70s - of informa- 
tion on data related to the in- 
come distribution for a large 
number of developing countries. 
There is a significant element 
in income distribution that is 
important to consider in social 
policy and also important in the 
light of the inter-relationship be- 
tween income distribution, the 
structure of consumption and 
the profile of production, in the 
sense of focusing the inter-rela- 
tionship between the strategy 
of development and income dis- 
tribution. And this leads me to 
the first question that you put 
to me. The goal of reducing the 
lag between development and 
growth might mean a different 
sectoral strategy because if we 
go on with the present sectoral 
strategy with heavy emphasis 
on growth, this might mean a 
maintenance of the present in- 
come distribution. 

IE: Do you think that the dis- 
tribution problem is so serious 
that political problems could 
arise? 

KERSTENETZKY: No, I do not 
think so, because notwithstand- 
ing the lag there has been a 
limited spillover of the rate of 

growth in terms of a slow in- 
crease of living standards of the 
different strata of population. 
The problem is really how to ac- 
celerate this development. But 
I do not think there are at pres- 
ent critical areas of social un- 
rest. 

Succesful Fight against Inflation 

IE: You had very high infla- 
tion rates a few years ago. How 
did you get down to the much 
better level of 15 to 16 p.c.? And 
with these 15 p.c. you do not 
have the same troubles as many 
developed countries have with 
the 9 p.c. of inflation. What are 
the reasons for this? 

KERSTENETZKY: Well, I would 
not say that we do not have 
troubles. First let me say that 
we were able to achieve high 
rates of growth in the late 60s 
and the early 70s with a rather 
low coefficient of capital forma- 
tion. In the 50s we were able to 
expand the supply of agricul- 
tural products with relatively low 
investments, and we relied es- 
sentially on concentrating on 
the expansion of manufacturing, 
where the incremental capital- 
output ratio is relatively low. In 
the second half of the 60s we 
had a relatively low level of 
growth, and during the recovery 
we still benefited from the con- 
centrating on the expansion of 
manufacturing, and using the 
capacity that was established 
in the first half of the 60s. In 
1973 problems began to arise 
because we had such a high 
sustained rate of growth of man- 
ufacturing for several years 
that we had to face critical 
shortages in several sectors. 
Due to the fact that we did not 
have sufficient time for building 
up additional capacity, demand 
really expanded ahead of it. 

But concerning the strategy 
of controlling inflation: first, the 
policies were gradual; second, 
there was substantial accelera- 
tion and modernization of the 
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government infrastructure and 
tax collection became much 
more sophisticated and effective 
in the 60s than it has ever been 
before. This diminished sharply 
the role of budgetary deficits, 
as a source of inflation. 

IE: Including monetary cor- 
rection measures? 

KERSTENETZKY: Of course, 
monetary correction measures 
were very effective. And this 
was again an important tool for 
the government because gov- 
ernment loans became a very 
successful type of investment 
for the private sector. 

The Role of Foreign Investment 

IE: In the past foreign capital 
came to Brazil on a large scale 
but in the opinion of foreign 
observers there is a growing 
scepticism concerning the role 

of foreign firms, especially 
completely foreign-owned firms. 
What about the future role of 
foreign investments? 

KERSTENETZKY: Well, one 
of the most important character- 
istics of the Brazilian develop- 
ment process is the role played 
by the government sector. The 
share of the government sector 
including government enter- 
prises has been in the recent 
years between 40 and 50 p.c. of 
the GNP. But what do you find 
if you look at the sectors where 
the government enterprises play 
an important role? They are es- 
sentially sectors that produce 
inputs, but those inputs are be- 
ing ordered by the sectors that 
control the profile of final de- 
mand. The private sector de- 
cides for instance on the ex- 
pansion of transport equipment 
and other types of final con- 

sumer goods, etc. This might be 
conditioning a substantial part 
of government capital formation. 
To the extent that we have the 
support of foreign capital in cer- 
tain sectors it is very helpful for 
reducing the pressure on do- 
mestic savings and from the 
point of view of the importance 
of absorbing foreign technology. 
The point is in what direction 
should policy be oriented in 
order to achieve such a level of 
national output as to maximize 
the transformation of the rate of 
growth in real terms of develop- 
ment, and then given this type 
of objective the role of foreign 
capital can be designed. 

IE: In other words there are 
still good future opportunities 
for foreign investment? 

KERSTENETZKY: Oh, no 
doubt about that. 
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