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Abstract:

The paper focuses some of the non-monetary structural causes of inflationary persistence in
Brazil in the post-Real plan period. A connection is made between the de-industrializing trend and
the emergence of primary pressures that set a floor to inflation levels. The framework is set up in
terms of inter-sector dynamics in a widely indexed economic setting. Two primary pressures are
taken into account, namely: (i) the increase in the services sector’s share of total value added in
aggregate output combined with (ii) the change in the behavior of Statesupervised prices.
Departing from a simple inflation accounting exercise and the structuralist assumption of price
rigidity, a connection is made between relative price changes and the inflation rate. Volatility of
the exchange rate affects the composition of aggregate supply and the ratio between prices of
tradable and non-tradable goods; if prices display some degree of downward inflexibility, such
volatility yields price increases in some sectors not offset by proportional price decreases in other
sectors. A self-sustaining trend of cost-shift inflation is thus explained on the basis of exchange-
rate-fueled structural changes with a bias towards labor-intensive sectors. The sluggish
innovating thrust in these sectors sets limits to increases in labor productivity, while labor market
regulations and widespread indexation render prices inflexible downwards. Empirical evidence is
then garnered to support the analytical claim that de-industrialization engenders a floor to
inflation rates.
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André Roncaglia de Carvaltho

Resumo O artigo analisa algumas das causas estrutudiaisnonetarias da persisténcia inflacionaria noiBnas
periodo pos-Real. Propde-se que o0 processo deddesializacdo esta associado a emergéncia dedpeess
priméarias que imp&em um piso a inflacdo. O esquamaditico contempla uma dindmica intersetorial emtexto

de disseminada indexagdo. Duas forcas primarias@@&ideradas, a saber: (i) 0 aumento da part@pedQ setor

de servicos no valor adicionado agregado, combirdadi)) mudanca no comportamento dos precos dos ben
administrados. Partindo de um exercicio simplescalgabilidade da inflacdo e da premissa estrustiealie
inflexibilidade de pregos, analisa-se a relacdceerdriacdo de precos relativos (entre bens coaizd&yeis e ndo
comercializaveis) e a taxa de inflagdo. A volatitld da taxa real de cAmbio afeta a composi¢doetia @fgregada

e 0s precos relativos da economia. Nesse cass,@e@s apresentam algum grau de inflexibilidada paixo, a
volatilidade da taxa de cambio resulta em aumedgqeecos em alguns setores, 0s quais ndo sao esados por
reducdes proporcionais em outros setores. Conpefmiseja-se uma inflagdo de custos explicadarpetanca
estrutural induzida pela taxa de cambio (desindligiicdo) que concentra fatores produtivos emregto
intensivos em mao de obra. A lenta reacdo inovategses setores estabelece limites ao crescimeitio mia
produtividade do trabalho, ao passo em que a &gisltrabalhista e a disseminada indexagéo despesguntratos
tornam os precos rigidos para baixo. Por fim, exd@€ empirica € apresentada como suporte ao argomen
analitico de que a desindustrializacdo engendrpisona taxa de inflacdo no Brasil.

Abstract: The paper focuses some of the non-monetary stalcauses of inflationary persistence in Brazilhe
post-Real plan period. A connection is made betwbende-industrializing trend and the emergencerwhary
pressures that set a floor to inflation levels. Tiagework is set up in terms of inter-sector dyitanin a widely
indexed economic setting. Two primary pressuresaliten into account, namely: (i) the increase m shrvices
sector’s share of total value added in aggregatigubeombined with (ii) the change in the behawbrState-
supervised prices. Departing from a simple inflatawcounting exercise and the structuralist assomgff price
rigidity, a connection is made between relative@ihanges and the inflation rate. Volatility of #xchange rate
affects the composition of aggregate supply andréie between prices of tradable and non-tradgbleds; if
prices display some degree of downward inflexipilguch volatility yields price increases in soneeters not
offset by proportional price decreases in othertassc A self-sustaining trend of cost-shift infati is thus
explained on the basis of exchange-rate-fueledtsirai changes with a bias towards labor-intenseetors. The
sluggish innovating thrust in these sectors setstdi to increases in labor productivity, while labmarket
regulations and widespread indexation render piitiéexible downwards. Empirical evidence is thearmered to
support the analytical claim that de-industriaii@atengenders a floor to inflation rates.

JEL: N16, O54.

I ntroduction

After a decades-long coexistence with high inflatithe Brazilian economy underwent a bold monetary
reform in July 1994 — termed, hencefortReal Plan- and achieved a successful and sustained
disinflation. Two decades later, inflation presetsvnwardly rigid patterns and often dominates ubl
agenda. We provide an alternative story to the tgisninflation trends, in contrast to the vasetature
that focuses credibility, fiscal dominance andresé-rate inertia. The paper entertains the hysutibat

the institutional framework that followed the staation attempt redefined the terms of the distidnal
conflicts and established a new basis for a dowdlyangid inflation trend, which is likely to entai

! Doctoral candidate in the Graduate Program of [gwveent Economics of the Economics Department inUWhiversity of
Sao Paulo. Contact: andre.roncaglia.carvalho@udpaslier version of this paper was presentedetfET Workshop in the
41% Brazilian Economics Meeting (ANPEC) in Foz do IguaBrazil, December 8-102013 and at the Analytical Political
Economy Workshop at the University of MassachusAtteherst. | thank professors Peter Skott and Maeke®field for
valuable comments and suggestions. Remaining earersyy own.



2

higher costs to conventional demand-managementibasmetary policy.To a large extent, the plan
redirected some and reinforced other distributiffects stemming from the preceding commercial and
financial opening of the economy, coupled with thduction in the role of the State in the economy.
Such transformations affected the Brazilian protectstructure and, consequently, its price-output
dynamics. The paper provides empirical evidencenansources of pressure on inflation levels in Braz
between 1994 and 2010, namely: (1) the inter-sdotbalance between those producing tradable and
non-tradable goods, and (2) the behavior of Stapervised prices. These pressures are tied to the
structural changes undergone by the Brazilian eogno the last 25 years, and have been largely
overlooked in both academic and policy debates. &@ifart is chiefly directed at clearing out how the
inheritances from the previous repressed hypetiafianflation regime, combined with these struetur
transformations, renewed the repertoire of infladiy pressures stemming from institutional and
structural forces, reinforcing previously embeddegdities and thus making disinflation measureseno
costly to society. In particular, we raise douldd@the disinflationary effects of an overvaluedrency

in the face of these slow-moving and irreversibdi@anges in the econorsyproductive structure. The

paper is organized in four sections beyond thi®dction. The second section provides a brief\oear

of inertial inflation in the post-stabilization ped. The third part concerns the inflation accoogpti
exercise that will organize the interpretation lo¢ data. These are presented in the fourth seahdn
purport to reveal the connection between relativeep and the inflation rate. The last section totes

the paper.

Stabilization, Institutional Changes and Inertial Inflation in post-1994 Brazil

In July 1994, following the monetary reform, theaRPlan’s macroeconomic policy adopted a nominal
anchor centered on the exchange rate, servingeamain control variable over inflation. (BOGDANSKI
et al, 2000). The imbalances that followed disiidla measures launched in 1994 escalated progedgsiv
along the four and a half years subsequent to fiison measures. The fixed exchange-rate hominal
anchor deteriorated sharply as a sequence of dire&e out in developing countries that had son fo

of exchange-rate control. Mexico in 1995 underwtnd “Tequila Crisis. Two years later, in 1997,

massive capital flights erupted a large-scale firarcrisis in the East Asian countries. In 1998s8a
was subdued by the same fulminant attack agamsuitency, and Brazil followed suit in January 499
Under the strains of these external shocks, a remmagnic policy was announced a few months later,
sponsored by the International Monetary Fund, utiteterms of a loan provided to alleviate the seve
currency crisis. The overvalued exchange rate Wawed to float after a massive capital flight iarky
January that year.

The Macroeconomic Stabilization Program (PEM, inrtiRguese) consisted of fiscal austerity
(enacted by the Fiscal Accountability Act, approwgdthe Senate in the year 2000), a floating exgban
rate and an inflation-targeting regime to monetaolicy. The new program placed the focus of
macroeconomic management on the interest-rate-baflation target regime. Inflation targeting has
been the main focus of economic policy ever siarel has been fairly successful in maintaining price
rises within the intervals stipulated by inflatitargets along most of the 2000s, and has redudiatiom
volatility (BEVILACQUA et al, 2007; CATAO et al, 2008). Nonetheless, when conflated with
historical inflation patterns in developed courdr{githin the 1-3% range), the levels of inflati@ngets

2|t is not far-fetched to state that persistentatiin has become a dominant aspect of Brazilimmeaic reality. In hindsight,
from 1980 up to 1994, when a major disinflationk@bace with the Real plan, Brazil had four curiesgfive price and wage
freezes, nine stabilization plans, eleven priceexed to measure inflation, sixteen different wagdicies, twenty-one
proposals for external debt payment and fifty-fomanges in price policy. Accumulated inflation le ffifteen-year period hit
an impressive figure of 30.000.000.000 %. (FRANQODQ5). In the nineteen-year period since disirdlatin 1994 until

September 2013, Brazil has endured around 234%adated inflation, if read by the Broad Consumec®tndex (IPCA-

IBGE).
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in Brazil (4.5% per year) are high (BARBOSA, 20p8,193). They reveal, on one hand, that inflat®n i
under control — especially, when contrasted agadinet previous four-digit rates witnessed in pre-
stabilization period. On the other hand, there se#mbe a downward resistance of inflation levels
coupled with a systematic attraction of inflaticatess to the upper limit within the target rangethBo
aspects raise concerns over the effectiveness eofingtruments available to the monetary authority
(TOMBINI & ALVES, 2006).

The tenets of the economic policy scheme that edsunflation remained under control until the
last quarter of 1998 did not survive the currengsis. The exchange rate was allowed to float anféw
months later, inflation targeting (IT) became thenetary policy regime, whereby the short-term eger
rate was established as the inflation control meisia.® It is without question that this regime has been
the determinant factor for the Brazilian CentrahB& growing credibility in managing monetary pwglic
Further measures to support stabilization weredaed soon thereafter. First, the Fiscal Accountgbil

Act (in 2000) constrained municipal, state and fadlgovernmentsability to run deficits and increase

debt and set primary deficit targets to cover ddfligations. Second, the De-indexation Act (in 2001
prohibited any formal contract in the economy fr@etting automatic price adjustment clauses for
periods shorter than one year. A quick glance ept@rformance track of the IT regime (Table 1) adwve
that both interest-rate and inflation volatilitighin fiscal years have been consistently low.

| Volatility within Year* |

T Inflation i Headline Interest-

arget Lower Upper Deviation Real

vear @  Lmit  Limit R g CP rate  Gop

(b) (IPCA)  (SELIC)

1999 8,00 6,00 10,00 8,94 0,94 0,54% 0,54% 3,61%
2000 6,00 4,00 8,00 5,97 -0,03 0,47% 0,09% 4,67%
2001 4,00 2,00 6,00 7,67 3,67 0,38% 0,12% 4,21%
2002 3,50 1,50 5,50 12,53 9,03 0,27% 0,11% 3,75%
2003 4,00 2,00 6,00 9,30 530 0,91% 0,22% 3,31%
2004 5,50 3,50 7,50 7,60 2,10 0,20% 0,21% 3,68%
2005 4,50 2,50 6,50 5,69 1,19 0,26% 0,14% 3,65%
2006 4,50 2,50 6,50 3,14 -1,36 0,25% 0,17% 3,73%
2007 4,50 2,50 6,50 4,46 -0,04 0,12% 0,10% 3,99%
2008 4,50 2,50 6,50 5,90 1,40 0,18% 0,08% 3,20%
2009 4,50 2,50 6,50 4,31 -0,19 0,12% 0,15% 4,26%
2010 4,50 2,50 6,50 591 1,41 0,26% 0,07% 4,46%
2011 4,50 2,50 6,50 6,50 2,00 0,30% 0,06% 3,48%
2012 4,50 2,50 6,50 5,84 1,34 0,15% 0,12% 3,74%
2013 4,50 2,50 6,50 591 1,41 0,22% 0,07% 4,10%

Average 4,75 2,75 6,75 6,60 1,85 0,31% 0,15% 3,85%

Table 1- Inflation Targeting Regime Performaned999-2013- various indicators.

*V/olatility measures denote Monthly Index StandBeliations within fiscal years.
Source: Central Bank of Brazil.

At first sight, these results would justify dismigg inflation as an uninteresting problem.
Nonetheless, despite its achievements, inflatisgetang in Brazil has faced some difficulties worth
mentioning, namely: output volatility is high withfiscal years and average deviations of headliRé C
inflation is on average 2% above target (6.6% peEar)y These two features indicate the presence of

% Further details on outcomes of the inflation téirgeregime in Brazil can be found in Barbosa (2088d Bevilacqua et al.
(2007).
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rigidities within the productive structure and poito distribution-related non-monetary inflationary
pressures, either policy-induced or otherwise. \&leslee these aspects to account for deep-seatecesou
of downward inflexibility of prices, which add up the more close-to-surface mechanisms making up fo
the persistence of inflatichin this vein, the structuralist distinction betweprimary pressures over
inflation and propagation mechanisms seems to Uit purposes quite well. This paper thus focuses
chiefly on the primary pressures, which stem fragidities in the productive structure and, only
secondarily, the propagating properties of priddge propagation mechanisms exclusively amplify the

inflationary effects of the primary pressures; thmprint such price behavior in the socistgollective
memory, thereby affecting formal and informal pre=dting behavior.

Much empirical work has been devoted to accourfndpoth inflation persistence and inertia in
Brazil. Figueiredo e Marques (2009) show the eristeof inertia in Brazil and detect a long-memory
phenomenon embedded in the data-generating proligssla e Portugal (2001), Campélo e Cribari-Neto
(2003), Cribari-Neto e Cassiano (2005) e Araujcaat&s (2004) follow the same lines, and attempt to
provide quantitative evidence on the effects — betmporary and permanent — of inflationary (or
deflationary) shocks on the long run inflation ttenin Brazil. Fasolo e Portugal (2003) formulate a
nonlinear Phillips curve to the Brazilian econonmgla@onclude in favor of a high persistence of tidla
between 1990 and 2002, which is explained by aonamous inertial component to price behavior.

A persistent downwardly rigid behavior of priceayrbe related to a variety of causes. The range
and intensity of their impact over price trends em@nected to how deep-seated in the social steictu
they are. Among several causes, we could mentirnvational asymmetries and imperfections, a
permanently expansionary fiscal and monetary pedicchanges of economic policy regimes, and the
recurrence of systematic random shocks, both iatesind external - which in turn make some key
macroeconomic prices - such as the exchange matee volatile, transmitting transient impacts taes;
and, finally, the indexation of contracts and psicA combination of these, and other types, and the
systematic occurrence account for inertia and gkensce, as modern macroeconomics sees it.

We take therein a different route, by delving itfte “inherent momentum” observed in inflation
patterns. These latter reflect an intricate welslafrt-, medium- and long-term forces associateth wit
determinants of both supply and demand, all ofdteditioned by the specific structural, histdravad
institutional features that characterized the eoonainder analysis. Amongst them, we can cite the
patterns of income distribution and their impliocas in terms of mutually compatible compositions of
supply and demand, the role that monetary forces/ ph inducing investment decisions under
uncertainty, the primary pressures stemming frorallgnces in the structure of production and thé cos
push channels running from these forces to thes pereel combined with those emanating from monetary
policy (TAYLOR, 1988; 2004, chapter 3; BALTAR, 201&hapter 3).

That being said, it is readily understood how degnis the challenge of breaking down a
complex phenomenon like that of inflation. Givermsp constraints, we approach the problem by sigglin
out two factors impinging on inflation behavior thovide good hypotheses for a methodical apgraisa
namely: tradable/non-tradable relative prices atadeSsupervised prices. If these pressures aredftaun
be significant, a sizeable portion of structurdlation inertia and persistence remain unexplaingd b
conventional demand-pull inflation models. Likewismonetary policy informed by these models’

* The literature on this matter has summarized fmsic aspects: (1) interest rates on governmerdsband public utility
services are indexed to inflation rates, the latt@bedding a autoregressive term in the economictste of costs and the
former limiting the wealth effect of rising intetestes and increases interest payments on thécpiedbt in the process of
curbing inflation; (2) private sector adopts indiéxa clauses in contracts, hindering the effectslisinflation measures; (3)
supply shocks are frequently besetting the econibimough the exchange-rate channels and are highgnsitive to interest-
rate-based correctional measures; and (4) inflatimgeting protocol requires the Central Bank tospa a pre-established
inflation rate, which might come to pre-index tlmeomy through the price-expectation channel, thezesetting a “floor” to
inflation rates. All of these forces are in factptdy, but they fail to provide a full picture, ftirey overlook or assume away
some very important structural and historical-ingtdbnal traits to which we now turn.
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conclusions is likely to impose higher costs tardiation and stabilization measures when applied t
different institutional schemes (SEGURA-UBIERGO;12]D

This paper highlights two non-monetary forces pressipon inflation rates, namely: (1) the
increase in the services sector’s growth ratestarrélationship to exchange rate variations; éjdfte
new regulatory environment that leads privatizelipwitilities companies to raise price above itifla
rates. Both elements stem from long-term procedmsg the first strictly structural, the seconydrid
of primary and propagating factors. Let us brigflifine each component and explain how the fit ouo
story. First, the inter-sector dynamics is largeiffuenced by exchange rate behavior. In the Biazil
case, that has induced aggregate investment tdogkéd in the services sectampt being able to
incorporate new activities endowed with substarg@inomies of scaldBALTAR, 2013, p. 13}.That is,
once investments are shifted to more service-aggeactivities, in response to diminished incentives
manufacturing, they are unlikely to be reversedickehe lock-in effect.

Second, both structural and institutional aspedtanfiation can be ascribed to the State-
supervised sectors. Government-managed, -regubateslipervised prices are those defined or impacted
by a public sector agency, whose variations arepaddent from current supply and demand conditions.
Taken together these components account for ar@8a6 of IPCA (Broad Consumer Price Index),
reflecting their importance in daily expenditurdshouseholds in the income bracket from one toyfort
minimum wage$.In the sectors, productive capacity and variatisngroductivity imply an adverse
supplying flow of basic goods and services, whihds to generate inevitable adjustments in prinds a
quantities in downstream sectors. Also, firms inhssectors follow price-setting rules that combame
index-linking component with a varying markup oeests. The former element builds persistence in the

time series of these prices, whereas the seconliesripxogenous shock®n price trends, provided the

markup rules follow non-market criteria negotiatied contracts of public utilities between private
companies and the government.

In what follows, we provide some evidence on baits ©f pressures. At the end, we entertain
some rationale for the dynamic process. Before wetetg that, an inflation accounting framework is
provided in the next section to better guide oterldiscussions.

Some inflation accounting

The general price level is formally denotedmby: (ﬁN)a(PT)l_a; that is, a weighted average of both the
freely adjusting industrial and agricultural andrgoservices, termed herein tradable goods price?;jo

and the downwardly rigid prices, which include b&#rvices and State-managed prices, or non-tradable
goods prices (oPy). The markup behavior is depicted in theerm. Taking logs on both sides and
deriving them with respect to time we can formaléfine the inflation rate as follows:

m=aPy+(1-a)Pr) 1)

® In addition, the services sector is suspectedaoinf lower average productivity when compared @éoosdary sector,
although evidence on this is scant and controveSi more details, see Aldrighi & Colistete, 2013

® The major administered/regulated/State-managepwre: 1) defined at the federal level: oil byedurcts, electricity fees,
telephone and postal services fees, minimum wapegefned at local governments’ levels: water andges fees, public
transportation, property taxes. Still, ‘managedddld not be understood as ‘controlled’, for a sab8al part of these prices
are public utility fees whose adjustments are basadconcession contracts, which leave no room fiscrdtion.
(BOGDANSKI et al.,2001).

"We adopt continuous time to keep notation simple.
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in which hats over variables signify time changBse manufacturing and agricultural sectors account
for the tradable goods pricB®rices in these sectors are a combination ofaasits of production that
rise proportionally with unit labor cost&C ) and costs of non-labor inputI().

Pr = Br(¢pr +ULC) + (1 — Bp) T

or (2
Py :ﬁT($T+WT—€lT)+(1—ﬁT)(é+pI+é)

where tradable goods price rises amount to variatio markupsd,) plus the net result of changes in
wages minus labor productivity variatiow{ — ;). Changes in prices of non-labor inputs depend,
respectively, on the changes of exchange rate, rieep of imported goods and of the quantity
requirements of inputs for domestic productiént(?; + ¢). The paramete; (> 0) the weight of labor
inputs in overall costs of tradable goods produnctio

The non-tradable inflation reflects the variatiomsoth services and state-managed prices. Price
changes of service®) are determined by changes in both markup by figa$ and the differing rates
of growth of wages and the sector’s average laboduyctivity (5 — §s). State-managed pricessf,)
follow some rule of price adjustment as a proportio current inflation plus an exogenous markgig,
over one-year-lagged inflation. This markup mayeliber a future-revenue-anticipating factor aimed a
self-financing investments in capacity expansigg ¥ 0) or an eventual leeway for government-driven
price controls as has recently taken hold for étricity and gasoline priceghd > 0). Thus, formally
we attain equation (4):

Py = ByPs + (1 — Byn)Psy

or 3)

Py = Bu(ds + Ws — Gs) + (1 — Bu) (T + dsur)
By (1)-(3), after some arrangements we obtain yimhesis of our basic inflation accounting:

=0 + alBy(Ws — §s)] + (1 = @)[BrULC + (1 - By) CI]} (4)

Equation (4) is a simple organizing device to guige through the analytical rationale of price

adjustments of which we will provide empirical esiite. First, the magnifying terfh= [#B)
- ~—PN

indicates that inflation levels tend to elevate whige weight of non-tradable goods in the priceexn()
increases and the share of State-supervised prnigem-tradable price indeX  Sy) increases. Within
the range of this magnified effect, we have a felatronships worthy of note. To explain the markup
behavior, we first assume, as usual, that tradgbbels are subject to competition by imported goods,
whereas non-tradable ones are sheltered from itallgeation-dependent output. This aspect is captu
by the markup rules followed by firms, defined s sum of the rates of change in sectional marksps
in

¢ = aBydy + (1 — )Brdr + a(l — By)Psu S)

The non-tradable sector’'s markup is further defimsgy = ¢n(é,1y), a function of exchange rate
variations and some degree of market power, reispbctwe assumey (é) < 0 and ¢y’ (A1y)>0. The

8 We assume for the sake of simplicity that all felmer inputs are supplied by imports.
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tradable sector's markup can likewise be writteng¢as= ¢+(é,A;), whereé and A, represent,
respectively, the protection from international gatition by increasing prices of imported finished
goods and some form of non-market protection igh@ustrial policy) that raises the firms’ marketwsy

in this sector. We assume, finally, tlfat’ (é) > 0, ¢’ (17)>0. Therefore, the economy-wide markup
behavior ¢) will depend on net effect of each sector’s pdisitof increasing prices due to market and
non-market considerations. Next, the price chariiferential between services and tradable goodst&xe
pressure in the expected direction, that is, ivises prices outpace those of tradable goods, we ca
expect a rise in inflation levels. In addition, tingward pressure stemming from prices of tradabtedg

is fueled by the changes in the exchange rate ranidei cost of imported intermediate goods. At last,
constant cost-push force on inflation levels areribed to the State-managed prices’ component that
accounts for the markup over current inflation 8o that ifP; = P, = 0, thenm = 2[a(1 — By)]Psu-

In order to get a clear view of the cost-push foooginated in the labor market, let us rewrite
equation (4). We further decompa&eandP; and assume, for the sake of simplicity, that é = P, =
¢ = r = 0 to yield equation (5a)

m = Rawgy + Br(Wr — §r)] (5)

wherewsr = [By(Ws — §s) — Br(Wr — Gr)] represents the wage rate differential betweenstrgice
sector and the tradable goods sector correctethérespective sectors’ productivity growth ratés.
wgsr > 0 the level of inflation is likely to rise with dowward rigidity. Contrariwise, innovation can boost
productivity rates of growth {;,qs) leading towsr < 0 and alleviating pressure originated in the
tradable goods sector [second term on right hatel @i (5a)], and thus exerting downward pressure on
inflation levels.

The foregoing framework allows us to depict anabity both long-term pressures impinging on
inflation levels. Thestructural changes entail the enlargement of the services sectdidsesof output,
which, depending on the pace of this change, amotmia widened gap in inter-sector productivity
growth rates §r — §s) that, according to equation (5a) increases and hencer. Secondly,State-
supervised pricesare defined according to a regulatory environmiemhished to oversee newly
privatized public utilities companies. Such indidnal underpinning exerts a constant pressure on
inflation levels by both its indexation componemidathe exogenously determined markup rate over
inflation. The propagation effec transmitted by State-supervised prices are degenuh the weight
of such goods’ price6l — By) in the non-tradable price index, and becomes evere nmflationary

(disinflationary) when the exogenous markup rategases (decreases), si%%e: Q[a(1—By)] >02
With this preliminary framework in mind, we shalki to the empirical evidence.

Relative Prices and I nflation Rate: some empirical evidence

We start out with some general output and pricéepat. Figure 1 depicts the close connection baetwee
manufacturing and services output growth. Thisum treveals the complex nature of price adjustments

® An immediate extension of the above accountingagerwould fit easily into a conflicting claims fmrework. This would
allow the analysis of the patterns of incoufistribution and the effects of Engel's lawon inflation. According to our
accounting scheme, the increase in average incewwdsl fueled the increase in households’ outlaystlie non-tradable

sector, increasing its weight in the price indey, provided tha% = % > 0. Adding this aspect would deliver a
- ~—PN

more complete story of inflation, by unveiling norarket forces that impinge upon the behavior ofqwiin a systematic
fashion, given their institutional character; fastance, we could cite the government-driven pedi@f labor empowerment
and institutionalized wage indexation affegt:, which incites reaction by firms through price @tment to costs increases
via markup changes¢{) dependent ompy(1y) and ¢7(A;). However, these influences are nonlinearly relai@dhe
dynamical development of productive capacities dgheeconomy. Its immense complexity would, thuadlas to far astray
from our present goals.
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for prices of services tend to be more rigid dowrdsahan those of manufacturing sectors, due to the

latters sensitivity to changes in the exchange rate. €éfber, when manufacturing faces a slowdown,

services tend to decelerate as well and, with dghed activity, lower inflation is expected. Howeve
such adjustments are likely to be sluggish in theises sector. We believe this strong linear r@ship

has misled economists into thinking that prices Moiollow pari passuadjustments in quantity.
Therefore, it is usually assumed that a decreageides of manufactured goods due to a slowdown of
income-fueled demand will likewise affect pricesmuin-tradable goods and services through the same
channel. However, this would take hold only if pscin these sectors were fully flexible. As we rolai
below, this is not the case. Hence the relevandhisfvery specific channel that imposes a downward
rigidity of inflation levels. Turning to sectionatices, the behavior of the three main groups imegrin
Brazil, in Figures 2 and 3, makes clear that priaeservices outpace industrial prices. Moreoviee, t
acceleration of the State-supervised prices stantafter the year 2000.

g

15—

Services Output Growth

-15 -10

20

Manufacturing Output Growth
Figure 1 - Manufacturing vs. Services - Real Output Growt®7(1-2013). Source: IBGE.
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Figure 2 - Consumer Price IndeXxPCA-IBGE — by large categories (jun 1994 = 1@Yurce Brazilian
Institute of Geography arfstatistic: (IBGE)
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Administered or StatS&upervise prices relate to public utilitiesucl as telecommunications,
electricity, health insurance, taxgmjblic transportation etc. They are baisiputs of production, hence
likely to act as basic levers stibsequel price increases downstream in gwply chain. Services and
State-managed (supervised) pridese been largely benefited by the rececbnomic history to the
detriment of industrial priced-igure 3). The determinants of such price pattemrescomplex and difficult
to decompose into separate amdlependent components. Supply ademan: schedules undergo
simultaneous determinatiofgadin¢ to the problem of identifying amstrumente variable that can
provide some information abotite pricing process. In this sense, amportan effect runs from the
exchange rate to prices and baer largely discussed in post-Keynesldarature - see Baltar (2013), for

example. Trade and capital flowsnc to turn the exchange rate volatiteereb affecting price-setting
behavior.

We will tackle here theroblen of how these adjustments take plat®de the economy. In order
to do that, let us set up a simglastrative model to provide more solidundation for the assessment of
data. The basic structuralist modellows Olivera (1967), Cardoso (198ahc Canavese (1982) and is
adapted to the context as followur model is highly stylized, butxtremel concise in structure and
substance. Deman®) and supply{Q) for the non-tradable sectors vary buatith time and with the level
of relative prices of tradable andr-tradable goods ( ).

hence, ; andijnally,
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N 6—o
This straightforward expression points out thaatreé prices depend on the excess demand over
available supply as a proportion of the sum of rigpective price elasticities of supply and demand

(e +1). The dynamics of the model goes as folloRs= P,, — P, , = ‘:—:; so that relative prices will

change as a discrepancy between rates of chargees in each sector. An overheating of the ecgnom
implies greater competition for tradable goods, ttueeal exchange rate appreciation, and higheadem
for non-tradable goods does not find complemergapply from current account channels of the balance
of payments, at least not to a sizeable extentréfbie, excess demand] implies changes in non-
tradable price rises relative to tradable prices ias found byP, = Py — Pr. Substituting the latter in
(1) and rearranging yields

T[=CZPR+PT (7)

We proceeded to test the explanatory power ofrttudel by way of an econometric exercise. The
Ordinary Least-Squares (OLS) regressions below \weréormed for inflation rates and relative price
rates. First, the monthly data on inflation ratemsvobtained from the Central Bank of Brazil for the
Headline Broad Consumer Price Index (IPCA) as caagoof a tradable good price index and a non-
tradable one. The range from July 1994 until AROIL4 yields the following output of the estimated
equation (t-statistics in between brackets):

m=0.10 + 0.384 P; + 0.898 P + ¢
[5.75] [24.68] [44.13]
R%adj = 0.90 Observations: 238 DW:1.27

Estimated parameters are statistically significainthne 1% level and have signs as expected. It
should be noted, however, that the selected pdapndhe exercise encompasses two different policy
regimes, which could restrict the robustness of df@ementioned results. From 1994 to 1999, the
exchange rate was set at lower levels, as palteo$tabilizing effort. A myriad of factors cameatbect
the behavior of prices, during this first periochel are associated with lagging adjustment of the
structure of relative prices following the monetaeyorm of July 1994. Both stabilizing measuregihi
interest rates, tax rate increases, overvaluedaggehrate) and structural reforms (mainly privdimg
leading to corporate downsizing) account for a pnamt increase in the tradable/non-tradable redativ
price, thus reducing the explanatory power of thdable-non-tradable relative price. Under tharssraf
the sequence of currency crises along the secolfidhthe 1990s, the Brazilian currency debacle of
January 1999 led to the overshooting of the exaohaate and the change in the policy regime. As a
consequence, the exchange rate became a floatoeggmd, as we contend, clearly overrode the veati
price behavior between tradable and non-tradali®ise Nonetheless, narrowing down the time range t
January 1999-April 2014 does not affect the resutsstantially, as we can see in the followingnested
regression:

m=0.11+0334P; +085P; + ¢
[4.15] [9.19] (23]
R%adj = 0.73 Observations: 184  DW:1.36

In this second estimation, the constant term rig#g marginally and both parameters accounting
for relative prices and tradable goods inflatioterare mildly diminished; nonetheless, their stiati
significance is maintained at the 1% level. Thisreise indicates that relative prices are in factedated
with the general inflation, that is, excess demamwdm Olivera’s (1964) relative prices theorem, cas
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further state that excess demand of non-tradalddgys the ratio of excess demanad ¢ver supply §)
and the sum of the relative price elasticities @by () and demandn(. Therefore, if autonomous
supply is outrun by autonomous demand and/or teieity of supply is low, inflation rises.

In a seminal influential paper, Olivera (1964, @5Bspelled out the consequences of a relative
price variation upon the money price level. He Hartunderlined that, in the presence of any degfee
nominal price inflexibility, such changes in thegerlevel are not reversible. This means thatpfeihg a
displacement of equilibrium relative prices, restgrthe previous position will not wipe off the nease
in the price level brought about by an alteratibthat situation. In fact, a movement aiming toetethe
previous configuration of relative prices would mhisely cause an additional increase in moneygqwic
Thus, if adjustments are carried out in oscillatpagterns, the total increase in the latter is blotinbe
much greater, depending on the amplitude and frexyuef the intervening fluctuations.

It has become a commonplace in economics to afisessffects of exchange rate volatility on
inflation rates by way of increasing prices of imed goods and inputs for production, the so-called
pass-through effect, which eventually phases o@RNBUSCH, 1976). Copious research material has
shown that an overshooting of the exchange ratdtntégd to contraction of activity with acceleratin
inflation, if the economy undergoing stress is lygtependent of imported inputs. We grapple withss
acute process. In what follows, we purport to slodifferent process by which exchange rate votatili
exerts a primary pressure on inflation. Our resalé® conflict with the ones found in the liter&ufhat
is, whereas it is beyond doubt that sharp curredegreciation will lead to higher inflation, an
appreciation of the currency might not be entirdlyinflationary, in the face of downwardly inflexgb
prices. Ergo, oscillatory movements of the exchamage, even in a downward trend, are likely to psbm
the price level upwards.

The mechanism by which it takes hold is, howewveject to variable and indeterminate lags, due
to the structural adjustments entailed by relapviee changes. In a nutshell, exchange rate vanisiti
lead to changes in relative prices between tradabte non-tradable sectors, which in turn affect the
composition of aggregate supply. The mismatchintpeflatter with the structure of demand, underesom
specific conditions, tends to reinforce the upwadjustment of prices. Our explanation draws on the
works by Diaz-Alejandro (1963) and Frenkel & Ro8(8). We take into account the pressures arising
from “the underlying physical flows, real pricesdasectional disequilibria”, as Olivera (1964, p232
would have it. The rationale is laid out for botases of an appreciation and a depreciation of the
exchange rate as follows.

The rationale is spelled out as follows. Departirggn a moderately devaluating currency, the
tradable sector is provided protection against citipn from abroad and faces improved potential to
accrue greater profit margins, if its reliance orported inputs is not too extensive. Activity iadable
goods sectors is increased, allowing for a morepstitive demand for labor inputs with respect tmno
tradable sectors and, as a result, acting on stpdanwn inflation by reducing the inter-sector wage.
Should economies of scale be present, higher ptivityanay in fact boost returns to investments and
exert decelerating effects on inflation. The nadable sector at first faces shrinking revenues in

response to deteriorated ratio between wages atthege rate, which shift househdldgpenditures in

direction of tradable goods. Under such circuntstan provided that, initially, aggregate income and
productivity are constant due to time lags betwaepreciation and augmented exports, higher prites i
the tradable sector imply either adjustments in dbantity demanded for the latter or a reduction in
demand for non-tradable goods. Such shortage ohdérnan generate a reduction either in volume or
price of the non-tradable sector, or both. Aftemeatime, the upturn in manufacturing output trigger
multiplier effects on aggregate demand, which mm tiacrease demand for servicdsi( in our baseline
model), compensating partially for the previouswglown that followed adjustments to exchange rate
variation. The evidence from Brazil indicates tlpaiices in the non-tradable sector decelerate, but
continue to rise, which suggests that adjustmergdileely to affect quantity more than they do psc
(see Figure 4 below).
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Figure 4 - Real exchange rate (RER) vs. relative prices/éeh non-tradable and tradable goods (NT-T)

January 1999-December 2011 (June 1994 = 100). Source: Centrak Rd Brazil — Department of
Economic Research.

In the opposite direction, an appreciation of tkehange rate have the double effect of reducing
the costs with non-labor imported inputs faced bg tradable sector whilst compressing the profit
margins due to increased competition by importedsiied goods. This releases resources from the
distressed tradable sector to the non-tradableseshich still faces sustained demand carryingrove
from periods prior to appreciation. This laggedeeffof manufacture activity on services leads ® th
luring in of workers from the tradable goods sestawvho are now facing greater job insecurity. An
increased wage bill ensues, provided that nondadaroducers rely heavily on human labor input. |
the economic system is able to generate highlyymoge opportunities for labor inputs forgone by th
tradable sector, the wage increase can be atpgeds$y offset by enhanced productivity. If it istpas is
suspected of Brazil, unskilled workers tend to beopanmodated in precarious job conditions, henchk wit
lower productivity and a more inelastic supply efdces { € -1 Pg). In this case, a larger wage bill for
low-productivity employment implies upward-pressimgsts. Given the “natural” protection from
external competition enjoyed by non-tradable sacthigher costs are transmitted to prices. Henee th
causality shown by equation (7) running from refatprice changes between tradable and non-tradable
sector to inflation levelsl(e -1 Pr -1 n).

This preliminary analytical result provides a vdilginsight into Brazilian inflatiols recent

history based on primary pressures arising fromtired price changes. Figure 9 indicates the presehc
an asymmetry in relative price dynamics that cédis closer inspection. Since both data series are
stationary, an OLS regression yields the followiegults:

PR =944+151Pg, 1 —0.77 Py, + 022 Py, 53— 0.016 " + ¢,
[4.86] [19.28] [-6.094] 3] [4.86]
R%adj = 0.988 Observations: 153 DW:2.09

The above estimated OLS equation reveals that teerdlent variable has a third-order
autoregressive behavior. This trait derived from ftartly autoregressive behavior displayed by its
components - namely, tradable and non-tradable gypoide index. This can be noted in the alternate
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signs of the parameters as lag structure stretthefuinto the past. Finally, the real exchange faf)
displays, as expected, a negative relation withrélegtive price under analysis; that is, a depterieof
the exchange rate will lead to decreased relatneeg that is, tradable goods price increasesate
offset by non-tradable goods price decreases.

This result has important implications, namelythi# exchange rate deploys non-neutral effects on
relative prices, these will in turn affect the aifbn rate in a rather unintuitive and complex fashlt is
commonly believed that inflation may be kept unctamtrol with the use of overvalued exchange rate, v
decreases of tradable goods prices. However, andanp effect has been largely overlooked, which
thrusts inflation upwards through relative priceaicges. This means that an offsetting mechanism
imposes a lower bound to price changes such tHatstwenforcing a “ceiling” to inflation, also sets
upwardly-biased “floor” from below.

At least two connected channels of transmissiomwinecactive, namely: (1) by promoting further

deindustrialization (which takes a toll on the emmy's productivity) and thereby, (2) impairing medium-

and long-term engines of economic growth via stlgstn of imports for domestic output.
Manufacturing sector faces growing distress, fadpctivity increases are not sufficient to offsabdr
costs increases, while profit margins are squedredio exchange rate appreciation. Besides, tlvegor
that slow down the manufacturing sector (fallingleange rate) leave the non-tradable-goods-producing
sectors fairly free to adjust prices upwards. Aoréase in labor costs then aggravates the burden of
adjustment forced upon the industrial sector assalt of an appreciation of the domestic curreficy.
Between the year 2000 and 2009, unit labor cos&$(per man/hour) varied from US$ 3.6 to US$ 6.8, a
90% increase. (DIEESE, 2011, p. 224).
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(IBGE) — Monthly Employment Survey — past methodgidlBGE/PME antiga). Obs.: sums may exceed 100&tdpartial
overlap between categories arbitrarily defined.

19 Agriculture faces more complex and adverse dynamid is thus assumed to face near-neutral effieetgo the volatility

in international prices, which may or may not pdevioffsetting forces to devaluation, via increasetlexports. It suffices to
recognize that, after 2003, the international batoked up commodities international prices, whignds in support of our
admittedlyad hocassumption. It is nonetheless acknowledged thategrof foodstuff and other agricultural goods have
significant, albeit transient, primary effects aflation, and second-order ones via cost-of-livagjustments of wages.
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It follows from the foregoing statement that, ifqes of manufactured goods are held down in the
face of rising income levels, household outlays cdranneled to non-tradable services. Once thisshold
labor demand is shifted toward labor-intensive patidn of services, which faces lower productivity
scores (Figure 5). The latter implies higher castd, given overall labor market legal institutiotigre
emerges a higher propensity to transmit costs ris@se prices. Moreover, the presence of hidden
unemployment imposes qualitative restrictions anhture of newly created job opportunities. Thus a
greater share of the labor force is pushed ontetelsaracterized by lower productivity - at leaghen it
iIs compared to industrial-sector economies of scale

Table 2 illustrates this job allocation pattern.té&ithat non-registered labor reaped an increase of
200% in average real earnings from September 20@etember 2013, with both registered and self-
employed lagged behind changes in average earmpegived by overall occupied people. Non-
registered labor is connected to temporary corgr@ehich may involve both skilled and unskilled dap
and underemployment (such as house maids, retdgs persons, private security personnel and so
forth).

O;:zz::d Registered Nonregistered Self-employed Private Sector  Public Sector
132% 124% 200% 99% 148% 175%

Table 2- Accumulated Change in Real Average Earnings, ddijetype of labor contract and by sector (privateublic),

from September 2001 to December 2013. Source: Agtloalculations based on the Monthly Employment &urinew
methodology) - Brazilian Institute of Geography &tdtistics (IBGE).

Finally, from the evidence marshaled in Figuret@ecomes clear that State-Supervised prices
(506% increase) are, along with prices of servi®%%), the period’s great victors in the intertsec
distributional struggle following stabilization, tseeen July 1994 and December 2013.
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Figure 6 — Accumulated Inflation from July 1994 to Decemb@i2- sorted by different categories: Headline CPI hidla

(IPCA), Nondurable, Semi-durable, Durable GoodsyiSes, Non-Supervised vs. State-Supervised PandsComponents of
State-Supervised Price Indedagk blue bars on the right hand side of the ch&burce: Central Bank of Brazil.
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As regards State-supervised prices, Franco (200@5p) has noted that the new regulatory
environment that resulted from the process of pdasion of State-owned companies has induced a
change in strategic price behavior on the parhefgrivate companies that acquired the rights faaitx
the market potential for public utilities and seas. Such companies are suspected of anticipattogef
revenues through price rises in order to finanagstments in future capacity expansion. Given the
monopolistic structure of the market for such goadd services, a low price elasticity of demand and
regulatory measures endorse such pricing beha$oy.even if wages, productivity and labor input
requirements were to have equal rates of changeebkat tradable and non-tradable sectors, inflation
would still have a nonzero value. Additionally, wsfeould note that these prices are strategicalljattl
upstream within the productive process and theeetotert a continuous pressure over prices located
downstream. The data show that most State-supdryisees outpace inflation in systematic fashion,
which supports our analytical inflation accountsaneme in equations (4) and (5). Figure 7 dispilaigs
behavior by way of tracking State-supervised prened the headline inflation trend (this latter aida
by means of Hodrick-Prescott Filter with a smooghiactor of 14400). In addition, the blue line icalies
de deviations of State-supervised prices from #aaline inflation trend, denoted ky,, in equation (5).
Data reveals that such factor has stabilized, ajhastrong inflation persistence is noted in thieaveor
of supervised prices.
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Figure 7 — Headline CPI Inflation trend (HP filter, smoothifigctor 14400), State-supervised prices and

Estimated Mark-up for State-Supervised Sectoafss,\g) - July 1994 to December 2013 Authors
Calculations. Data Source: Central Bank of Brazil.

In sum, there are two baseline supply-side upwaedsures lurking beneath Brazilian inflation,
namely, the large effect that deindustrializatioeled services inflation exert over the price index the
self-sustaining pressure arising from the Stateaged price changes. Both have an auto-regressive
component built in their price setting behaviorksisTdownwardly rigid price behavior is explainedthg
widespread indexation that runs rampant in the @tgn as stated previously, which can be either
formally stated in contracts or informally practicby backward-looking price-setters. Adding harm to
foul, the public utilities companies (termed in &&t-supervised prices” in Figure 7) present pricing
strategies that, given their upstream locatiorhim pirice structure and the infrastructural natdréheir
activity, tend to impose a floor to price adjustisehy firms positioned downstream in the production
process. This is a however a slow-moving phenomi&naffects take time to be captured by the aofay
economic indicators that inform economic policy agiven that conventional theory to a large extent
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establishes what is to be measured and how tqnetethe data, this underlying chain of causaterds
to go unnoticed.

Concluding remarks

Our paper ties the de-industrializing trend of Brazilian economy to the emergence of a lower baond
inflation rates. Two primary pressures were analypamely: the increase in the tertiary sectorssesiof
total value added in aggregate output and its ioglship to exchange rate variations and the new
regulatory environment that leads privatized pubtitities companies to price rises above inflatrates.
This was done by way of an inflation accountingrfeavork spelling the aspects worthy of note, ané by
simple two-sector model that divided the economiyadable and non-tradable sectors. In such a sshem
long-term forces affecting the composition of betipply and demand were considered, which include
the structural changes undergone by the Brazil@ma&my shortly before and following the Real plan.
We made the case that Brazilian inflation presdotgnward inflexibility due, amongst other causesat
de-industrialization process, which has been erdthby exchange rate volatility.

In a nutshell, we claim that the disinflationaryeets of an appreciated currency are impaired by
the sluggish productivity growth of the non-tradalskectors, as a reaction to the diminishing shére o
manufacturing in total employment and output. Asamsequence, non-tradable goods and services
become more prominent in the economy. Since theders are to a large extent protected from externa
competition, their prices are less flexible andsthmore prone to downward rigidity in the face of
shortages of demand. In turn, a less-than-fullystitig relative price structure exerts primary puess
on average price levels, thereby sustaining imffatrates, in the absence of unanticipated shocks.
Therefore, an oscillating exchange rate alterniaiéetionary rises transmitted by tradable goodsdgr
depreciation) and non-disinflationary results (undgpreciation), hence the exchange-rate-fueled
inflation persistence.

Our story is complete with allusion to the suppaytcharacter. State-supervised prices have gone

over a cycle of inflation-outpacing behavior. Natiyoan index-linking practice was in effeewvhich by

itself would ingrain inertia into the memory of thece system- sectors overseen by the new regulatory

agencies managed to reap a larger piece of thenmgae, by adding a varying markup over the headlin
CPI inflation trend. This forward-looking behaviacted as a lever on the lower bound imposed on
inflation rates.

Our intent was to provide both some evidence aratianale for the interplay of these structural
forces, in order to tell a different story aboufiation, one that singles out the inflexibility die price
structure. The argument is couched on a long-stgntlatin American structuralists’ claim that the
imbalance between the composition of demand arntdofreupply combined with the failure of the price
system to fully adjust to structural changes — eisflg downwards — tends to excite distributional

conflicts among economic groupshowever defined -, thereby making inflation therpptest — albeit

not the only - way to restore consistency to thenemic system. The reason why inflation is a resmirr
adjusting variable should not be solely construgtha favorite policy “choice variable” of an intlan-
tolerant government. Although there might be mbentoccasional truth to this statement when it ®me
to Latin America, inflation persistence in Brazdshalso to do with an entrenched inflationary megnior
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society’s institutions, reflected most clearly dmetpersistence of indexation practices, even after
disinflation.

Therefore, in the context of partially institutidizad backward-looking price-setting behavior, the
institutional changes that followed disinflationdatine ensuing structural reforms on the recenotysif
Latin America have both altered the terms and #tare of the underlying conflicts that sustainatiftin,
requiring sharper changes in monetary policy ireotd counteract these forces. However, if monetary
policy is not neutral in its effects, inflation ¢ggting monetary policy may instill further instatyilin the
output-price dynamics, rendering its measures eware ineffective. One of them is slightly touched
upon by the foregoing analysis, namely: intereg racreases attempting to curb inflation by way of
currency appreciation may be partly self-defeatldgwever, several other issues can be raised the to
neutrality of an interest-rate based policy, butwiénot pursue it here.

A second topic this paper sidestepped concerngdlieeincome distribution plays in inflation
trends. We believe this to be crucial in the Branilcase. The fast-paced process of policy-guidedne
distribution accounts for an important propagatmgchanismof underlying pressures. Distributive
patterns resulted largely from three different éfe (1) the wealth and income effects associatitld w
lasting disinflation; (2) full-blown redistributiv@olicies (such as the federal conditional cashstier
program Bolsa Familia, amongst several other grantsided by the government, not to mention
systematic and increasing expenditures in heakhatucation and social security, and the minimum
wage and index-linking of overall wages); and (8)rgernational commodity price inflation that festd
a foreign currency bonanza along from 2003 unti0&0when the financial crisis broke out. The
combination of rising incomes in the bottom brasket the distribution schedule with an appreciated
exchange rate has shifted the bulk of newly creatgpegate demand onto services, decreasing the sha
of household expenditures in both agricultural arahufactured products, which suggests the occwerenc

of a variant of Engé&$ law in Brazil. However, there is still scant engal evidence in support of such
claim, although the massive income redistributlosistered by a downward trend in real exchangesrate
was accompanied by a sustained increase in thetlymate of output in the services sector. Thiselatt

importance in our inflation story is beyond dispuiat it deserves by itself greater attention ttrenone
permitted by the narrow limits of a paper and shalpursued in future endeavors.

Finally, the foregoing evidence further suggestst th structuralist interpretation of inflation
patterns in the post-Real plan period is not orgyyvfruitful but is likely to be extended to other
experiences as well. This effort provides an atitwe account of the relative rigidity of price la@for in
Brazil, by considering a wider range of determisam¢yond those encompassed by the new-Keynesian
approach. We believe that a richer story can be byl the structuralist framework, and that further
research in this area will provide greater supgortthe view that inflation is tightly connected to
development issues and not only to, albeit impdy@entral banking good practices.
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