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ABSTRACT

This dissertation investigates for the first time the
beginnings and . early development of a cotton textile
industry in a non-export area within an economy specializing
in the production of primary goods for the international
market: the Brazilian state of Minas Gerais. The general
explanations offered in the secondary literature for the
early stages of Brazilian industrialization - based on the
experience of industrialization in export areas - are shown
to be inadequate 1in accounting for the beginnings of
industry in a region where handicraft production of cloth
was still a flourishing activity and where most of the
population was engaged in production for the internal market
and for home consumption. Among other things, the cotton
textile industry of Minas Gerais was protected from outside
competition and did not require for its establishment and
early development additional protection from tariffs on
imports or from devaluation of the exchange rate. The
investigation is centred on the period 1868 to 1906. A
partnership formed in 1868 was the first successful attempt
at establishing a cotton mill in Minas Gerais. From then
until the mid 1890s investment flowed into the industrial
production of cloth. By the mid nineties, however, the first
signs that supply was 1increasing at a faster pace than
demand manifested themselves in the market. Yet, as a result
of decisions to invest taken in previous periods, new cotton
mills entered the market. As no compensatory changes in
demand took place, difficulties in relation to sales
intensified. During the first years of the twentieth
century, the general performance of the cotton textile
industry of Minas Gerais, and especially that located in the
central areas of the state around the new capital, Belo
Horizonte, began to improve, revealing an increase in local
demand. In 1905 and 1906, after a long period of stagnation,
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new textile companies were once more constituted. A public
convention leading to the creation of an organization of
textile entrepreneurs 1in December,1906, can be taken to
demonstrate that the cotton textile industry of Minas Gerais
was by then firmly established. On the eve of the First
World War the cotton mills established in the period 1868-
1906 were responsible for most of the productive capacity of
the cotton textile industry in Minas Gerais.
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13
INTRODUCTION

I.1 General approaches adopted to the study of the emergence
of industry in Brazil.

The Brazilian economy before the First World War has been
generally characterized as an economy specializing in the
production of primary goods for the international market.
Moreover, this economy has usually been treated not only as
an economy exporting primary goods, but chiefly as a coffee
export economy. It is within this context that the early
industrialization of Brazil has been mostly investigated.
The history of Brazilian industry has been written largely
as a derivative of the history of coffee.

This relation between coffee and industry was reinforced by
the fact that by the turn of the century it was 1in the
coffee-growing areas of the country that industry had mostly
advanced. In fact, on the eve of the First World War,
industrialization in the states of Rio de Janeiro and S3o
Paulo - especially concentrated in the cities of Rio de
Janeiro and S3o Paulo - was far ahead of that experienced by

any other state.1

Therefore, it is natural that studies of
industrial development before the war have tended to
concentrate on those areas which were also great coffee
producers. In the case of the city of Rio de Janeiro, not
only was it the centre of a coffee-producing area, but most
activities connected with the coffee export business were
located there. Thus, studies in industrial development have
tended to concentrate on areas where the economy was, to a

large extent, dependent on coffee.

However, the industrialization which took place before the
First World War was not restricted to coffee-growing areas.
It reached areas which did not produce coffee, and indeed
areas where production for export was relatively
unimportant. Therefore some questions pose themselves: are
the characteristics of early industrial growth in non-export
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areas similar to those of coffee-growing areas? how far can
generalizations based on the experience of Rio and S&o Paulo
account for the industrial growth which took place in non-
export areas? Little attention has been given to those
matters. This is a regrettable omission. Answers to these
questions will contribute to a better comprehension of the
overall process of the early industrialization of Brazil.
They <can also help to clarify, by contrast, the
industrialization which occurred in coffee-growing areas.

This dissertation has the purpose of making a contribution
to the understanding of this “peripheral” industrialization
in Brazil by studying the early development of the cotton
textile industry in Minas Gerais.

I.2 Exports and early industrialization in Brazil: a brief
review of the literature.

The classical interpretation of industrialization in Latin
America is that of the so-called "ECLA school".l According
to this view, the emergence of industry in Latin American
countries only became feasible when specially adverse
conditions in the world market created difficulties for
their exports. Balance of payments problems stemming from
these difficulties TJled frequently to exchange rate
devaluation. The consequent increase in the internal price
of dimports encouraged the domestic production of 1import
substitutes. Given that export crises were generally
associated with falling income 1in those countries,
counteracting government measures play an important role in
the ECLA writings, guaranteeing the maintenance of an

adequate demand for the emerging manufacturing sector.’

In contrast to that interpretation, the emergence of
industry in economies specializing in the production of
primary goods for export has been seen in much of the
literature as a by-product of this export production.
Domestic industry appeared to supply the demand arising from
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the export sector. The necessary conditions for this
industry to be established would have been created, either
directly or 1indirectly, by the export sector: funds to be
invested, transport infrastructure, and so on. Besides, it
was the export sector which would have provided a solution
to the problem of 1labour for industry by attracting
immigrants. This line of interpretation was influenced by
the so-called "staple" model of deve]opment.4 Despite
individual differences - which are significant - this
approach was adopted in the study of the origins of
industry in Brazil by Dean, Leff, Suzigan, Mello, Silva and

Cano among others.5

In Fishlow’s study, which might be seen as a third approach,
"the early surge of industrialization in Brazil was largely
fortuitous and was reinforced at various intervals by
exogenous forces."? The first instance of significant
Brazilian industrialization - placed by the author 1in the
early 1890s - was not, according to him, promoted by the
export sector. It resulted from the delayed effects of
inflationary policies on the exchange rate which facilitated
the 1import of equipment and machinery. As the rate of
increase in internal prices was not immediately followed by
a corresponding rate of devaluation of the exchange rate,
imports of industrial machinery became relatively cheaper.
It was the drastic devaluation of the exchange rate after

1893 that favoured import substitution.7

That distinction between a period favourable to investment
in domestic productive capacity (the early nineties) and a
period when domestic production expanded (the post-1893
years) was generalized by Versiani and Versiani. They point
out that from the 1870s to the 1930s a series of periods of
expanding demand for domestic industrial production,
alternating with periods favourable to increases 1in
productive capacity, can be recognized. In fact, the initial
development of Brazilian industry could be characterized by
a succession of phases of concentrated investment activity,
and phases of expansion in production. Thus the "ECLA
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approach"and the “"staple approach” would both stem from an
incomplete, partial view of the emergence of industry in
Brazil. The beginning of industrialization could not be
adequately explained either as a result of difficulties in
the export sector, nhor as an 1inevitable consequence of an
expansion in exports. Rather, Brazilian industrial
development began as the result of stimuli to domestic
production in periods of difficulty in the export sector,
associated with stimuli to industrial investment in periods
favourable to exports. Contrary to Fishlow, Versiani and
Versiani point out the importance of tariff protection in
the emergence of Brazilian industry, a fact amply recognized

by contemporary opim‘on.8

The absence of any direct and simple relationship between
the performance of the export sector and the emergence and
expansion of industry before the First World War was also

S and Cardosow. In Versiani, the

emphasized by Versiani
existence and the expansion of an export sector were
necessary conditions for the appearance of an industry in
Brazil but they were not sufficient conditions. For domestic
industry to develop it was necessary that the internal
market was secured for local producers. The fluctuation 1in
the exchange rate - largely explained by changes in coffee
prices - associated with the tariff system was able to
guarantee such protection and therefore to stimulate the

emergence and expansion of industry in the pre-war period.

Cardoso, like Fishlow and Versiani, emphasizes the effects
of fluctuations 1in the exchange rate on early industrial
expansion in an export economy. However, 1in Cardoso’s model
the effects of the exchange rate on industrial investment
are felt by means of a different mechanism. A reduction in
export earnings, for 1instance, would have contradictory
effects on investment. On the one hand it would encourage
investment by increasing the profitability of the sector -
due to a decrease in real wages. On the other hand it wouild
discourage industrial 1investment by increasing interest
rates - through its impact on real balances. As the effects
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on profits were greater than those on the exchange rate, a
devaluation of the exchange rate would be expected to favour
industrial investment rather than to discourage it. However
the data for the Brazilian case led the author to conclude
that: "...the behaviour of exports was neither favourable

nor unfavourable to industrialization.!

In all the above interpretations of Brazilian industrial
growth before the First World War this growth is related in
one way or another to export activity. Industry appeared and
developed either as a natural extension of the export
sector, or the result of export crises or as a conseqguence
of protection which was largely 1influenced by the
performance of exports, through its impact on the exchange
rate.

In relating those interpretations to the case of Minas
Gerais some particular features of the Mineiro economy and
its industry have to be taken into account. Firstly, recent
developments in the economic history of Minas Gerais have
emphasized the remarkable pace of growth of its economy in
the nineteenth century; and it is generally agreed that this
growth was not directly related to exports. Minas Gerais was
essentially a non-export economy in which the coffee export
sector was of the nature of an enclave. To that extent,
changes in proceeds from exports would not affect directly
or significantly the level of income in the province. As
there are indications that Mineiro industry supplied mostly
markets within the province, it follows that the demand for
its production would not be directly dependent on the level
of exports. Besides, as a non export economy, Minas Gerais
did not benefit from improvements induced by the production
of exports. Secondly, as there are reasons to believe that
the Mineiro textile producers were to some extent protected
from outside competition, due to costs of transport and
distribution, they could remain - within 1imits - unaffected
by changes in the relative price of 1imports (through, for
instance, exchange rate variations).
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It is not clear, therefore, whether the 1inks between
exports and industrialization would be the same in the case
of Minas Gerais as implied in the general literature; this
would have to be investigated.

I.3 The Mineiro economy of the nineteenth century as a non-
export economy.

Prado Junior was the first author to emphasize the
peculiarities of the Mineiro economy in the nineteenth
century as a vigorous plantation-type economy specializing
in the production of crops and dairy products for the
internal market.12 This important point was later obscured
by the wide influence of Furtado’s general interpretation of
Brazilian economic development. Furtado argued that the gold
boom of the first half of the eighteenth century, centred 1in

Minas Gerais, had not had any effect on the economic

evolution that followed, other than increasing significantly
the province’s population. Once the gold rush was over - 1in
the third quarter of the 18th century - Minas Gerais would
have been transformed into a largely subsistence economy and

entered a long period of dech’ne.13

More recently, Furtado’s views on this point have been
contested. Gorender, for 1instance, echoing Prado Junior,
stressed that demand for food products and draught animals
from the gold mining area induced the development of
agricultural and cattle raising activities in Minas Gerais,
as far back as the eighteenth century.“ With the decline of
gold mining - and the consequent reduction of the urban
population - these activities were adversely affected.
However, the transfer of the Portuguese Crown and his Court
to Rio de Janeiro in 1808, the further development of this
city as the administrative centre of the country after
independence, and the spread of coffee in the Paraiba river
valley - all this created an expanding market for Mineiro
agricultural production. As Gorender puts it:
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"The depopulation of the urban centres (in Minas
Gerais) was offset by the development of food
crops, tobacco, sugar cane and later on coffee, by
an impressive increase in cattle raising and pig
farming, and by an extraordinary development 1in
the household production of cloth for trade.(...)
Minas Gerais acquired the features, unique in the
whole country, of an economy of large farms worked
by slaves and producjpg food for consumption 1in
the internal market.”

Other recent works have also argued, contrary to Furtado’s
view, that the internal market associated with the gold boom
had a lasting effect on the Mineiro economy, inducing the
emergence of the diversified production of food and
manufactured goods in the area. There is a growing consensus
that Minas Gerais did not enter a period of stagnation with
the decline of gold exports; rather, 1import constraints
associated with the decline of mining stimulated

diversification of productive activities in the area. !t

This 1ine of interpretation was defended in the studies of
Martins and Martins Filho.! They pointed out that Minas
Gerais bhad, 1in the nineteenth century, the 1largest
concentration of slaves of all the Brazilian provinces. Such
a large slave population was not only the result of slaves
surviving from the gold mines, and their descendants, but
the result of the high net import of slaves during the
nineteenth century. Slave imports could hardly be ascribed
to a demand from the export sector of Minas Gerais: mining
was in decline and coffee-growing was an activity restricted
to a small area and isolated from other economic activities

in the province. According to them the coffee area was "an

“ in Minas Gerais, which "had

export-plantation enclave
little, if any, 1impact on the economic structure of the
Mineiro heartland."' They concluded that the increase in
slave stock revealed the expansion of food crop cultivation,

cattle raising, and household manufacturing.

The Martins also argued that Mineiro production, generally
carried out on large farms, but not on a large scale, was
mostly absorbed by home-consumption; the tradable surplus



would have been a relatively small part of total output. The
trade within the province was marginal, as "the regions of
the province were not economically integrated and
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communications between them notoriously poor"®, and exports

from Minas Gerais to other provinces were quite small "in

comparison with the provincial output 2

The Martins’ view of the Mineiro economy has been contested.
It has been argued, for instance, that the authors do not
take into consideration the inter-relationship between the
non-export sector in Minas and export activities elsewhere
in the country.22 Whatever the criticisms which may be made
of the Martins’ interpretation of the nineteenth century
economy of Minas Gerais, the central tenet of their work
remains valid: they have brought relevant new evidence to
show that Minas Gerais 1in the nineteenth century was a
dynamic slave-based, hon-export economy, with a coffee

sector restricted to a narrow area in the south.

In this setting, the study of the emergence of cotton
manufacture 1in Minas Gerais acquires an interesting
dimension, as mentioned above. Contrary to the more
frequently studied cases of Rio and S@o Paulo, demand for
this newly developing industrial production cannot be
directly related to export activities in the case of Minas
Gerais.

I.4 Handicraft production of cotton textiles in Minas
Gerais.

The early development of a cotton textile industry in Minas
Gerais had another distinctive feature, in relation to the
rest of the country: it began in an area where handicraft
textile production had flourished for a long time.

The start of significant handicraft production of cloth in
Minas has been associated with the process of
diversification promoted by gold-mining in the eighteenth
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century. Its expansion thereafter has been seen in recent
literature as the result of an increase in this
diversification, consequent on the decline 1in mining
activities. However, very 1little is known, as yet, about
the emergence and evolution of those activities in the
colonial period. Evidence that a significant development in
cotton manufacture was taking place is shown by the concern
of the Portuguese authorities about the possibility that
local production could bring losses to Portugal’s trade.
This concern resulted in legislation being passed in 1785
prohibiting the manufacture of any textile - except coarse

cloth for dressing slaves and packing.23

Additional evidence for the handicraft production of cloth
in Minas Gerais 1in the nineteenth century comes from
contemporary observers, data on textile exports from Minas
Gerais, and data on employment provided by the Census of
1872. Based on such sources Martins provides a general
description of the handicraft production of cloth in
nineteenth century Minas Gerais.? Cloth was produced all
over the province, and the level was comparatively high
until the 1870s. Production was carried out not only on
farms but also in urban areas and in the peasant sector. The
participation of slaves in the textile labour force was very
low 1in relation to the total slave population of Minas
Gerais, as well as in relation to the total number of
workers employed 1in the handicraft production of cloth.?
Employment of slaves in textile work was more common on
large farms than in villages. Cloth produced in Minas was
mostly consumed Jlocally, but it was also sent to Rio de
Janeiro, from where it was distributed to the southern
provinces and even to Buenos Aires. Mineiro cloth was also
sold 1in S3o Paulo, Bahia and Goids. However, by the
eighties, the external markets were 1lost as handicraft
production was unable to compete with the cloth by then

being produced in cotton mills.%

The fact that the decline of the handicraft cloth industry
in Minas Gerais occurred at the same time as the first
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cotton mills were being established in the province leads to
guestions about the connection between those two events. Was
the decay of the handicraft production the result of
competition with industrially produced textiles? Or was the
establishment of the first cotton mills in Minas Gerais a
natural development of the cottage industry?

There are indications that the latter question should be
answered negatively. A recent study concludes that in Minas
the transition from handicraft cloth production to
production under the factory system was not successful. In
support of such a conclusion it 1is argued, for instance,
that the early development of textile mills 1in Minas was
much less impressive than in other states; indeed, factory
production of cloth in 1885 was inferior to that of the
handicraft industry in 1827-1828.%

Production of cloth in factories appeared, thus, as a new
phenomenon, not as an evolution of pre-existing household
production. It is the purpose of the present work to study
the conditions under which this new sector emerged and
developed.

I.5 Scope and working hypotheses of the dissertation.

It has been seen that the Mineiro economy in the nineteenth
century presented some distinctive features. These features,
reviewed below, support the basic assumption of this
dissertation that the emergence and development of the
Mineiro cotton industry presented also distinctive features.

a) The Mineiro cotton textile industry emerged in a non-
export economy. Income and employment in Minas Gerais were
basically dependent on the level of the local production of
food crops, dairy products, manufactured goods and on cattle
raising activities for the internal market. In so far as the
markets supplied with Mineiro products were dependent on
export activities, the economy of Minas Gerais would be



indirectly affected, to a certain degree, by the performance
of the export sector. However there are reasons to believe
that those indirect effects would be relatively weak, so
that income in Minas Gerais tended to be more stable than in

the export-dependent areas of the country.

First, it must be remembered that income elasticity for food
products is generally low: changes in the demand for those
goods tend to be less than proportional to income changes.
Second, even without necessarily subscribing to the
Martins’ position that Minas in the nineteenth century was
basically a subsistence economy, it should be recognized
that a good part of the sizeable Mineiro population was
engaged 1in production for home-consumption or for 1local
trade. Their income level would be thus largely independent
of export oscillations.

b) Production of the early cotton mills of Minas Gerais was
mostly absorbed by markets within the state. Therefore, the
demand for their products was relatively unaffected by
changes in export proceeds.

c) Minas textile producers had a certain degree of
protection from outside competition, due to high costs of
transport and distribution. Those costs resulted from the
geographical isolation of Minas Gerais - given its distance
from the coast and a precarious system of transport - as
well as from the dispersion of its population over a large
territory. The Mineiro population was spread over a large
number of small cities and villages and in rural areas. Such
additional protection, over and above that given by customs
duties and exchange devaluation, allowed Mineiro producers
to charge higher prices than those in the coastal cities. It
also cushioned the Mineiro cotton mills from the adverse
effects of a decrease in the domestic price of imported
cloth.

In fact, the extra margin of protection defined a top level
of prices chargeable by Minas producers. To the extent that
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the Mineiro mill owner fixed his price below that top level
- say ten per cent below it - then an exchange rate
appreciation causing a fall in that top price smaller than
ten per cent would leave that producer entirely unaffected.
It would take a larger decrease in the internal price of
imports to force that producer to mark down his price.

On the other hand it is clear that changes in the internal
prices of foreign textile machinery would affect Minas
producers in the same way as they affected producers in
other provinces. An appreciation of the exchange rate,
making imported machinery cheaper, could be expected,
everything else being constant, to encourage new investment.

It can be said, then, that Mineiro textile producers had a
comparative advantage in supplying the provincial market, in
relation to producers located in other provinces or abroad.
It is reasonable to assume that the initial stimulus for the
emergence of a cotton textile industry in Minas Gerais
stemmed basically from that advantage.

d. Minas Gerais was the province with by far the largest
population and, therefore, represented a significant
proportion of the Brazilian consumer market. In 1872, 22% of
the Brazilian population was in Minas Gerais.?® The
population of Bahia, then the second largest province in
inhabitants, was 66% of that of Minas. The joint population
of the Corte (city of Rio de Janeiro and close surroundings,
later under the Republic from 1889, the Distrito Federal)
and the province of Rio de Janeiro was only 52% of the
Mineiro population. As for the province of S3do Paulo, Minas
had two and a half times its population.

From 1872 to 1900, the population of Minas Gerais increased
faster than that of Rio de Janeiro (state and city) and
Bahia. Even though the population of S&o Paulo increased
much faster 1in that period, in 1900 Minas still had the

largest population of all states.29



As a producer of textiles, however, Minas Gerais ranked
fifth in 1905. The 1larger textile industries were to be
found in the Distrito Federal, and the states of S3do Paulo,

Rio de Janeiro and Bahia.30

Within the above context, it 1is the purpose of this
dissertation to describe the emergence and performance of
the cotton textile industry in Minas Gerais in the period
1868-1906; to analyze, as far as possible, the rationale of
those 1investing in the first mills; and to compare the
Mineiro case with the general interpretations of the process
of early industrialization in Brazil. (By 1industrialization
is meant in this work the emergence and development of
factory-system manufacture, with the use of machinery driven
by non-human power)

The choice of the industrial sector and the period to be
studied can be justified briefly. It was 1in the production
of cotton goods that industrialization first started in
Minas Gerais. The early Mineiro cotton textile industry was
established and consolidated in the years 1868-1906. The
first partnership to be successful in setting up a cotton
mill in Minas Gerais was formed in 1868. From then until the
mid 1890s, the industrial production of cloth in Minas
Gerais became an attractive field for investment, and cotton
mills were established in a number of different places. In
the second half of the nineties, 1investment in cotton
textile production was cut drastically. The industry entered
a period of stagnation which was to last until the first
years of the twentieth century. The first indications that
the crisis was over appeared in 1903-1906. The expansion
that took place from 1906 until the outbreak of the First
World War represents the second phase in the development of
the Mineiro cotton textile industry. This second phase is
characterized by a diversification of the production of
cotton goods through the establishment of mills specializing
in knitted cotton textiles, mostly set up in the coffee
growing areas of the state. Nevertheless at the beginning
of the War, cotton mills established 1in the nineteenth



century were still responsible for most of the productive

capacity of the industry.

1.6 Organization, sources and limitations of the study.

The results of the investigation are presented in seven
chapters. The first four chapters examine the emergence of
the cotton textile industry in Minas Gerais and cover the
years 1868-1895. The following three chapters examine the
performance of the sector from 1895 to 1906.

As the main objective of the work was to reconstitute the
initial history of the cotton textile industry in Minas, the
first task was to describe the emergence and the evolution
of that industry in as much detail as possible. Thus, the
adoption of a chronological presentation was clearly
indicated, This approach has the advantage of shedding 1light
upon some aspects of the behaviour of Mineiro entrepreneurs
and managers which are better understood in relation to the
short term cycle, making room for comparisons between them
and their counterparts in Rio and S3do Paulo.

The period 1868-1895 was divided into four sub-periods,
studied in the first four chapters: 1868-1879, 1880-1889,
1890-1891, and 1892-1895. Chapters 5 and 6 examine the
performance of cotton mills 1in the periods 1896-1898 and
1899-1902, years when no new companies for industrial
textile production were established in Minas, The seventh
chapter examines the first signs of recovery in the sector,
in 1903 and 1906.

Definition of sub-periods follows subdivisions that have
been made - explicitly or not - in the literature. The use
of similar subdivisions makes it easier to compare the
Mineiro industrial evolution with the parallel process
taking place in Rio and S3o Paulo. Such comparisons help to
put to test the general interpretations of early Brazilian
industrialization available in the 1literature, which are ,



as mentioned above, usually based on evidence derived from
the cases of Rio de Janeiro and S3o Paulo.

The study 1is based primarily on information contained 1in
documents relating to the constitution of partnerships and
joint stock companies formed during the period, with the
purpose of establishing cotton mills 1n Minas Gerais.
Analysis of the performance and 1investment patterns of
existing concerns were based mostly on records and documents
of the textile companies: annual reports, annual accounts,
proceedings of shareholders’ meetings, and so forth. For
identification of the first investors, secondary sources
were largely used: books and other publications dealing with
the history of specific cities, contemporary newspapers,
genealogical studies, family histories and biographies.

This 1is the first attempt in the 1literature to study
systematically the initial development of the industrial
production of cloth in Minas Gerais. As is usually the case
in pioneering work, some gaps are evident. A clearer picture
of the evolution of the sector would require more research
in public archives and, especially, private archives of oid
mills. This work was particularly hindered by lack of
information on some aspects of the Mineiro economy 1in the
period before the First World War, such as : evolution of
the cotton market, development of the transport network,
process of urbanization, development of the banking system,
and so on. Scarcity of information on those areas prevented
further investigation into certain relevant aspects of the
development of the cotton industry, such as those related to
recruitment of workers, supply of raw material, and sale and
distribution of the final product.
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CHAPTER 1

THE BEGINNINGS OF A COTTON TEXTILE INDUSTRY IN MINAS GERAIS
IN THE 1870s.

Introduction.

-In a chalienge to the classical interpretation of CEPAL that

the industrialization of the Latin American countries only
became feasible when "two wars...and a great economic crisis
in between had shown the countries of Latin America their
possibilities, teaching them positively the way towards

1

industrial activity"”,' economic historians have turned, in

the last two decades, to the study of industrial investment

in Brazil before the First World War. The 1importance of

industrial growth in the nineties was emphasized by

2 3 and the new

Fishlow,° as well as by Villela and Suzigan,
interpretation presented by Fishlow of the effects of the
Encilhamento on the expansion of industry inspired a new
debate!. A preoccupation with the origins of industrial
capital led some economic historians to go further back in
the past and identify the 1880s as the period of the birth
of Brazilian 1'ndustry.5 More recently, the industrial growth
which took place in the seventies has been examined by

6 and by Suzigan.7

Versiani
This chapter investigates the emergence of a cotton textile
industry in Minas Gerais in the seventies. By industry is
meant the production of cloth in factories and through the
use of machinery driven by non human force. Therefore, the
production of cloth carried on outside factories will not be
studied. However a brief review of attempts at establishing
cotton mills before the seventies 1includes references to
some factories which do not seem to have been intended for
industrial machinery.
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The main purpose of this chapter 1is to examine when and
where the first investment in the cotton textile industry of
Minas Gerais took place, who were the original investors,
why they decided to invest in the industrial production of
cloth, and where their funds came from. The results of such
an investigation will provide a basis for verifying whether
the early textile industrialization in Minas Gerais followed
the general pattern and had the same stimuli as that which
was taking place in the same period in the Brazilian economy
as a whole, according to the analysis which has been offered

in the literature.

The first section presents a review of the literature on the
emergence and evolution of industry 1in Brazil before the
1880s. The following section describes the first
unsuccessful attempts at establishing cotton mills in Minas
Gerais and focuses mainly on the foundation of the Cana do
Reino cotton mill and its failure. As this cotton mill was
the first to be owned by a joint stock company, a brief
summary of the legislation on joint stock companies passed
in 1850 is presented. The establishment of the first cotton
mills to succeed as industrial undertakings in Minas Gerais
1s investigated in the third section. The fourth section
points out some of the peculiarities of industrial
investment 1in Minas Gerais 1in the early seventies. An
assessment of the performance of the newly established
cotton mills in the last years of the decade is presented in
the fifth section. The last section summarizes the main
conclusions arrived at in the chapter.

1.1 The evolution of Brazilian industry before the 1880s:
a brief review of the literature.

The sluggish development of manufacturing in Brazil during
the colonial period has been mostly seen in the literature
as the inevitable result of the economic policies applied by
Portugal. These policies would not only have discouraged

such development but, in some cases, even expressly
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prohibited it.°®

However, as the end of the colonial period was not followed
by any noticeable expansion in the production of
manufactured goods, other explanations had to be provided
for the weak response from domestic producers to D. Jodo
VIi’s policy of freedom and 1incentive to 1ndustry.9 The
failure of that policy to promote the emergence of industry
in the country has been mostly explained in the literature
as the result of a lack of tariff protection to domestic
producers. Low tariff duties levied on British products in
1810, and extended to all other foreign products in the late
twenties, would have discouraged investment in
manufacturingﬂo Even though the actual 1importance of low
tariffs 1in holding back domestic manufacturing has been
denied by some authors,11 there has been a consensus that it
was in the second half of the nineteenth century that the
first significant expansion in manufacturing took place. For
those who blame low tariffs for the sluggish development of
the manufacturing sector in the first half of the nineteenth
century, it was the end of the low tariff treaties 1in the
1840s that created the necessary conditions for an expansion
of this sector. For those who minimize the importance of
tariffs, it was a general 1improvement 1in the Brazilian
economy in the second half of the century that brought about
the necessary conditions for the development of domestic

manufacturing.12

In fact, even though the Tariff law passed in 18443 - Kknown
as the Alves Branco Tariff - had increased the duties levied
on foreigh products, it was unable to produce any immediate
stimulus to domestic manufacturing. In the case of cotton
textiles, there was a general discontent with the protection
granted to domestic producers by the new Tariff. This
discontent seems to explain the incentives granted to this
industry by a new taw 1in 1846."% This law, among other
benefits, exempted textile machinery from tariff duties and
domestic cloth from export taxes and inter-provincial
taxes. From 1846 to the 1late fifties many changes were



33

introduced in the Alves Branco Tariff.15 However, this new
legislation did not please either the industrialists, who
did not consider the protection given to domestic
manufacturing adequate, or the farmers, who advocated major

protection for agricu1ture.16

In 1857 a new Tariff law was passed, which appeared to
answer the demand from farmers for lower tariff duties on
food and agricultural 1mp1ements.” Besides a reduction in
tariff duties, as demanded by farmers, this.new law imposed
a tariff duty of 5% on raw materia]s.18 New alterations in
the tariff law were intrcduced in 1857 and 1858, which
produced a gradual reduction 1in tariff duties on general
consumer goods such as china, cloth of inferior quality,
salt and others.!’ In 1860 a new Tariff law was passed which
gave continuity to a previous trend towards a general

reduction in tariff duties on basic consumer goods.20

Even though it is not possible to verify if the Alves Branco
Tariff and the legislation passed thereafter were able to
stimulate domestic manufacturing or 1if any stimulus was
provided by other variables, there is reference in the
literature to a spurt of industrial production in the early
fifties. Luz, for instance, refers to “"an unusual industrial

21 which, even though possibly favoured by the

activity”
"slightly protective tariff of Alves Branco” was mainly a
"reflex of the economic expansion of Brazil 1in the

period"n.

Annual data on exports of industrial machinery to Brazil,
recently compiled, have brought about more evidence on the
expansion of domestic manufacturing before 1880.%8 These
data show the first significant 1increase 1in 1870, when
exports of industrial machinery to Brazil were 52.5% higher
than in 1869. Those exports continued to increase until
1873. From then to 1879 they decreased. However, in spite of
such a decrease, exports of industrial machinery to Brazil
stayed relatively high during the second half of the
eighties. Their average annual value 1in 1874-1879 was only
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1.3% below their average in 1870-1873.

Increased exports of industrial machinery in 1870 show that
changes had taken place towards the end of the preceding
decade, which encouraged industrial investment. According to
Luz, "the industry received a second boost at the end of the

sixties"%

as a result of the measures of economic policy
applied during the Paraguayan war. The issue of paper money
and higher tariff duties on imports, levied to finance war
expenses, favoured economic expansion and gave better

protection to domestic 1'ndustry.25

Versiani and Versiani also highlighted the years 1970-1975
as the second period of significant investment 1in the
Brazilian cotton textile industry before the First World
war .26 Subsequent research made by Versiani and by Suzigan
produced more evidence on the performance of industry 1in the

last years of the Paraguayan war and in the immediate post

war period. Their findings confirmed the pattern of
evolution of Brazilian industry before the First World War
identified in Versiani and Versiani: the alternation of
periods favourable to industrial production (spurt of
production) and periods favourable to industrial investment
(spurt of investment). The economic policies applied during
the war - monetary expansion and consequent devaluation of
the exchange rate as well as higher tariffs on 1imports -
increased the protection of domestic production. The
restrictive monetary policies of the post war period and the
consequent appreciation of the exchange rate encouraged new
investment. On the other hand the maintenance of the tariffs
after the war still provided some protection to the existing
industry.

The second half of the 1870s has been seen in the literature
as a period unfavourable to industrial investment. By the
mid seventies the situation had altered. For the cotton
textile industry, a decrease 1in the price of textiles
abroad, not offset by increased tariff duties or

compensatory changes 1in the exchange rate, reduced the
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a Besides, this period

protection of the domestic producer.
was a period of great and general difficulties for the
Brazilian economy. There was a banking crisis in 1874-1875
and a general depression in business from which the economy
only started recovering at the end of 1879, According to
Suzigan, the prevailing conditions had the most adverse
effects on domestic manufacturing except 1in the cotton-
textile industry, where "investment continued, though still

predominantly 1in small mills. "%

The description of the emergence and performance of the
cotton textile industry in the 1870s, as well as an account
of previous unsuccessful attempts at establishing cotton
mills in the province, to be presented in the following
sections, will verify whether the pattern observed in Minas
Gerais followed the general pattern identified 1in the
literature for the early development of Brazilian industry.

1.2 Unsuccessful attempts at establishing cotton mills in
Minas Gerais before the seventies and the legislation on
joint stock companies.

There has been in the Tliterature a tendency to blame the
legislation on Jjoint stock companies for discouraging
industrial investment before 1890. Therefore, a brief
summary of the evolution of the legislation on joint stock
companies before 1882 - when a new law making easier the
creation of jJoint companies was passed - will be presented.
Changes in the legislation concerning joint stock companies
after 1882 will be examined in other chapters.

Until 1849, the constitution of Jjoint stock companies
depended upon government initiative and was implemented
through specific 1legislation. This was the case, for
instance, with the Banco do Brazil, created by D. Jodo’s
charter of October 12, 1808. In 1849 the constitution of
joint stock companies was, for the first time, regulated by
1aw.30 The organization of a joint stock company had to be
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authorized by the Central Government.d! In order to obtain
such authorization the company’s promoter had to send a
petition to the President of the province, with the
company’s contract and statutes. The President of the
province would then address this petition to the relevant
Minister with a report informing him of the legal aspects of
the proposa’l.32 The President of the province was also
required to inform whether "the subscribers’ qualities and
morality provide enough guarantee and if they have plenty of
funds to assure the payment of the capital’s instalments on

33 Based on this report, the Central

the specified dates”.
Government would decide if authorization for the
constitution of the company should be given. Once this
authorization had been granted, no alterations 1in the
statutes of the company could be made without prior approval

by the government.34

The Commercial Law of 1850 maintained the government’s
authorization as a necessary condition for the constitution

S 1n 1860, a decree specified

of any joint stock company.3
the criteria which should be used to decide whether an
application for the constitution of a joint stock company
should be approved.%Such criteria involved an examination
of the very different aspects of the constitution of the
company aﬁd implied personal and subjective appreciation by
the civil servants in charge. This legislation was enforced
until a new Jlaw was passed on November 2,1882, which

dispensed with government approval.

It would be reasonable to assume that pioneer investors in
the production of cotton textiles in factories would have
felt encouraged, knowing that this investment was to be made
by a joint stock company, and would thus 1imit their risks
by restricting their responsibility to their contribution to
the capital. However the evidence presented in this section
will show that the failure of attempts at establishing mills
in Minas Gerais before the seventies can hardly be blamed on
legislation.
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Very few attempts at setting up factories for the production
of cloth before the 1870s have been recorded.’’ The failure
of such attempts - to be described in this section - 1in
spite of the interest of the Central Government in promoting
the development of the industrial production of cloth,
reveals a local indifference to the introduction of
innovations related to cloth production.

By the Royal Resolution of November 16, 1812, a master was
to be sent to Minas Gerais, at the expense of the Central
government, to teach the art of weaving to all those who had
established looms or were planhning to.® This master arrived
in Vila Rica in 1813 but was sent to Comarca do Rio das
Velhas because it was said that in this place "there are
rich farmers with some establishments and 1in a better
position to make good use of the industry of the ditto
master."’® However there is no evidence that these farmers
had been particularly 1inclined to adopt the technology
presented by the master. Another example of local
indifference to modern technology in the production of cloth
is given by the owner of the factory of Registro Velho, near
Barbacena, one of the few factories reported to be 1in
operation at the beginning of the nineteenth century.
According to the owner of this cotton mill, his invitation
to all those interested to come and see the weaving machines
for cotton and l1inen which he had bought from Portugal did
not raise any 1'nterest.40 Also a company formed in Vila Rica
in 1814 was unable to raise the necessary capital for
setting up a factory.“

In 1837 the Companhia Industrial Mineira was formed with
the purpose of establishing a cotton mill in Neves, district
of Sabard, 1in the Central zone of the province. The
construction of this mill began in 1838. In the following
year it started working with twenty eight spindles for
coarse yarn and siXx looms.* The available description of
this factory’s machinery shows that it was not powered
either by steam or hydraulic power. The second and Tlast

mention of this cotton mill is found in the annual speech of
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the President of the province to the General Assembly 1in
43
1840.

The Cana do Reino cotton mill is the first relatively well
documented example of an attempt at establishing a cotton
mill in the province of Minas Gerais in the mid nineteenth
century. Although different years have been given as the

4 5t was certainly established

year of its foundation,
before 1847. In fact, in his speech to the Legislative
Assembly of Minas Gerais, delivered on February 4,1847, the
President of the province, describing the state of the
industry in Minas Gerais mentions only one cotton mill: the
one established by the firm of Pigot and Cumberland in a
place called Cana do Reino - or Cipé =in Conceigdo do
Serro. According to him, this cotton mill - which had
machines imported from England -deserved to receive
protection from the provincial government as required by its

directors.45

The decision to establish this cotton mill may have been
encouraged by changes in economic policy introduced by the
Alves Branco Tariff. However, as this cotton mill had
a1ready been built in February 1847, the decision to invest
in its establishment was certainly made before the law
conceding a number of special benefits to the cotton textile
industry was passed in August 1846.%. For reasons as yet
unknown, the firm Pigot Cumberland gave up business and a
new company was organized in 1851 to take over the Cano do
Reino cotton mill.

This new company was the first to be constituted in Minas
Gerais for the industrial production of cotton cloth after
legislative changes introduced in 1849 and 1850 withdrew the
constitution of Jjoint stock companies from dependence on
government initiative. From then on, and until a new law was
passed 1in 1882, the responsibility of the government was
Timited to authorizing the functioning of the company. The
story of the Cana do Reino cotton mill 1illustrates the
difficulties faced by a company in becoming constituted, and
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for a cotton mill to operate in Minas Gerais before 1870.

Unable to raise the capital of 30 contos, the company
applied for a loan from the Provincial Government.! Even
though a loan of twenty contos - to be lent in instaiments
of five contos - had been authorized by 1aw,48 the Vice-
President of the province announced on September 18524 that
he had refused to pay the first five contos because the
company did not comply with the legal formalities required
by article 295 of the Commercial Code.50 Notwithstanding his
refusal, the company was able to raise ten contos from the
Provincial Government.’' This 7loan was transformed into
shares 1in 1862,” and in 1875 those shares were granted by
the government to a hospital in Curvelo.53 According to the
company’s Board of Directors, in spite of their efforts, the

hospital refused to accept the shares.“

The Cana do Reino cotton did not succeed as an industrial
undertaking and there 1is some evidence that it was nhot
working any more by the second half of the sixties. In fact,
on June 6, 1868, the President of the province informed the
Municipal Chamber of Representatives of the town of
Conceigdo do Serro about the complaints on the performance
of the company by the shareholders. Considering such
complaints, he required from the Chamber anhd the Municipal
Judge, "circumstantial information on this establishment. "%
As no information had been received by August the following
year, he took the opportunity to express his disbelief in
any governmental protection of industries in the province.
Addressing the Legislative Assembly on August 29,1869, the
President of the province complained about a total lack of
news from that company which had received protection from
the Provincial Government. He added that, if the results
were not encouraging, the government should learn a lesson
from it and in future protect "“the only sources of
prosperity which I find, for the time being, agriculture and

mim'ng."56

"In a province, central and large as is Minas
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Gerais, where distances cannot yet be diminished
by better ways of communication and therefore
where the transport cost 1is exorbitant, it 1is
useless to look for any other source of wealth and
prosperity besides those already mentioned
(agriculture and mining) which are up to this date
the only_sources I find for public and private
wealth.”

A report from the company’s President in this same year,
dated September 21, gave the reasons why the Cana do Reino
cotton mill had been prevented from achieving a satisfactory

5 According to his report, the cotton mill,

performance.
which then had two spinning machines - one with 240 spindles
and the other with sixty - and one mechanical 1loom, was
unable to operate regularly because there were no qualified
workers and the company could not afford to contract
experienced workers from Europe. Besides, as the company did
not find subscribers for all of its capital, it had been

forced to raise expensive loans.

In a report delivered to the Legislative Assembly on March
2,1871 by the President of the province, the results of an
investigation into the state of the Cana do Reino cotton
mill carried out by a committee - appointed by the Municipal
Chamber of Representatives of Conceig¢do do Serro - were
revealed. This committee 1informed the President of the
province that: the cotton mill had not worked in the last
five years; the machines, except the loom, were in a good
condition; the company was 1inh such a bad state that its
shares were not worth anything. This report concluded that
the factory could not be operated because, in fact, there
were no workers able to operate the machines - a probiem
which should have been foreseen by the company. However,
added the report, there was no problem in the supply of

cotton in the area.®®

Finally on August 5,1873, the President of the province
authorized the Provincial Treasurer to appoint a tax
collector to the town of Conceigdo do Serro to defend the
rights of the provincial government - then the major
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sharehoider - in the process of Tliquidation of the
company.60 However, on August 14, 1874 the Provincial
Treasurer informed that nothing was khown in his department
about the 1liguidation of that company.61 No further

information on this company is available.

The evidence presented shows that the production of cloth in
factories was still unable to attract enough capital to
finance the establishment of cotton millis to successfully
compete with the handicraft production of cloth.

1.3 The emergence of a cotton textile 1industry 1in the
seventies.

The starting point of the industrialization of cotton
textile production in Minas Gerais may be linked with the
constitution of the partnership Mascarenhas & Irm3os in 1868
to establish the Cedro cotton mill in Tabuleiro Grande,
district of Sete Lagoas. Cedro was, in fact, the first
cotton mill founded 1in Minas Gerais driven by hydraulic
power and able to succeed as an 1industrial undertaking.62
Two other cotton mills were established 1in the early
seventies, the Brumado and the Machado cotton mills. In 1873
a partnership, Mascarenhas Irmdos & Barbosa, was formed to
establish a cotton mill in the province. Another textile
partnership created in the first half of the seventies was
the "Santos & Companhia”. The Companhia Unido Itabirana,
formed as a joint stock company in 1875 with the purpose of
setting up a cotton mill in Minas Gerais, was authorized to
go into operation by the Central Government in 1876.

1.3.1 The constitution of the partnership Mascarenhas &
Irm3os in 1868 and the establishment of the Cedro cotton

mill.

The establishment of the Cedro cotton mill was the
initiative of three brothers, Bernardo, Caetano and Antonio
Candido Mascarenhas, sons of Antonio Gongalves da Silva
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Mascarenhas, a wealthy farmer in Tabuleiro Grande - today
the town of Paraopeba - in the central area of the province.
At the time the three brothers agreed to form a partnership
and to set up a cotton mill in Tabuleiro Grande, Bernardo
still lived with his father on the farm of S&o Sebastido.
Antonio Candido lived on his own farm near Tabuleiro Grande,
and Caetano 1lived in Curvelo, a town relatively close to
Tabuleiro Grande®. The partnership was legally constituted
in 1868, with a capital of 150 contos and the purpose of
establishing a cotton m1'11.64 The farm where the factory was
to be built was bought 1in July,187065 and the machinery was
ordered in September,1870.66 The machinery arrived in Rio de
Janeiro in September of the following year.67 From Rio de
Janeiro the machines went by the railway, Estrada de Ferro
D. Pedro II, to Entre Rios 1in the province of Rio de
Janeiro. From Entre Rios to Juiz de Fora, in Minas Gerais,
transportation was by the Uni3o e Industria road. Finally,
from Juiz de Fora to Tabuleiro Grande the machines were
transported in ox carts over tracks which, for the most
part, had been opened up to give passage to troops of
mules.®. 1n August, 1872 the factory started working with
18 looms and a turbine with 40 h.p.69 The next year the
cotton mill produced 224,844 metres which already
corresponded to the maximum productive capacity of the

machiner‘y.70

This brief summary of the constitution of the Mascarenhas &
Irmdos partnership and the establishment of the Cedro cotton
mill reveals some features which would characterize much of
Mineiro textile investment 1in the nineteenth century. The
undertaking was strictly a family business with a few
partners. The cotton mill was to be established on a site
close to where the partners lived. Besides, the need for a
source of hydraulic energy led to the location of the mill
in a rural area. This summary also shows that a period of
about four years elapsed between the constitution of the
partnership in 1868 and the date of inauguration of the
cotton mill in 1872.7!
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The establishment of the Cedro cotton mill has been used to
support the argument that the capital originally invested in
the Brazilian cotton textile industry had been previously
accumulated in the mercantile sector.

The role played by merchant importers 1in the early
industrialization of the state of S3o Paulo was initially
revealed by research carried out by Dean”. Later on
Versiani and Versiani suggested that a similar pattern
seemed to have occurred in the early cotton textile industry
of the city of Rio de Janeiro and nearby areas.73 In a more
recent work, Versiani emphasized the importance of the role
played by cloth merchants in the early industrialization of
Brazilian textile production. After remarking that a
detailed account of the sources of capital and
entrepreneurship would reguire more 1information on the
history of individual firms, Versiani states that "existing
evidence strongly suggests ...that cloth merchants played a
central role in the process".74 In support of his point the
author produces evidence on the participation of merchants
in the textile industry of Bahia, S3o0 Paulo, Rio de Janeiro.
In the case of Minas Gerais he concludes that "there 1is
evidence of the preponderance of commercial capital in the
foundation of the important group of mills owned by the
Mascarenhas famﬂy."75 This evidence refers to the
activities carried out by Bernardo and Caetano Mascarenhas
before the constitution of the partnership Mascarenhas &
Irm3os.

Suzigan also refers to the foundation of the Cedro cotton
mill as "the strongest evidence" to suggest that "mercantile
capital was probably the most important source of capital
for investment in the cotton-spinning and weaving
1'ndustry."76 According to Suzigan the funds for the
establishment of this cotton mill would have been generated
by the earlier activities carried out by two of their
founders, Bernardo and Caetano Mascarenhas: fattening of
cattle for sale and trade with salt.
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Given the -evidence which has been produced in the
Titerature, no one can deny that cloth merchants had an
important role as investors as well as entrepreneurs in the
early cotton textile industry of Rio de Janeiro, S&o0 Paulo
and Bahia. Considering the great importance of the cotton
textile industry of these areas 1in relation to that of the
country, as a whole, generalizations based on evidence from

n However, considering the

these regions are acceptable.
features of the Mineiro economy in the nineteenth century,
one would not expect any major role in the industrialization
of 1its cotton textile production to have been played by

merchants, or more specificalily, by cloth merchants.

As was pointed out in the Introduction, the Mineiro economy
in the nineteenth century was a hon export economy with a
diversified production of food, cattle products and
manufactures for the national market and especially for
local markets within the province. The handicraft production
of cloth was then a flourishing activity. Production for
export was either restricted to a narrow area in the south -
as happened to the coffee production in the Mata zone -or
had a relatively small impact on income and employment as
was the case of mining. In such an economy, it would be
reasonable to expect funds for the establishment of the
first cotton mills to have been provided by loccal people
engaged in the production of food, manufacturing, and cattle
raising for the local market and, to a lesser extent, for
national markets outside the province.

The conclusion of Suzigan in relation to the mercantile
origin of the capital invested in the establishment of Cedro
is based upon the fact that the original capital came from
profits obtained by the two Mascarenhas brothers, Bernardo
and Caetano, from the sale of a joint business they had 1in
the trade of salt and in fattening and selling cattle.’
However, if the available biographies on the Mascarenhas
family can be used as a reliable source of.information, part
of the capital invested in the Cedro cotton mill could, as

well, be seen as capital accumulated in farming activities
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carried out by their father, Antonio Gong¢alves Mascarenhas.
In fact, according to family stories, the funds used by
Bernardo and Caetano to start their early commercial
business were drawn from a trust of 26 contos which they
received from their father when they came of age.mAlso, the
two brothers were said to have had recourse to their father

8 Besides, there 1is some

from time to time Tfor loans.
evidence that the profits produced by the liquidation of

their merchant business had other applications.

Bernardo and Caetano Mascarenhas sold their merchant
business in 1867 with net profits of 108 contos.! The firm
Mascarenhas & Irm3os was legally constituted in 1868. The
first payment they made towards the firm’s capital was in
March, 1870. The second payment was made in November of the
subsequent year and the last payment 1in December 1872.“ In
spite of the profits obtained in the sale of their business,
Bernardo and Caetano had problems in paying their share of
50 contos 1in the firm’s capital. In fact, in a letter to
Joaguim Pereira Lopes on August 3, 1870, Bernardo pressed
him to pay his debts as: "I have, in partnership with two
brothers, ordered a cotton manufacturing machine which, once
set up, will cost more than we have".% Bernardo and Caetano
also borrowed money, at 1interest, from their brother and
third partner of the firm, Antonio Candido in order to pay

their share.84

Therefore the conclusion that the 108 contos of profits
obtained in the salt business "was the source of the capital
invested 1in the first successful cotton mill of Minas
Gerais, the Fé&brica do cedro"® is not supported by the
available evidence. Besides there is no evidence that one of
the three partners, Antonio Candido, had any previous
involvement with trade. At the time of the constitution of
the partnership he was a farmer 1iving on his farm, Fazenda
do Rasgdo, near the site where the Cedro cotton mill was to
be established. Therefore, the evidence presented shows that
the funds 1invested 1in the Cedro cotton mill had been
previously accumulated in different activities: agriculture,
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cattle raising, money lending, and also local trade.

The Cedro cotton mill was not only financed by a small group
of very close relatives, but was also established in the
area where they 1lived. According to Caetano, one of the
three partners, the mill was initially planned to be built
in Juiz de Fora in the south of the province near its border
with the province of Rio de Janeiro. However the third
partner, Antonio Candido, 1imposed as a condition for his
participation that the mill was set up near the place where
they 11’ved.86

1.3.2 Other cotton mills founded in the first half of the
seventies: the Brumado and the Machado cotton mills.

In a report dated January 15,1873, the President of the
province mentions two cotton mills 1in operation 1in Minas
Gerais: the Cedro cotton mill and the Machado cotton mill.
Besides those mills, he adds: "there is a great number of
small spinning machines for cotton and wool which make up
the 1industries of the municipalities of Pitanguy, Sete
Lagoas, Sabara, Curvelo, Para, Oliveira, Tamandua and Dores
de Indaia”.! In this statement the President of the
province announces the beginning of the industrial
production of cloth in a province where the home production
of cloth was still an important economic activity.

Very 1little 1is known about the Machado cotton mill, the
first mill established 1in the south of the province.
According to Lucas, this cotton mill was opened on March
19,1875, was driven by steam power and produced a daily
average of 1,200 metres of cloth.® In a 1list of cotton
mills existing in Brazil, published in 1885, a mill under
the name of Industrial Machadense located in Santo Antonio
do Machado is said to be idle.! In 1905 this cotton mill,
mentioned as the property of Coronel Onofre Mendes, appears
as one of the smallest mills of Minas Gerais with only
thirty looms.® In 1912 the mill - then the property of a

partnership Braga, Dias & Octavio Westin - was said to be
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closed down.! In 1915 the Centro Industrial Brasileiro
announced that it had not received any data about this
cotton mill and in 1917 this factory was said to be
c]osed.w. Given the complete Tlack of 1information on the
performance of this mill, the reasons for its failure as an
industrial undertaking can only be speculated upon. It is
possible that one of the reasons for its failure came from
its location. A small cotton mill established in the south
of the Southern zone and unable to use hydraulic power, it
may not have been able to compete in costs with larger mills

established in S3o Paulo.

Another cotton mill established in Minas Gerais in the early
seventies was the Brumado cotton mill. This mill was set up
in Pitanguy in the Western zone, close to its border with
the Central zone in a region where there was a flourishing
home production of cloth. According to an observation made
by a traveller who visited the province in 1863, Pitangui
and the nearby counties were among the major centres of
¥ 1n 1873
the President of the province referred to the non industrial

production of handicraft cloth in Minas Gerais.
production of cloth as an important activity in Pitangui.

The establishment of Brumado seems to illustrate not only
one of the few examples of a mill being entirely financed by
mercantile capital in Minas Gerais, but also one of the very
few cases of a one man undertaking in the early Mineiro
industry. However, evidence on the establishment of this
mill 1is still scarce. In fact, the only source of
information on the establishment of this mill and on the
previous activities of its founder is a short biography of
Francisco José Andrade Botelho. According to  his
biographer, Francisco José de Andrade Botelho, even though
born Mineiro, had moved to the city of Rio de Janeiro where,
together with two brothers, he established a merchant house
under the name "Botelho, Irmdo & Andrade“%. As a trader
Francisco José became quite well off and used to come to
Pitangui on business. He married a 1local lady 1in 1867,
established himself in the city and built a cotton mill in



48

Brumado, 1in the surroundings of Pitangu1.95 In 1873 the

cotton mill was already working and it was said to have 41
looms in 1886 and 49 looms in 1888.% After the death of
Francisco Jose 1inh 1888, his brother assumed management of
the cotton mill. On April 2,1889, the cotton mill was
auctioned off to Luiz Augusto Vianna Barbosa for 166 contos.
Later on - as will be seen 1in Chapter 4 - Luiz Augusto
Vianna Barbosa and his sons formed a joint stock company to
buy and enlarge this cotton miil.

1.3.3. New associations of capital in the mid seventies for
investment in the Mineiro production of cotton textiles.

Two partnerships and one joint stock company were formed in
the mid 1870s with the purpose of establishing cotton mills
in Minas Gerais: Mascarenhas Irm3os & Barbosa, Santos &
Companhia and the Companhia Unido Itabirana.

The constitution of Mascarenhas & Barbosa followed the
success achieved by the Mascarenhas brothers, Bernardo
Caetano and Antonio Candido, with the establishment of the
Cedro cotton mill. According to the family’s stories,
Pacifico, another of the Mascarenhas brothers, approached
the founders of Cedro 1in 1873 proposing to Jjoin their
business together with two brothers, Victor and Francisco de
Paula, and their brother-in-law, Luiz Augusto Vianna
Barbosa. As this proposal was not accepted, Pacifico,
Victor, Francisco de Paula, and Luiz Augusto decided to
establish their own cotton mil].% They formed a
partnership, Mascarenhas Irmaos & Barbosa in October 29,1873
with a capital of 100 contos and the purpose of setting up
a cotton mill on Luiz Augusto’s Cachoeira farm.® This farm
had a suitable waterfall to provide energy for the factory
and was close to the town of Curvelo in the Central zone,
further north than the place where the Cedro cotton mill had
already been estabh’shed.100

Even though Bernardo Mascarenhas, one of the founders of the
Cedro cotton mill, had not joined this new undertaking as a
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partner, he played an important role in the establishment of
the Cachoeira cotton mill. In charge of buying the machinery
for the new factory, he went to England and the United
States in 1874-1875. In the letters he wrote to his brothers
to put them abreast of his dealings, he gave some
interesting information on different aspects of textile
investment in the seventies. As to the minimum size of the
mill, for instance, he recommended the establishment of a
factory with no less than 50 looms. According to him, "the
most expensive and indispensable machines may produce yarn
for 50 looms"” and, therefore, "it would be a mistake to buy
30 or 40 looms, as the difference in the price is very
small."'""" He also informed his brothers of the costs of the
investment. A fifty-loom cotton mill in England with all the
necessary machinery would cost then 4,000 pounds sterling
which, allowing for fluctuations of the exchange rate, would
come to around 38 or 40 contos. According to him, textile
machines were not found ready-made and had to be ordered. He
also observed that machines were in general less expensive
in England, even though some American machines had other

advantages compared to the English ones. 2

The 100 contos’ initial capital of the firm Mascarenhas &
Barbosa very soon proved to be insufficient to establish the
cotton mill. In 1876, before the cotton mill had started
working regultarly, the capital had already been raised to
200 contos. According to Bernardo Mascarenhas’ estimates,
the cost (fob) of the machinery corresponded approximately
to one fifth of the total costs of investment.

The Cachoeira cotton mill started working on January 23,
1877m3, but it was only in 1879 that it was able to produce
to full capacity.m4 As for 1its origins, the <capital
invested 1in this cotton mill had been accumulated in

different local activities.

Like his brothers, founders of the Cedro cotton mill, the
founders of Cachoeira also received from their father a

trust of 26 contos when they came of age and also used to go
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. 105
to him for Jloans.’ -~

Antonio Gong¢alves Mascarenhas, was farming, since he bought
his farm 1in 1836. Therefore, at least part of the funds

The main activity of their father,

invested 1n Cedro and Cachoeira had been accumulated 1in

farming activities. 'l

The funds 1invested by Victor, one of the founders of
Cachoeira, may be said to have had a mercantile as well as
an agricultural origin. In fact, married to the daughter of
a local farmer, he had for some time a merchant house 1in
Curvelo. However by the time the partnership Mascarenhas &
Barbosa was formed he had become manager of his father’s
farm. 107 Pacifico, married to a wealthy farmer’s daughter,
was the locai doctor of Curvelo where he lived and had his
practice.m8 In the case of Luiz Augusto, the origin of the
funds he invested 1is clear, as it was on his farm that the
cotton mill was built.'” No information is available about
the activities carried out by the fourth partner, Francisco
de Paula, before the constitution of the partnership.

Another family partnership, Santos & Companhia, was formed
in the mid 1870s with the purpose of establishing a cotton
mill in Diamantina in the north of the Central zone. This
undertaking is said to have been promoted by the bishop of
Diamantina, Jo3do Antonio dos Santos, in order to provide
jobs 1in the area due to the high rate of unemployment
brought about by the decline in diamond m1'n'ing.”0 The
partnership was constituted by two of his brothers, his
nephew and another ;:var’c.r\er.”1 No information is available
about the activities of the partners prior to the

constitution of the partnership.“z

The mill set up by this partnership, the Biribiry cotton
mill, is said to have been inaugurated on June 1,1876 with
20 Tooms in operat.ion.“3 In 1883, it had forty looms, 1020
spindles and a daily production of cloth of 1,200 metres. It

14 The number of

was then said to employ 120 workers.
workers probably included those employed in a foundry and a

lapidary shop attached to the mill.
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Santos & Companhia is hot the only example of a partnership
established in those early days which, although it had as
its main purpose to found and operate a cotton mill, also
dealt with other business. According to Vaz, the firm which
ownhed the Cedro cotton mill, Mascarenhas & Irmdaos, was 1in
fact "an 1industrial, commercial, financial and agrarian
conglomerate.”''’ The establishment of small foundries for
supplying the most simple needs of the cotton mill also does
not seem to have been unusual in the early factories founded
in Minas Gerais. In the case of Santos & Companhia however,
the establishment of a foundry and a diamond lapidary seems
to have had the purpose of diversifying the risks attached
to a pioneer undertaking in the area. There is evidence, for
instance, that this foundry produced bells for c:hum:hes.”6
The foundries of 1iron and bronze attached to the Biribiry

cotton mill are mentioned as being in operation in 1899.117

Finally it was in the mid seventies that the first joint
stock company to be successful in establishing a cotton mill
was constituted in Minas Gerais. It was the Companhia Unido
Itabirana, authorized to function by decree number 6162 on
March 24, 1876. The company’s statutes had been signed by
all shareholders on March 1,1875.“8 Its initial capital was
103 contos, divided 1into 1030 shares of 100 mil-réis. '
This undertaking was financed by local people from the town
of Itabira.'! As in the case of the Cachoeira cotton mill,
this capital soon proved to be insufficient "not only
because the original calculations were badly made, but
because prices of food were high when construction was

21 ag a consequence, the company was forced to

undertaken".
raise a loan of sixty contos in order to be able to put the
mill to work. The company’s cotton mill was established with

28 1ooms”2 and 1040 spind]es.w3

So, in the seventies, six cotton mills were established 1in
Minas Gerais: Cedro, Machado, Brumado, Cachoeira, Biribiry
and Uni8o Itabirana. With the exception of Machado, those
were the first cotton mills to be successfully estabiished
in Minas Gerais. In 1905 they accounted for 21.7% of the
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total number of looms 1n the cotton textile 1industry of

Minas Gerais.m4

1.4 Typical textile investment in Minas Gerais during the
seventies: small, local and family undertakings concentrated

in the Central zone of Minas Gerais.

Data in Table 1.1 summarizes some characteristics of early
industrial investment in Minas Gerais.

As for its organization, the Mineiro cotton textile industry
followed a pattern similar to that of other provinces 1in the
period. Of the six cotton mills established 1in the
seventies, one was a one-man enterprise, three were
established by very few partners who were very close
relatives and one was a joint-stock company. According to
Stein, the preference for individual enterprises or small
partnerships 1in the early Brazilian textile industry
revealed "the restricted local investment market, general
distrust of industrial enterprise and close government
supervision of joint-stock companies"”s. It was only after
the relaxation of legal restrictions on the constitution of
joint stock companies in 1882 that joint stock companies
became the predominant form of corporation for 1investment
in the cotton textile ‘industry.”6

It was with a partnership, Mascarenhas Irm3os, constituted
in 1868 that funds started being directed to the
establishment of a cotton industry in Minas Gerais.

It is easy to understand a preference for small family
partnerships as the 1ideal form of corporation 1in the
earliest stages of industrialization in Minas Gerais. On the
one hand, the evidence presented shows that, given the size
and cost of the first cotton mills established, the
necessary funds could be easily provided by a few investors.
The money received by each of the Mascarenhas brothers from
their father, the day they were 18 years old, would have
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Table 1.1

Initial investments in the establishment of cotton mills in
Minas Gerais during the seventies.

Cotton mills nature of the initial number Location
association capital of of mills

in Tooms* in

contos zones

(1) (2) (3) (4)
1-Cedro family partnership 150 18 Central
2-Machado na na na Southern
3-Brumado one founder na 10 Western
4-Cachoeira family partnership 100 50 Central
5-Biribiry family partnership na 20 Central
6-U.Itabirana joint stock company 100 28 Central

Averages - 116.7 25.2 -

x at the time of their inauguration.

na:not available.

Sources. Cedro and Cachoeira cotton mills: Mascarenhas
(1972, 48,64,94,104). Machado cotton mill: Godoy (1873),

Relatdério, p.18. Brumado: Chaves (1883), Fala, p.40.

Biribiry: Stein (1957,26) and Machado Filho (1980,194).
Uni&o Itabirana: Companhia Unido Itabirana (1875),
Estatutos, and Chaves (1883), Fala, p.42.

been enough for each of the partnhers of Mascarenhas &
Barbosa to pay for their share of the partnership’s initial
capital. Or, to put in another way, two brothers, with the
money they received, could afford to buy all the machinery
necessary for establishing one fifty-loom integrated cotton
mill. On the other hand as a pioneer undertaking, the
industrial production of cloth could not be expected to
attract savings from the population at large. Funds would
have to be provided, either by the main promoter of the
undertaking himself, or raised by him from those he could
convince that the establishment of a cotton mill 1in Minas
Gerais at that time was a sound investment. The decision of
any potential investor to join such an undertaking would
depend upon the degree of confidence he had in the main
promoter. So, it 1is quite natural that the first
associations for investment in the cotton textile industry
were not only small partnerships but partnerships formed
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among close relatives. The evidence given by one of the
promoters of the Cedro cotton mill shows that even among
close relatives it was not an easy task to obtain the
support he and his brother needed to carry out their plans
of establishing a cotton mill. According to Caetano, when he
and his brother Bernardo first had the idea of setting up a
cotton mill in 1865, they invited their brothers to join the
undertaking "as they did not have the necessary capital”,
but none of them agreed to do so. It was with "some
difficu]ty"u7 that, later on, they were able to persuade
one of their brothers to participate in their partnership.

Why this association of relatives was not formed 1into a
Joint stock company 1is also easy to understand. If the
constitution of a joint stock company had the advantage of
1imiting the risks of the individual investor to the value
of his shares, on the other hand, it complicated the process
of constitution as well as the management of the
undertaking. In fact, in the seventies the constitution of
any Jjoint stock company and any later changes 1in its
statutes still had to be authorized by the Central
Government.'? Besides, the requirements relating to the
functioning of any joint stock company, described in its
statutes and sanctioned by the government, necessarily
imposed some restrictions on the process of decision making.

The cotton mills established in Minas in the seventies were,
on average, significantly smaller than those established in
the same period in the province of Rio de Janeiro. According
to a list compiled in 1885, the average number of looms 1in
the cotton mills set up in the Province of Rio de Janeiro in
the seventies was then 155.6.'"% Data in table 1.1 shows
that the average number of looms of the Mineiro cotton mills
established 1in this period was, at the time of their
inauguration, 25.2.

The relatively small size of the first cotton mills may be

explained, at least 1in part, by the size of the market they
were planning to supply. Even though Minas Gerais was by far
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the most populated province in the seventies, its population
was spread over a large territory and mostly scattered in
rural areas. Therefore the costs of transport and
distribution, even inside the province, were high. So, it is
reasonable to assume that the first mills were established
to supply the local market. On the other hand, had the

first investors decided to establish large mills, they might
not have found the necessary funds. The evidence presented

in relation to the establishment of Cedro illustrates the
difficulties faced by the promoters of this undertaking in
convincing one of their brothers to join them. And Stein
reports that the establishment of the Biribiry cotton mill

became an undertaking of the Santos family because the

bishop of Diamantina, "unable to obtain the support of
local capitalists ... sold the idea of setting up a cotton
mill to his brothers... to a nephew, and to another
par‘cxﬁer"’30

Data in table 1.1 show that the first cotton mills tended to
be concentrated in the central areas of the state. Of the
six mills established in the first half of the seventies,
four were set up in the Central zone and one in the Western
zone at the border with the Central zone. Considering that
the first cotton mills were built close to the place where
their founders 1lived, the question to be formulated is why
the decision to build the first cotton mills of Minas Gerais
came from people 1living in the Central zone of the province.
A possible answer to this question 1is that the home
production of cloth in this region had proved to be very
successful.

In fact, the Brumado and Cedro cotton mills were built in an
area where home production of cloth was still a very
important economic activity. Gerber, who visited the
province in 1862 observed that the handicraft production of
cloth, although spread all over the province, was especially
developed "in Bonfim, Pitangui, Desembogue, Piu-i, Tamandua
and other (villages) on that side".’" And data on the
number of textile workers by village and county of Minas



56

Gerais, shown in the Demographic Census of 1872, reveal that
this production was mostly developed in the central area of
the province. This successful home production proved that
the production of cloth even by non industrial methods was
a profitable business 1in the area. There was already a
market which could be supplied by cloth produced
industrially and at Tower cost. Unless cotton mills were
established in the province to supply this market, it would
certainly be overtaken by those mills which were being
established in other provinces. However, local production of
industrial clioth would have been protected from external
competition by the cost of transport and distribution.

The ability to detect the opportunity for starting up
industrial production to replace the handicraft production
of cloth and the courage to carry out such a revolutionary
undertaking would require people with capitalist mentality,
innovator entrepreneurs. In Minas Gerais such innovators
were the three Mascarenhas brothers, Bernardo, Caetano and
Antonio Candido, founders of the Cedro Cotton mill in
Tabuleiro Grande, and Francisco José de Andrade Botelho,
founder of The Brumado cotton mill in Pitangui. Besides, it
is worth pointing out that the Mascarenhas brothers had the
advantage of previous knowledge of the cloth market in the
area, as handicraft cloth was produced on their father’s

farm for home consumption as well as for local trade.132

1.5 The evolution of the cotton textile industry of Minas
Gerais in the second half of the seventies.

No partnerships of capital or joint stock companies were
constituted in the second half of the seventies with the
purpose of establishing new cotton millis in the province.
However, there is some evidence that the productive capacity
of the existing cotton mills was substantially enlarged in
that period.

Data in table 1.2 show the number of looms 1in the cotton
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mills founded in the seventies at the time they started

operating, and in 1883. The number of looms in the Cedro

Table 1.2

Cotton mills established in the seventies and the expansion
of their productive capacity from their inauguration to the
years 1883 and 1905, measured by the number of looms

——— — —————————— i —— - ————— ———————— —— ————————— " ———————— T ——— 1 o o

Cotton mills n. of looms n. of looms n. of looms
established at the in in
in the inaugurationx 1883 1905
seventies abs 1index abs. index abs. 1index
val. numb. val. numb. val. numb.
(1) (2) (3) (4) (5) (6)
Cedro 18 100 40 222 88 444
Machado na - na - 30 -
Brumado 10 100 40 400 70 700
Cachoeira 50 100 60 - 150 300
Biribiry 20 100 40 200 80 400
U.Itabirana na 100 28 - 80 -
Averages 24.5 100 41.6 170 83 339

Sources: Column (1): Cedro: Mascarenhas (1954,41); Brumado:
Chaves (1883), Fala, p.44; Cachoeira: Vaz (1990,25);
Biribiry: Machado (1980,194). Column (3): Chaves (1883),
Fala, pp.40-44. Column (5): Vasco (1905).

cotton mill in 1883 was more than twice the number it had at
the time of 1ts inauguration. In the Brumado cotton mill the
number of looms at work in 1883 was four times the number it
had started working with, and 1in Biribiry the number of
looms doubled from its inauguration to 1883. In Cachoeira,
the largest cotton mill established in the seventies, the
number of 1looms increased by 20% from the day it was
inaugurated up to 1883. It is not possible to know exactly
when investment took place in those factories. In the case
of Cedro, the decision to enlarge 1its productive capacity
was taken 1in 1878 when the new machines were ordered. By
1879 they were being set up.”a. And the new machines at
Brumado were ordered in 1877.'%
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In the seventies the management of most of the cotton mills
was in fact 1in the hands of their founders who had a
capitalist’s foresight in relation to the development of
their undertakings. In such circumstances one would expect
the mill owners to be willing to sacrifice immediate profits
in order to provide funds for good performance and expansion
of their cotton mills. So, it 1is quite probable that the
expansion verified had been financed by reinvestment of
profits and additional funds provided by the owners
themselves. Mascarenhas & Irmdos, which was constituted in
1868 with a capital of 150 contos, had in 1879 a capital of
270 contos. The initial capital of Mascarenhas & Barbosa,
which was initially 100 contos, had increased to 382 contos
in 1879.'%

Such an expansion of investment shows that the establishment
of cotton mills proved to be a successful undertaking and
that the expectations of the Mineiro entrepreneurs were
highly optimistic. In fact, the infant 1industry of Minas
Gerais does nhot seem to have shared the problems faced by
the Brazilian economy 1in 1875-1878; which apparently had
adverse effects on the textile industries of other

B8 And this is not surprising if the features of

provinces.
the Mineiro economy in the nineteenth century are

considered.

As an economy specializing in the production of food and
handicraft products for the internal market - and especially
for local markets - and with a relatively large sector of
subsistence, the Mineiro economy was probably not so badily
affected by the recession of the mid seventies as the
economies of other provinces seem to have been. Besides, the
decrease in protection of domestic cloth in the second half
of the decade identified in the 1literature could not have
had sighificant adverse effects on the performance of the
Mineiro mills. The Mineiro producers had additional
protection granted by transport and distribution costs.
However, it is possible that a decrease in protection from
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foreign competition may have reduced the prices charged by

Mineiro cotton mills and therefore diminished profits.

Even though there is not much information about marketing of
the cloth produced by the early Mineiro cotton mills, there
is some evidence that this cloth was mostly sold in local
markets. In fact, attempts by the Cedro cotton mill to reach
the market of Rio de Janeiro ended in complete failure,
bringing about net losses to the company in 1876,137 and
seemed to convince the management that the market to be
supplied was that of the province.138 In fact, 1in 1882
Mascarenhas & Irm3os informed the Municipal Chamber of Sete
Lagoas that "almost the whole of production is sold in the
province and a small quantity in the provinces of Rio, S&o
Paulo and Goias".

Data 1in table 1.2 show that the Mineiro cotton mills
established in the seventies - with the exception of Machado
- were successful undertakings. In 1905, these factories
were responsible for a significant part of the production
capacity of the sector.

1.6 Conclusions

a) The first Mineiro cotton mills were established in the
immediate post Paraguayan War period. Therefore, their
establishment coincided with a spurt of industrial
investment which has been identified in Brazilian industry.

b) Given the peculiarities of the Mineiro economy, the
establishment of the first cotton mills in Minas Gerais can
not be explained in the same way as the general spurt of
industrial 1investment 1in the Brazilian economy 1in the
period. For industrial production to start in Minas, it did
not require an increase in local demand for cloth. As proved
by a flourishing handicraft production, there was already a
market for cloth which would Jjustify 4dits industrial
production. This market was protected from outside
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competition by transport and distribution costs.

c) Changes in the economic policies introduced to finance
the war may have encouraged industrial investment in Minas.
An increase in overall protection from foreign competition,
increasing the top prices which could be charged by the
Mineiro mill-owners, may have made investment in the cloth
industry look still more attractive to potential investors.

d) The emergence of a textile industry 1in Minas Gerais
depended mainly upon the appearance, in the scenario of an
economy specialising in the production of food and
handicraft products, of capitalist entrepreneurs able to
detect the possibilities of the industrial production of
cloth and wiliing to take the risk of introducing such an

innovation.

e) The peculiarities of the Mineiro economy determined the
peculiarities of 1its early cotton textile 1industry. The
first 1investors were 1local people committed to 1local
activities, mainly those connhected with farming and 1local
trade. It was in those activities that the capital to be
invested was accumulated. Therefore the Mineiro
entrepreneur 1in the early stages of industrialization 1in
Minas Gerais was quite distinct from those entrepreneurs
from Rio de Janeiro or Sdo Paulo. The initial size of the
Mineiro cotton mills - compared to those established in
other regions - revealed the size of the local market to be
supplied by those mills.
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CHAPTER 2

INDUSTRIALIZATION OF MINEIRO COTTON TEXTILE PRODUCTION
IN THE 1880s.

Introduction.

This chapter investigates thq expansion of the cotton
textile industry of Minas Gerais during the eighties. Its
main purpose 1is to examine the evolution of textile
investment which followed the establishment of the first
cotton mills in the province during the previous decade.

With the purpose of placing the results of such an
investigation within the larger context of the debate on
the earlier stages of Brazilian industry, the first section
presents a brief review of the 1literature on industrial
growth 1in this decade. As two distinct patterns of
industrial growth have been identified in the 1880s, one in
the early years and the other in the second half, this
chapter is divided into two parts. The first part examines
the expansion of the cotton textile industry of Minas Gerais
in 1880-1884, and the second part examines its expansion in
1885-1889.

The investment which took place 1in each period, either
through the establishment of new cotton mills or the
enlargement of the productive capacity of the old ones, is
described in as much detail as the available evidence
permits. Special attention is given to the identification of
the investor in Minas Gerais, the origin of his resources
and his motivation for 1investing in the industrial
production of cotton goods.
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2.1 The relevance of the 1880s 1in the emergence of
industry in Brazil, a brief review of the literature.

The eighties have been identified by some authors as the
period of the birth of Brazilian industry. This conclusion
is usually based either on data from the Census of 1920 or
on the experience of industrialization of specific states,
mainly that of the state of Sdo Paulo. However, as was seen
in the previous chapter, more recent investigation has led
some economic historians to cite earlier dates for the
emergence of Brazilian industry. Their evidence supports the
view that industrialization occurred in this decade not as
a starting point but as the continuation of a process which
had begun earlier.

Information on the number of industrial establishments in
1920, according to the year of foundation and capital
employed, shows a significant increase of 138% in the number
of these establishments founded between the periods 1875-
1879 and 1880-1884, followed by an increase of 65% in the
next period, 1885-1889. It also shows that the 1industrial
establishments founded in 1880-1884 were responsible in 1920
for 11.1% of the capital employed 1in all industrial
establishments. These establishments had a capital which was
1561.6% greater than that of establishments founded in the
previous period, 1874-1879."

Based on these data Simonsen identified a first spurt of
industrial investment in the eighties which would have
persisted at a similar pace up to 18952 Normano, using the
same data, concluded that: "1885-1914 was the period of the
creation of Brazilian 'industry".3 For other authors, who
dealt specifically with the case of Sdo Paulo,
industrialization in this state began in the eighties and
more specifically in the second half of the eighties.4
However, even those authors who identify an earlier start to
industrialization 1in the country have emphasized the
industrial growth which occurred 1in this decade. For
Suzigan, for instance, the eighties were part of a larger



72

period, 1880-1895, "one of the longest periods of expansion

5 According to him, the

in manufacturing investment.”
industrial expansion in the eighties and in the first half
of the nineties was the result of an increase not only in
the demand for manufactured goods but also in the supply of
labour provided by "an export-led 1income growth, the
construction of railways and the promotion of immigration"ﬁ.
He 1identifies a spurt of- investment in 1880-1883, when
import prices were greatly reducedu but admits that the
restrictive monetary and fiscal policies of the late Empire
may have prevented a greater expansion of industry 1in the

years 1884-1887.%

For those authors who see the emergence of 1industry as the
result of a capitalist expansion in the coffee sector, the
genesis of industrial capital is placed in the eighties,
when that sector was expanding at a high rate. According to
Mello, for instance, the capital which was being accumulated
in the coffee export sector from 1886-1894, "when
conditions of accumulation were extremely favourable",
started flowing into industry in 1889, because all of the
profits from this sector could not be reinvested in it.’ So,
even though the genesis of industrial capital took place in
the second half of the eighties, industrial investment would
only have started in the last year of the decade. According
to this interpretation, the beginning of industrialization

would have coincided with the period of Encilhamento. 'l

In fact, imports of industrial machinery in Brazil increased
significantly in 1880-1883. An average annual rate of
increase of 27.7% in these years contrasts sharply with that
of (-) 5.0% 1in the years 1874-1879, and explains the
identification of a spurt of industrial investment in the
first years of the decade. In the following years, from 1884
to 1887, 1imports of industrial machinery remained at a
relatively stable level. In 1888 they increased by 38.5% and

remained at this level during the following year.“

Industrial textile investment in the eighties has been seen
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as following the general pattern of industrial expansion.
Based on dates of the foundation of cotton mills and on data
on cotton textile imports from Rio de Janeiro, Versiani
identifies two spurts of investment in the decade: one
spurt, in the years 1880-1884, and another one starting in
1889''. The evolution of investment in the cotton textile
industry in the eighties could then be divided into three
periods: 1880-1884, 1884-1888 and 1889. In the first four
years the rate of industrial expansion was relatively high;
in the second period it slowed down; and in the last year of.
the decade investment started increasing faster again. The
reasons for such a diversified pattern of evolution of
investment in the eighties are not mentioned by the author
even though the first years of the decade are seen by him as
years of prosperity for the cotton textile industry. Such
prosperity was due to increased protection provided by
higher tariffs and a devaluation of the exchange rate.
However, as higher tariffs and a devaluated exchange rate
are not expected to stimulate investment but to discourage
it, the author adds that it is possible that these adverse
effects of tariffs and exchange rate had been offset by a

decrease in the price abroad of imported machinery.”

The description of the evolution of industrial investment in
the cotton textile industry during the eighties presented by
Suzigan differs not only from that given by Versiani, but
also from his own description of the general evolution of
investment in the whole Brazilian industry. In spite of the
significant increase in imports of industrial machinery 1in
1880-1883, and his 1identification of a general spurt of
investment in these years, Suzigan concludes that
"investments in the cotton-goods industry were moderate
until the mid-1880s.""" However, the second half of the
eighties was part of a larger period 1885-1895 when "“the
greatest advance in the development of the Brazilian cotton-

goods industry occurred".15

So, it is clear that there is some consensus among economic
historians about the importance of the eighties 1in the
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process of establishment of an industry 1in Brazil. Even
though recent data on Brazilian imports of industrial
machinery do not justify the characterization of this period
as the period of the emergence of Brazilian industry, they
support the general appreciation of the eighties as a

favourable time for 1'ndustry.16

2.2 Expansion of the cotton textile industry of Minas Gerais
in the early eighties: a spurt of investment or a moderate
growth?

A significant expansion of investment in the cotton textile
industry, either through the establishment of new cotton
mills or through the expansion of old ones, indicates a
spurt of investment in the Mineiro textile industry in the
early eighties. A detailed description of such an expansion
emphasizes some peculiarities of the Mineiro cotton textile
economy and suggests that the explanation available in the
literature does not satisfactorily account for this
development.

2.2.1 Investment in new cotton mills.

Seven cotton mills were established in Minas Gerais in the
years 1880-1884: Cedro, Marzagdo, Tecidos do Cagu, Bom
Jardim, S3o Sebastido, Vigosa, and Industrial Mineira.

The Cedro cotton mill of Montes Claros 1is mentioned by
Ig1ésias”as the only new cotton mill which received
protection from the provincial government of Minas Gerais:
a guarantee of 7% 1interest on a maximum capital of 250
contos for a period of no longer than twenty years, and the
promise that no similar benefits would be given to any other
cotton mi1l to be sited less than 250 kilometres from Montes
Claros.' However, 1in spite of the fact that the Jlaw
promising these advantages to the first cotton mill to be
established in the region of Montes Claros had in fact been
passed in 1877, there is no evidence of any partnership
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having been formed before the eighties in response to such
legal incentives. It was only in 1880 that the provisions of
this law seem to have encouraged investment in the city of
Montes Claros. In fact a partnership, Rodrigues, Soares,
Bittencourt, Velloso & Companhia was formed in 1880 with a
capital of 150 contos.!’ However there are indications that
the partners were unable to raise this capital among
themselves and were forced to borrow money at high interest
rates.? The initial capital soon proved to be insufficient
and by 1883 it had already been raised to 300 contos.?' The
cotton mill began operation in 1882,22 and in 1883 it was
said to have 1552 spindles, forty looms and to employ
seventy three workers .

Even though 1law number 2815 of October 22, 1881 had
authorized the government of the province to pay 7% interest
on the capital of the firm which owned the cotton mill
established in Montes Claros, there 1is no evidence that

these payments were made.“

The Marzagdo cotton mill was established by the Companhia
Industrial Sabarense. This company one of the few Jjoint
stock companies formed before a new law, eliminating the
requirement of prior government authorization for the
constitution of joint stock companies, and any changes 1in
their statutes, was passed on November 4,1882.25 The
statutes of the company were approved and signed by all
shareholders on January 11, 1880,”. However, the
authorization for the company to start operating was only
given by the Emperor on August 31,1880, through decree
number 7,813.

This company, constituted in Sabard with a capital of 150
contos, had as its main objective "the mechanical production
of cloth by hydraulic eng1'nes",27 in an establishment to be
founded 1in the "vicinity of this city"“. In 1883 the
company’s capital had been raised to 250 contos and its
cotton mill, which had been established on the farm of

Marzagdo, was already at work with an hydraulic engine of 80
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h.p., forty six looms, 1,800 spindles and employing between

80 and 100 workers.29

No information is available concerning the foundation of the
Cagu cotton mill. In 1883, the President of the Province
complained about the total 1lack of firsthand information
about this cotton mi11¥., In 1885, it was said to be owned
by the partnership Borges, Irmdos and Company, to have a
capital of 150 contos, 28 looms, 578 spindles and to employ
60 workers.3! In the absence of any reference either to the
date when the decision to invest in this cotton mill was
taken, or to the period 1in which it was established, and
considering that no mention of this cotton mill before 1883
has been found, one may assume that it was established
sometime between 1880 and 1883.

The Bom Jardim cotton mill was set up in a place called Bom
Jesus da Agua Fria in the district of Itinga, county of
Araquai.” According to the report by the President of the
Province, this cotton mill - which was inaugurated in July,
1881 - had, in 1883, 50 looms, a turbine of 50 h.p. and a
daily production of 2,500 metres of cloth. It was owned by
the partnership Pereira Murta & Company and its
establishment cost about 300 contos.® No information is
available about the date when the partnership was legally
constituted.

An 1interesting example of a cotton mill established to
replace the non-industrial production of cloth based on
slave labour is the S3o Sebastido cotton mill. This mill was
set up by Antonio Gong¢alves da Silva Mascarenhas, father of
the Mascarenhas brothers - founders of the cotton mills
Cedro and Cachoeira in the 1870s - on his farm "S#o
Sebastido” in the period 1882-1884. Before the establishment
of this factory, cloth was already produced on the farm, "a
cloth fit for use as clothing for slaves and as sacking for
agricultural products” and produced on "twelve rough wooden
looms worked by slave women"®, Even though, according to

some authors, the S3o Sebasti3o cotton mill had been set up
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and had started production in 1882,%the President of the
Province informed the Provincial Assembly of Minas Gerais in
August, 1884, that its machinery was still being assembled.
The cost of establishing this cotton mill, which had only
thirty looms, was estimated at 200 contos and it was seen by

the President of the Province as "an addition to an

important agricultural establishment”.%

Another cotton mill established in the period 1880-1884 was
the Vigosa cotton mill, owned by Mello & Reis, a company of
limited 1iability, with sixteén partners. It had fifty looms
and a turbine of 60 h.p and probably started working in
September, 1884.38

The decision to establish a cotton mill in Juiz de Fora was
made on July 9, 1883 when Andrew Steele & Company, William
Moreth and Henry Wittaker bought all the Companhia Uni&o e
Industria’s properties in this county for 55 contos.¥® The
cotton mill, which was set up in the old workshops of the
Companhia Uni&o e Indistria, was called Industrial Mineira
but was known by Tlocal people as "the Englishmen’s
Factory”. It was mentioned by the President of the Province,
in his address to the Provincial Legislative Assembly on
August 1,1884, as being already in operation with 73 looms,
3,600 spindles, a turbine of 100 h,p., and a capital of 240

contos.m

The available information on the cotton mills established in
1880-1884 1is summarized in table 2.1. Data in this table,
compared with the information presented in table 1.2 1in
chapter 1, show that there was no significant difference in
the size of the cotton mills founded in the years 1880-1884
and those established in the seventies. The six cotton mills
which had been set up in the first half of the seventies
with an average of 24.5 looms increased this average in 1883
to 41.6 looms. The new mills built in the early eighties had
an average of 45 looms. Such a number of looms shows that
the size of these cotton mills was close to the minimum size
of a mill, given the available technology in 1874.Y The
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Table 2.1

Cotton mills established in Minas Gerais in 1880-1884.
(Data for the years 1883 or 1884)

Name of the Owners Capital Looms Spindles
cotton mill
Marzagio - Comp. Ind. Sabarense 250 48 1,80
Cedro Rodrigues, Soares,

Bitencourt Velloso

& Company 300%x%x 40 1,562
Cacgu Borges, Irm3os & Co 150 24 578
Bom Jardim Pereira Murta & Co na 50 na
S. Sebastido Policena Moreira

: da Silvax na 30 na

Vigosa Melo & Reis Co na 50 na

Ind. Mineira Andrew Steele & Co.
William Moreth &
Henry Whittaker 240 73 3,600

*x Antonio Gongalves da Silva Mascarenhas, the founder of the

S30 Sebastido cotton mill, died on January 12, 1884 (Tamm,
1940,117) and the ownership of the mill went to his wife
Policena Moreira da Silva.

x*x The initial capital of 150 contos was already raised in
1883 to 300 contos.

Sources: (1) Chaves, Fala,1883, pp. 40-44, Branner
(1885,43), Chaves, Fala,1884,pp.72~73.

size of the Mineiro cotton mill was then significantly
smaller that of cotton mills 1in other regions in the
country. In fact, data on number of looms for ten cotton
mills established in the city and province of Rio de Janeiro
in 1885 show an average of 118 looms per mi114,

The 1location of the textile 1industry, which had been
initially heavily concentrated in the Central 2zone, was
expanded into new areas in the early eighties. The Bom
Jardim cotton mill was established in the Northeastern zone,
the Vigosa and Industrial Mineira in the Mata zone and Cagu
in the Western zone. Most of these cotton mills were set up
outside urban centres, usually on farms. The Marzag3do and
the S&o0 Sebastifo, for instance, were named after the farms
where they were established.
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The establishment of the Industrial Mineira 1in the old
workshop buildings of the Companhia Unido e Industria,
beside the station of the D. Pedro II railway in the county
of Juiz de Fora, shows a deviation from the traditional
pattern of location adopted by investors in Minas Gerais.
This cotton mill was not only the first one to be
established in a coffee-growing area’ but also the first to
be established away from the place where most of the
investors Tlived. The choice of where to locate the new
cotton mill seems to have been decided solely on the
expected profitability of the capital invested.

In spite of the expansion of the textile industry to new
areas, investment in new cotton millis was still concentrated
in a relatively small area, from the middle of the Central
zone to the southern of the Northern zone. Evidence as to
who invested in the cotton textile industry of Minas Gerais
and where the funds for investment had been accumulated will
be investigated below.

2.2.2 Investors in the early eighties, origins of their
capital and forms of association.

As happened 1in the seventies, most of the cotton milils
established in the early eighties were founded by
partnerships. The only one man undertaking in those years
was the S3o0 Sebastido cotton mill founded by Antonio
Gongalves da Silva Mascarenhas, and the only cotton mill set
up by a joint stock company was the Marzagdo. As happened in
the seventies, such a preference for partnerships may be
explained mostly by legal restrictions on the constitution
of joint stock companies, before the new law was passed on
November 4,1882.“ However, as before, legal difficulties
in forming a Jjoint stock company do not seem to have
hindered the expansion of the industry during the period.

The example of the S3o Sebastid&o cotton mill has been used
to support the argument that at least part of the capital
invested in the early industrialization of Minas Gerais had
been accumulated in coffee-growing activities. However, even
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if Antonio Gong¢alves da Silva Mascarenhas, the founder of
S3o Sebastifio, grew some coffee on his farm - which 1is what
he seems to have done - this is not enough to support the
conclusion that the capital he invested in the establishment
of this mill had originated from his activity as a coffee
grower.® It is quite well known that the land and weather
in the Central zone, where the S3o Sebastido farm was
located, was not quite suitable for the production of coffee
for export on a large scale. In fact, this activity was
mainly restricted to the southern areas of the Mata zone.
However, even if coffee-growing is excluded as the main
activity, it is not an easy task to identify in which of his
many and diversified activities Antonio Gongalves da Silva
Mascarenhas was able to accumulate funds for his industrial
investment. If family stories are to be believed, a
significant part of these funds came from a prize he won in
the lottery.'f

According to his biographers, having started as a
coppersmith, Antonio Gong¢alves Mascarenhas later became the
manager of a farm and, shortly afterwards, he established a
merchant house. As a merchant he was able to save to
purchase his own farm.* Even though a description of the
products he grew on his farm is not available, it is quite
reasonable to assume that they were varied, some for home
consumption, the rest for sale. There is also evidence
that cattle was raised on the farm.!} However his activities
were not restricted to farming. The cloth produced on his
farm before the establishment of the S#3o Sebastido cotton
mill - andAtherefore by non industrial technology - was not
only used by his family and slaves but was also sold in far
away markets. According to Carvalho “thousands of 'varas’ of
cloth left Sdo Sebastido each month carried on the backs of
mules to be sold in Rio de Janeiro”."! Tamm also refers to
the sale 1in Diamantina of the cloth produced in 8S&3o
Sebastido. Besides farming and the non-industrial production
of cloth on his farm, Antonio Gongalves da Silva Mascarenhas

also used to lend money at 'interest.51
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Considering the variety of activities undertaken by Antonio
Gongalves da Silva Mascarenhas, it would not be correct to
state that the capital he 1invested in the S3do Sebastido
cotton mill had been accumulated in one specific activity,

let alone in growing one specific crop.“

The example of a partnership formed in order to build the
Cedro cotton mill in Montes Claros exemplifies the sort of
association quite common in the early stages of
industrialization of the cotton textile sector 1in Minas
Gerais: a small group of local people, connected by ties of
kinship and friendship. Very brief biographies of the
partners illustrate this kind of association and reveal the
probable sources of funds of such an industrial investment.

The major partners in the firm were Manoel Rodrigues, Donato
Rodrigues, Antonio Narciso Soares, Angelo de Quadros

53 Manoel Rodrigues and

Bittencourt and Gregério Velloso.
Donato Rodrigues were brothers. Both of them were farmers in
Grao Mogol, a county in the western area of the Northeastern
zone close to Montes Claros. Together, the Rodrigues
brothers subscribed 53.3% of the firm’s capital.® There is
no evidence that the other partners were connected by ties
of kinship, either among themselves or with the Rodrigues
brothers. In fact, this partnership has been described as an

association of friends rather than as a family concern.55

Another partner, Antonio Narciso Soares, was born in the
county of Bocaiuva, which was in the north of the Central
zone and, also, very close to Montes Claros. He started his
1ife as a miner and diamond trader 1in the county of
Diamantina. Later on he moved to Montes Claros where he
established himself as a local trader. Finally he bought a
farm and farming became his main activity.55 The other two
partners lived in the county of Montes Claros. Angelo de
Quadros Bittencourt was from Bahia but his farm was in Campo
Grande, in the county of Montes Claros, where he seems to
have achieved some prominence in local affairs. In fact, he
was for some time a representative on the Municipal Council
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and later on he was awarded the title of Bar3do de
Gorutuiba.’! Gregério José Velloso was born in Montes Claros
and established himself initially as a local merchant until
he was able to buy a farm and become a farmer.%®

The foundation of the Industrial Mineira cotton mill in Juiz
de Fora followed a different pattern. Its establishment in
Vila Santo Antonio do Paraibuna, county of Juiz de Fora, by
partners with English names, has led some historians to
conclude that foreign capital was invested in the cotton
textile industry of Minas Gerais.® However, no evidence has
yet been presented to support the assumption that the
capital invested in this mill had been accumulated outside
the country. In fact very 1little is known about the first
investors in the Industrial Mineira cotton mill.

As was said before, the decision to buy the properties of
the Companhhia Unido e Industria, which had gone into
liquidation, in order to establish a cotton mill there was
taken in 1883 by Andrew Steele & Company, William Moreth and
Henry Whittaker. The partners of Andrew Steele & Company
were Andrew Steele, John Steele, Pedro Bandeira Steele and
Henry Miller. They were traders, and in spite of their
foreign names, most of them lived in the city of Rio de
Janeiro. One exception was William Moreth who 1lived 1in
Petréopolis.® This cotton mill was not financed by funds
accumulated 1in previous activities carried out in the
province of Minas Gerais, and none of the partners had any
family or business connections with the local people.

The first textile company to be formed in Minas Gerais as a
joint stock company, according to the provisions of law
number 3,150 of November 4,1882, was Cedro e Cachoeira. This
company was not founded to establish new cotton mills but to
merge the two previous partnerships formed by members of the
Mascarenhas family: Mascarenhas Irmdos, owner of the Cedro
cotton mil1l1, and Mascarenhas Barbosa, owner of the Cachoeira
cotton mill. Besides the original partners, two other
shareholders, who were both related to the Mascarenhas
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family, joined the new company: Theéphilo Marques Ferreira
and Antonio Joaquim Barbosa da Silva. Theéphilo Marques
Ferreira was married to the daughter of the eldest sister of
the Mascarenhas brothers, founders of the cotton mills of

6‘and Antonio Joaquim Barbosa was their

Cedro and Cachoeira,
nephew.62 Thedphilo Marques Ferreira was a merchant at the
time of the constitution of the company and Antonio Joaquim

Barbosa was a 1awyer.63

It is interesting to observe that none of the other first
shareholders of the Companhia Cedro e Cachoeira is referred
to as an industrialist in the documents of incorporation of
the company even though most of them had been engaged in the
industrial production of cloth since the early seventies.
The professions of Antonio Candido, Bernardo and Caetano,
the three Mascarenhas brothers who founded and owned the
Cedro cotton mill, were given, respectively, as capitalist,
trader and farmer. Nevertheless, Antonio Candido had a farm
where he lived and Bernardo Mascarenhas had been involved
for many years in industrial undertakings. The professions
of the founders of the Cachoeira cotton mill, the
Mascarenhas brothers Francisco, Pacifico and Victor and
their brother-in-law, Luis Augusto Vianna Barbosa, were
given, respectively, as merchant, doctor, capitalist and

trader.64

2.2.3 Investment in the expansion of the productive capacity
of the old cotton mills of Cedro and Cachoeira.

The constitution of the Companhia Cedro e Cachoeira has been
seen by some historians as having been formed for the
purpose of making it easier for both partnerships to face
growing competition 1in the market as a result of the
increasing number of cotton mills founded in Minas Gerais.b
The Meeting of Shareholders for the constitution of the

Companhia Cedro e Cachoeira took place on April 2, 1883.66

Even though the formation of this company did not have the
purpose of establishing new cotton mills, it seems to have
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brought additional funds for investment. The capital of the
two partnerships, which amounted to 670 contos in 1882, was
raised in the new company to 1,000 contos .t Considering
that the Cedro and Cachoeira cotton mills were bought by the
new company for 706 contos, it is possible to conclude that
the constitution of the Companhia Cedro e Cachoeira implied
a significant increase in the financial resources available
to both mil11s.% A decision to use the additional resources
to enlarge the productive capacity of both mills was taken
as soon as the company was formed.

At the time of the constitution of the new company, the
Cedro cotton mill had 40 looms and the Cachoeira had 60.%
The machinery of both cotton mills was seen by the Board of
Directors as insufficient and inadequate. Plans were
immediately put into effect for "the enlargement and
definitive organization of both mills” which,” with low

"m. New machines for

expenses, would double their production
both cotton mills were ordered from England in this same
year. Two turbines of 60 h.p. each, two spinning machines
with 2,000 spindles and fifty 1looms were ordered for
Cachoeira. One turbine of 60 h.p., three spinning machines
with 900 spindles and sixteen 1looms were ordered for
Cedro.'' The machines arrived in the following year and were

expected to start working in 1885.12

2.2.4 A summary of the main characteristics observed in the
evolution of textile investment 1in the Mineiro industry
during the early eighties.

There is no doubt that investment in the cotton textile
industry of Minas Gerais increased significantly from 1880-
1884. In five years the number of cotton mills doubled. From
six mills in the seventies, the number of cotton mills 1in
the province rose to twelve in 1885. If the enlargement of
the Cedro and Cachoeira cotton mills is taken into
consideration, the expansion of investment in the early
eighties was in fact quite substantial. So, the spurt of
investment in the Brazilian cotton industry in 1880-1884,
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noted by Versiani, in fact took place in Minas Gerais during
these years. Therefore, Suzigan’s description of the period
as one of moderate growth in the cotton industry certainly
does not apply to Minas Gerais. |

The evidence provided in this chapter shows that the typical
cotton mill of the early eighties was financed by 1local
people and that most of them - except the Industrial
Mineira - were established in non-coffee growing areas.’
It also shows that, with the exception of the Industrial
Mineira cotton mill, the funds 1invested 1in the cotton
industry during this period had originated in the main
activities carried out in the places where the cotton mills

were established.

The main economic activities during the first half of the
eighties in the non coffee-growing zones 1in the province
were those of agriculture, cattle raising and mining as well
as the manufacture of dairy products, household production
of cloth and local trade. So one may conclude that it was in
these activities that most of the resources invested in the
textile sector had been accumulated.

The stimuli to such investment were given by local demand
for cloth 1industrially produced and by the protection of
Mineiro cotton mills from foreign competition, as well as
from competition from cotton mills established 1in other

provinces.

2.3 Expansion of the cotton textile 1industry of Minas
Gerais in the second half of the eighties.

The cotton textile industry of Minas Gerais continued to
expand in the second half of the eighties. New textile
companies were incorporated, cotton mills were established,
and the productive capacity of old mills was enlarged. The
Jjoint stock company became the most popular form of
association of capital for industrial investment: new joint
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stock companies were formed and old partnerships were
transformed into joint stock companies.

2.3.1 1Investment in new cotton mills.

Two joint stock companies, Companhia de Fiag3o e Tecidos
Uni3do Lavrense and Companhia Cachoeira dos Macacos, and one
partnership, Matta Machado, Moreira & Companhia were formed
in 1886 in order to set up new cotton mills in Minas Gerais

The partnership Matta Machado, Moreira & Companhia was
constituted in Diamantina on May 19,1886 to build a cotton
mill in this county.74 The Santa B4rbara cotton mill was set
up by this partnership in the hamlet of Santa Barbara,
district of Curumatafd, county of Diamantinal®. No
information 1is available about the construction of this
cotton mill and the date it started working. Its buildings
were said to have been built in order to accommodate 120
looms and the turbine installed was able to produce energy
for 150 looms. However, by 1889, this cotton mill had only

sSiXxty looms.'®

The establishment of the Santa BA&arbara cotton mill was
another family undertaking in the early cotton textile
industry of Minas Gerais. The mill was mostly financed by a
group of close relatives who 1lived or were born in the
region where the mill was set up and who had no previous
experience as industrialists. It was initially planned by
Jodo da Matta Machado, a diamond trader who had a diamond-
cutting workshop 1in Diamantina.!l His plans - described in
a letter he wrote to his son, Jodo da Matta Machado Filho in
1884'% - were to build a cotton mill in Diamantina, so that
his family could work together in a common undertaking.”
After his death his plans were fulfilled with the
constitution of Matta Machado, Moreira & Companhia. Al]
except one of the partners were either members of the Matta
Machado family or related to the family by marriage.a0 Three
of them were sons of Jodo da Matta Machado and three others
were his sons-in-law. The brief information which follows
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about the partners of Matta Machado, Moreira & Company
provides more evidence concerning the first investors in the
cotton textile industry of Minas Gerais.

The three partners who could be identified as Jodo da Matta
Machado’s sons were Alvaro da Matta Machado, Pedro da Matta
Machado and Augusto da Matta Machado. At the time of the
constitution of the partnership, Pedro da Matta Machado was
a law student in S3o Paulo® and Alvaro da Matta Machado was
a member of the Provincial Assemb'ly.82 The three sons-in-law
of Jodo da Matta Machado were Francisco Ferreira Corréa
Rabelo, Pedro José Vercianni and Jo3do Antonio Lopes de
Figueiredo.“ Francisco Ferreira Corréa Rabelo, who was born
in Curralinho, a small village in the county of Diamantina,
carried out different activities during his lifetime. He
worked as a lawyer, magistrate, and teacher and was also a
politician.® Pedro José Vercianni was born in Diamantina
and was the son of the local doctor. He was an engineer and
lived in the city of Rio de Janeiro at the time of the
constitution of the partnership.85 Jodo Antonio Lopes de
Figueiredo was born in Rio Vermelho, a hamlet quite close to
Diamantina. As a doctor he worked in Diamantina. He 1lived
there until 1892 when he moved to Theéphilo ottoni. %

Antonio Moreira da Costa, Baron of Parauna, and the only
partner outside the Matta Machado family, was born in
Diamantina and had been engaged all his 1ife in the diamond
business, where he probably met Jodo da Matta Machado.?!
Later on, he joined his friend’s sons in the constitution of
Matta Machado, Moreira & Company.

The founders of Santa Barbara were a small and local group
of relatives and friends and the capital they invested in
the mill originated from the different activities they
carried out. However, from what 1is known of the investors,
one can conclude that a significant part of the funds
invested in Santa BArbara had been previously accumulated in
activities ancillary to diamond mining. On the one hand, one
of the partners, Antonio Moreira da Costa, was directly
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involved in diamond businesses. On the other hand it is
quite reasonablie to assume that part of the funds invested
by Jodo da Matta Machado’s heirs had come from the diamond
trade and diamond-cutting carried out by their father and
father-in-law.

The Companhia Unido Lavrense, was constituted on February
24,1886, in the county of Lavras in the Southern zone.% The
compahy was set up with a capital of 200 contos and the
purpose of "producing cotton, wool and other textiles".%
One of the first two directors, Comendador José Duarte da
Costa Negrdo, was a trader who lived in the city of Rio de
Janeiro at the time of the constitution of the company. The
other director, Manoel Hermeto Corréa da Costa, was a trader
and lived in Lavras.” There is some evidence that most of
the first shareholders lived in the city of Rio de Janeiro.
In fact, ever since the constitution of the company, there
had been pressure from certain shareholders to transfer the
headquarters of the company from Lavras to the city of Rio
de Janeiro.' No information on the foundation of the Uni%o
Lavrense cotton mill is available but in 1905 this cotton
mill had an above average number of 1looms and spindles
compared with the other cotton mills in operation in Minas

Gerais.”

The Meeting of Shareholders for the constitution of the
Companhia Cachoeira dos Macacos took place on May 8,1866 in
the house of Jo3o da Matta Teixeira in the village of
Inhadma.® Its main promoter was Jo%o da Matta Teixeira’s
son, Américo Teixeira Guimardes, who is said to have brought
a group of local farmers together in order to finance the
establishment of a cotton mill, close to the waterfalls of
Macacos in the district of Inhauma in the county of Sete
Lagoas.® This company was the first to be constituted as a
joint stock company in Minas Gerais in order to set up a new
cotton mill after the new law concerning Jjoint stock
companies had been passed. The company was founded with a
capital of 150 contos which soon proved to be insufficient.
The company's capital was raised three times before the mill
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started operating in 1888. On November 15,1886 the capital
was raised to 200 contos. On December 18,1887 it was
increased to 270 contos and on July 15, 1888 to 300
contos.® Jo#io da Matta Teixeira subscribed 79% of the
initial cap‘ita]96 and was elected one of the first directors
of the company, a position he held until his death in
1923.% His son, Américo Teixeira Guimardes, who was elected
General Manager on July 15,1887%, is considered to have

been the actual founder of the company”.

Despite having been organized as a joint stock company, the
Companhia Cachoeira dos Macacos followed the general pattern
of most of the partnerships previously formed in Minas
Gerais. It was a family business, owned and administered by
Jodo da Matta Teixeira and his sons. It is possible to
identify other 1inhabitants of 1Inhauma as well as other
relatives of Jo3do da Matta Teixeira among the first
subscribers who attended the meeting for the constitution of
the company. Jeronimo Francisco Franga, for instance, was a
local farmer. Together with Jo3o da Matta Teixeira, he was
elected to the first Board of Directors. It is also possible
to verify the participation of the 1local vicar, Antonio
Diniz da Costa, who was elected to the company’s first
Fiscal Board.!® The occupation of Jo3o da Matta Teixeira is
given as capitalist in the proceedings of the meeting for
the constitution of the company. There is no evidence that
either Jodo da Matta Teixeira, his son, or any of the first
shareholders had previously taken part in any industrial

undertakings.

In 1887 another joint stock company was formed 1in Minas
Gerais, the Companhia Paulo Moreirense. This company was
incorporated on June 14,1887, 1in the hamiet of Paulo
Moreirense, district of Alvinépolis, in the north of the
Mata zone and near to its border with the Central zone.'l!
Even though it is known that this company owned the Rio do
Peixe cotton mill, it has not yet been possible to ascertain
whether this mill was established by this company or whether

it had been set up beforehand. In fact very little is known
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about the constitution of this company and the foundation of
the Rio do Peixe cotton mill. This cotton mill has been
referred to by some authors as the Mascarenhas cotton mill;
this name suggests that its foundation was another of the
Mascarenhas family’s undertakings.102 However, there is no
evidence to support any association of the Mascarenhas
family with the foundation of this cotton mill. The names of
the shareholders who attended the general meetings in 1894
and 1895 do not indicate the significant participation of

103 It was only 1later on, at the

any specific family.
beginning of the twentieth century, that the participation
of the Mascarenhas family 1in this enterprise became

significant.

The foundation of the Tecelagem Bernardo Mascarenhas cotton
mill in Juiz de Fora in 1888 is the first example of the
establishment of a new cotton mill by an experienced textile
entrepreneur. In 1888, a weaving mill, the Tecelagem
Mascarenhas, was founded by Bernardo Mascarenhas in Juiz de
Fora. Surprisingly, in spite of the relatively large amount
of literature available on the Mascarenhas family and their
textile undertakings in Minas Gerais, there is very 1little
information on the establishment of this mill. A much
greater emphasis is placed upon the role played by Bernardo
Mascarenhas in the establishment of a power station in Juiz
de Fora. According to Bernardo Mascarenhas’ biographer, his
decision to establish his own cotton mill in Juiz de Fora
would have been made in October, 1886 when, on a trip to
Juiz de Fora, he bought a plot of land on which he planned
to build his mi11."" In a letter to a friend he described
the plant he intended to build as "a small weaving factory
of 30 looms."!®® However this plan was temporarily put
aside when he got involved with a project to provide the
city of Juiz de Fora with electric illumination and energy
for the local industry. Problems in the execution of this
project made him decide: "to go back to my first plan, to
build the 1little factory, and to return to my old trade
which holds no secrets from me".'" His factory was
inaugurated on May 14, 1888.'0
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Later, Bernardo Mascarenhas reverted to his previous
project, the establishment of a power-station 1in Juiz de
Fora. A Jjoint stock company, the Companhia Mineira de
Eletricidade, was formed in order to finance the
undertaking. Electric 1ighting was 1installed in the
Tecelagem Mascarenhas cotton mill on August 22, 1889,108
and, nine years later, on August 24, 1898, this cotton mill
started using electrical power.109 At this point it should
be pointed out that, in spite of the obvious importance of
the introduction of electricity in the future development of
its textile industry, Minas Gerais did not benefit from it
in the period under study. Data available on energy used by
19 cotton mills 1in Minas Gerais in 1905 show that 18% of
this energy was steam and 82% was hydrau]ic.”o It is also
interesting to observe that the Companhia Mineira de
Eletricidade was mainly financed by members of the
Mascarenhas family who were also textile investors. In fact,
shareholders who subscribed 41.8% of the Companhia Mineira
de Eletricidade’s initial capital can be identified as
shareholders of the Companhia Cedro e Cachoeira in
1884/1885. The proportion was probably higher, as
shareholders who subscribed another 13.3% of the shares can
be identified as shareholders of the Companhia Cedro e

Cachoeira in 1897.!!

Two more cotton mills are said to have been founded in 1888.
Both of them were built in the Central zone: the Pedreira
cotton mill, in Itabira do Matto Dentro and the S%o Roberto
mill in Gouvea, in the county of Diamantina.!'”? No
information about the establishment of the cotton mill in
Itabira is available. The S&o Roberto cotton mill was
established by a partnership, Alves, Ribas, Ribeiro &
Company, which was transformed into a joint stock company at
the end of the nineties. This undertaking was promoted by
Quintiliano Alves Ferreira, Baron of S&o Roberto, who was
also engaged 1in other 1local businesses 1including the
manufacture of hats and earthenware and d1'amond—cutt1'ng.“3

Another cotton mill established in the second half of the
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eighties was the S3o Vicente cotton mill. Very little is
known about this mill before its acquisition by the
Companhia Cedro and Cachoeira in 1891. According to Vaz it
was founded in Pau Grosso, around 1888.""% However it is
guite possible that it had been established earlier, as
suggested by a reference in the annual report of the
Companhia Cedro e Cachoeira for 1886 to "neighbours who have
Just 1installed the most refined machines yet known. " 1%
Information on the state of this mill in 18381 may be found
in a report by a committee which had investigated the
advantages to the Companhia Cedro e Cachoeira of 1its
purchase. According to this report, Sdo Vicente had forty
looms and spinning machinery which was able to feed fifty
looms. The machinery was said to be very up to date and the
buildings were well built. However, the cotton mill was not
working and everything was in a very bad state of repair.
The system of hydraulic energy was not able to provide more
than 30 h.p. The purchase price suggested by this committee
was between 130 and 160 contos'!® but the price paid by the

Companhia Cedro e Cachoeira was 180 c:cm‘t.os.“7

Another joint stock company was organized 1in the late
eighties to set up a cotton mill in the Central zone in the
city of Ouro Preto, the Companhia Industrial Ouro Preto. The
only 1information as yet available on the constitution of
this company refers to its initial capital of 200 contos.'!®
The constitution of this company seems to have been
undertaken by capitalists from Rio de Janeiro as the
headquarters of the company were in this c1'1:y.“9 On August
7,1890 the issue of 200 contos in debentures — to finish the
building the cotton mill in the city of Ouro Preto -
proposed by the Board of Directors, was approved by a
General Meeting of Shareho1d<—3rs.'20 On January 20,1891 the
Board of directors informed the shareholders that the cotton
mill had not started working because the machines were still

going through Customs. '?!

Data in table 2.2 summarize some of the information given in
this section on cotton mills established in Minas Gerais as



93

a result of decisions to invest taken 1in the years 1885-
1889.

Table 2.2

Cotton mills established in the second half of 1880s:
owners, initial capital and location (a summary of
information given in the text)

Cotton mills mill owners initial Location
capital county and
zone
Cach.dos Macacos Cia Cachoeira 150 Sete Lagoas
dos Macacos Central
S3o0 Vicente unknown na Sete Lagoas
Central
Pedreira na na Itabira do
Mato Dentro
Central
S30 Roberto Alves,Ribas na Diamantina
Ribeiro e Co Central
Santa BArbara Matta Machado 200 Diamantina
Moreira & Co Central
Rio do Peixe Cia Industrial na Alvindépolis
Paulo Moreirense Mata
Tec.B. Mascarenhas Bernardo Mas- na Juiz de Fora
carenhas Mata
Unido Lavrense Cia F.e T. 200 Lavras
U. Lavrense South
F.de Ouro Preto Cia Industrial 200 Ouro Preto
Central

Sources: in the text.

2.3.2 The transformation of partnerships into joint stock
companies: The Companhia de Fiag3io e Tecelagem Industrial
Mineira and the Companhia de Fiag3o e Tecidos Santa Barbara.

Two partnerships with cotton mills established in the state
of Minas Gerais were transformed into joint stock companies
in 1889: Matta Machado, Moreira & Companhia and Morrit &
Companhia. The company Fiagdo e Tecelagem Industrial Mineira
was incorporated in the city of Rio de Janeiro on March 12,
with the purpose of acquiring and operating the Industrial
Mineira cotton mill owned by Morrit & Companhia.”z The
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company Fiag¢3o e Tecidos Santa Barbara was incorporated in
Rio de Janeiro on December 12.123 According to its statutes,
it was constituted by the conversion of the partnership
Matta Machado, Moreira & Companhia into a Jjoint stock

company.124

The.conversion of a partnership into a joint stock company
is merely a modification of the legal form of association
among partners of the same undertaking and does not
necessarily imply changes in capital or investors. So, the
constitution of a joint stock company does not indicate by
itself that additional resources were being invested in the
cotton textile industry. In fact, even increases in capital,
following the transformation into a joint stock company, may
only reveal a revaluation of the assets and not an increase

in funds for investment.

The initial capital of the Companhia de Fiag3o e Tecidos
Santa Barbara consisted of the assets of Matta Machado,
Moreira and Company, which were estimated to be worth 500
contos. The capital was divided into 2,500 shares of 200 mil
réis, which were distributed among eight shareholders who

were the old associates of the dissolved partnership.ns

Data in Table 2.3 show that, as a joint stock company, the
Companhia de Fiagdo e Tecidos Santa Barbara preserved the
same character of a family business as the previous
partnership. The sons and sons-in-law of Jodo da Matta
Machado held 66% of the shares. Although Jo3o da Matta
Machado’s eldest son, Jodo da Matta Machado has been
considered by his biographer as the founder of the Santa
Barbara cotton m111,”6his name does not appear as a
shareholder at the time of the constitution of the company,
but as one of its directors. So, even though Jo3o da Matta
Machado may have had an important role in the establishment
of the Santa Barbara cotton mill as a promoter of the
undertaking, there is no evidence that he provided any
financial resources.Jodo da Matta Machado has mostly
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Table 2.3

Shareholders and directors of the Companhia Fiagdo e
Tecelagem Santa Barbara at the time of its constitution:
ties of kinship and participation in the company’s capital.

Shareholders Shares Ties of
and per kinship with
Directors shareholder Jodo da Matta
Machado
Pedro da Matta Machado 784 31.4% son
Antonio Moreira da Costa 390 15,6% none
Jodo Antonio Lopes Figueiredo 312 12.5% son—in-1aw
Francisco Corréa Ferreira Rabello 312 12.5% son—in-Taw
Pedro José Vercianni 234 9.4% son-in-law
Augusto da Matta Machado 234 9.4% son
José da Silva Machado 156 6.2% unknown
Alvaro da Matta Machado 78 3.1% son
Total 2,500 100.0 -

Directors

Jodo da Matta Machado none none son

José Ferreira Chaves none none unknown
Sources: columns (1) and (2): Companhia de Fiag¢#3o e Tecidos
Santa Barbara (1889), Estatutos, chapter II, article 5.
Column (3): "Pedro da Mata Machado: O Centendrio de um
idealista. A Vida." in Estado de Minas, February 28,1965,
third part, p.1, Mourdo (1958), Machado A. (1980), Machado
P.(1928), Anjos (1944), Rabelo (1982), Companhia de Fiag#o
e Tecidos Santa Béarbara, Estatutos, Disposig¢des
Transitérias.

been known as an outstanding politician of his time.
Starting his public 1life 1in the Municipal Chamber of
Diamantina, he was elected to the Provincial Assembly and
later on to the Federal Chamber of Representatives. He was
also a minister in the JoZao Dantas Ministry and during the
Republic he was elected to the Federal Chamber of Deputies
and took part 1in the Constituent Assemb'ly.127
pelitics, he was also engaged in many other businesses; some
of them connected with the cotton textile industry.128 In
1891, for 1instance, he was elected to the Fiscal Board of

Besides

the Companhia Fiag¢d3o e Tecidos Unido Lavrense.129 In this
same year he was elected director of the Companhia
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Industrial e Agricola Su1—M1‘ne1’ra.130 However, the fact that
he had held such positions 1in textile companies does not
necessarily mean that he had any say in the management of
their cotton mills. His participation may only reveal that
these companies wanted to have an influential politician on

their boards.

In spite of the fact that most of the shareholders of the
Companhia Santa Barbara were from Diamantina and some of
them still lived there, the headquarters of the company was
located, according to the statutes, in Rio de Janeiro. !
None of the members, either of the first Board of Directors,
or of the first Fiscal Board were, at the time of their
appointments, shareholders of the company. The two directors

lJived in Rio de Janeiro.'¥

The Companhia Fiag3o e Tecelagem Industrial Mineira was not
a Mineiro company. It was constituted in the city of Rio de
Janeiro and had its headquarters in Rio de Janeiro. There is
no evidence of any participation by local people in this
companhy as there is no evidence of any connection of the
company’s first shareholders with the city of Juiz de Fora
either through business or ties of kinship. However, there
is evidence that its shareholders were not only connected
with the cotton textile industry of Rio de Janeiro, but more
specifically with one company, the Companhia Fiag¢do e
Tecelagem Carioca. Besides, the constitution of this company
and its purchase of the Industrial Mineira cotton mill
should not be seen as the takeover of an old business by new
investors, but as an enlargement of the old partnership
through the introduction of new investors and a change in
its legal form of association.

As was seen 1in the first part of this chapter, the
properties of the Companhia Uni3o e Industria - where the
Industrial Mineira cotton mill was to be established - were
bought by Andrew Steele & Company, William Moreth and Henry
Whittaker in 1883. The partnership Andrew Steele and Company
then consisted of Andrew Steele, John Steele, Pedro Bandeira
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Steele and Henry Miller, all of them traders with businesses
in the city of Rio de Janeiro.' In 1885 the Industrial
Mineira cotton mill was mentioned as being owned by Steele,
Morritt and Whittaker!s and, at the time of its sale to the
Companhia Fiag830 e Tecelagem Industrial Mineira, it was the

135 There 1is evidence that

property of Morritt & Company.
Henry Whittaker and the Steeles were involved 1in common
undertakings 1in the cotton textile - industry in Rio -de

Janeiro.

In 1884, a firm with fifteen partners, Bandeira Steele &
Companhia was formed in Rio de Janeiro to set up a cotton
mi1ll in this city. At least two of these partners were
members of the partnership which then owned and operated the
Industrial Mineira cotton mill in Juiz de Fora: Pedro
Bandeira Steele and Henry Wh'ittaker.135
Bandeira Steele and Company was transformed into a joint

Two years later

stock company with the name of Companhia de Fiag¢3o e
Tecelagem Carioca, and Henry Whittaker was appointed as its
manager. However there is some indication that in this same
year Henry Whittaker left the company as a result of an
internal disagreement and Jjoined another textile company,
the Companhia de Fiag3do e Tecelagem Pau Grande.” It is
possible that the reasons which led Henry Whittaker to leave
the Companhia Fiag¢3o e Tecelagem Carioca are the same as
those which led him to withdraw from the partnership,
Steele, Moreth & Whittaker sometime between 1885 and 1889.
In fact, the name of Henry Whittaker does not appear on any
of the available 1lists of shareholders in the nineties,
either of the Companhia Fiag3o e Tecelagem Carioca or the
Companhia de Fiagd3o e Tecelagem Industrial Mineira.

No information is available about Andrew Steele & Company’s
participation in the ownership of Industrial Mineira between
1885 and 1889, which could explain the exclusion of its name
from the firm which owned the cotton mill. Andrew Steele &
Company is listed as one of the eleven shareholders of the
new company, Companhia de Fiac3do e Tecelagem Industrial
Mineira, on June 13, 1891 and three out of its four partners
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in 1883 are 1listed as 1individual shareholders: Andrew
Steele, Pedro Bandeira Steele and Henry Miller.'3® Moreover,
Andrew Steele and Henry Miller were elected to the first
Board of Directors of the company.139

A close connection between the companies Fiagdo e Tecelagem
Industrial Mineira and Fiagdo e Tecelagem Carioca is
suggested also by a comparison of the lists of shareholders
of both companies. Pedro Bandeira Steele, one of the
founders of the Companhia Fiagdo e Tecelagem Carioca, for
instance, was a shareholder of the Companhia Fiagdo e
Tecelagem Industrial Mineira 1in 1890."" william T. Gepp,
another of the first shareholders of the Companhia Fiagdo e
Tecelagem Industrial Mineira, was listed among the
shareholders of the Companhia de Fiag3o e Tecelagem Carioca
in 1897,

However, the transfer of ownership of a cotton mill from a
partnership to a joint stock company does not necessarily
imply an expansion of the productive capacity of the mill
and therefore may not involve any investment. The Companhia
de Fiagdo e Tecelagem Industrial Mineira was constituted
with a capital of 600 contos divided into 1,550 shares of
200 mil réis, "fully paid to the vendors. "  This means
that the registered capital of the partnership (240 contos)
did not correspond to the real value of its assets at the
beginning of 1889.'8 The sighificant increase 1in capital
only reveals a revaluation of the assets of the partnership
Morritt & Companhia. However, Jjust after its constitution,
the company was authorized by a Meeting of Sharehoiders to
issue 600 contos of debentures which were used to fund the
debts of the company as well as to finance the expansion of

its cotton mi1l. 14

The transformation of the old partnerships into joint stock
companies showed another development which took place in the
eighties: the widespread adoption of the joint stock company
as the form of association for investment 1in the cotton

textile industry.
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2.3.3 A brief summary of the main characteristics of the
expansion of textile investment 1in Minas Gerais 1in the
second half of the eighties.

The evidence presented shows that the spurt of investment in
the early eighties was not interrupted in the second half of
the decade. Investment in the establishment of nine more
cotton mills was decided in the short period 1886-1889.
These cotton mills were responsible in 1905 for 30.4% of the
total number of looms in operation in Minas Gerais according

to a 1list compiled by Vasco.145

As for location, investment tended once more to be
concentrated in the Central zone, and more specifically in
two regions of the Central zone: in the north, in the county
of Dijamantina and in the centre, 1in the county of Sete
Lagoas and nearby areas. A second cotton mill was
established in the coffee-growing areas of the Mata zone, in
Juiz de Fora, the Tecelagem Bernardo Mascarenhas. A new
joint stock company - the Uni3io Lavrense - was formed to set
up the second cotton mill in the Southern zone.

As far as investors are concerned, the second half of the
eighties showed two important developments: the first
undertakings by experienced industrialists and by
capitalists from Rio de Janeiro. The Tecelagem Mascarenhas
cotton mill was founded not by a group of 1local people
without any previous experience in the trade but by one man,
an experienced 1industrialist who did not 1ive where the
factory was established and whose savings were certainly
accumulated mostly in the industrial production of cloth. In
fact there is no evidence that Bernardo Mascarenhas had been
engaged 1n activities other than those connected with
industry. The evidence shown suggests that a significant
part of the funds which financed the establishment of the
cotton mills in Ouro Preto Lavras came from people living in
the city of Rio de Janeiro. Although the Santa BArbara was
a typical family business, it was initially managed by
people 1living in the city of Rio de Janeiro. Finally the
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constitution of Industrial Mineira showed the participation
in the cotton textile industry of a group of capitalists
from Rio de Janeiro who were involved in trade and in the
industrial production of cloth in that city.

As for organization, the number of joint stock companies
formed to establish new cotton mills or to take over old
partnerships increased significantly 1in the eighties,
particularly in the second half of the decade. Moreover, old
partnerships were transformed into joint stock companies, as
will be seen in the following section.

The expansion of the cotton textile industry in Minas Gerais
in the second half of the eighties was stimulated by the
high returns on capital invested 1in the industry 1in the
first years of the decade. The appreciation of the exchange
rate in the period provided an additional stimulus for
investment.

2.3.4 The increasing popularity of joint stock companies in
the eighties.

Only one of the cotton mills established 1in the early
eighties had been founded by a joint stock company. In the
second half of the decade three out of the eight new cotton
mills were established by Jjoint stock companies. 1In
addition, old partnerships were transformed into joint stock
companies during the eighties. Mascarenhas Irm3os and
Mascarenhas Irmdos & Barbosa which founded the Cedro and the
Cachoeira cotton mills became a joint stock company in 1883.
Also the partnerships which owned the Santa Badrbara and the
Industrial Mineira cotton mills were transformed into joint
stock companies in 1889.

Information in table 2.4 shows the increasing acceptance of
the joint stock company as the ideal form of association of
capital for investment in the cotton textile sector of Minas

Gerais.
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Table 2.4

Legal form of association of partners for the establishment
and operation of cotton mills in Minas Gerais: 1868-1889.

Cotton mills Legal form of association of the owners

by period at the date of in in
of foundation

foundation

(1)

1889
(2)

1905
(3)

1870-1879

Cedro partnership joint stock joint stock
Cachoeira partnership joint stock Jjoint stock
Gabiroba joint stock joint stock Jjoint stock
Brumado partnership partnership Jjoint stock
Biribiry partnership na Jjoint stock
Machado na na ohe owher.
1880-1884

Marzagdo joint stock joint stock joint stock
S3o0 Sebastido one owner one owner partnership
Ind. Mineira partnership joint stock joint stock
Vigosa partnership na Jjoint stock
Cedro partnership partnership partnership
Cagu partnership na ohe owner
Bom Jardim partnership na Jjoint stock
1885-1889

C.dos Macacos Jjoint stock joint stock joint stock
S3o Vicente na na Jjoint stock
Pedreira na na partnership
S3o Roberto partnership partnership Jjoint stock
Santa Barbara partnership joint stock one owner

Rio do Peixe
T.Mascarenhas
U.Lavrense
Ouro Preto

joint stock
one owher

joint stock
joint stock

joint stock
one owner
joint stock
na

onhe owner
one ownher
Jjoint stock
partnership

na: information is not available.

Sources: Column (1): sources given in the text; column (3):
Information from Vasco (1905). Column(2): sources of
information on the ownership of Industrial Mineira and Santa
Barbara cotton mills in 1889 given in the text. Sources on
the ownership of S&oco Sebastido and Tecelagem Mascarenhas
given respectively in: Tamm (1960) and N.L.Mascarenhas
(1954). Other sources are mentioned in the text. Those
cotton mills which were established by a joint stock company
and owned by a joint stock company in 1905 were also assumed
to be owned by a joint stock company in 1889.

The increased number of joint stock companies in the cotton
textile industry of Minas Gerais was mostly the result of a
change in the legislation which was passed at the end of
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1882."% The most signhificant alteration introduced by the
new law was the abolition of the need for government
authorization for the constitution of a joint stock company
and future changes in its statutes. Even though one may not
say that the legislation on joint stock companies in force
before this new law was passed had restricted the expansion
of the textile industry in Minas, it had certainly
discouraged the constitution of such companies. The 1legal
procedure for obtaining official approval from the Central
Government took a long time - this was the case 1in the
constitution of the Companhia Industrial Sabarense. Besides,
in order to get final approval from the government the
applicant was 1in some cases forced to accept excessive
interference by the government in different aspects of the
constitution of the company. The list of alterations in the
statutes of the Companhia Industrial Sabarense, which were
required by the government as a condition for giving its

approval, illustrates this point.147

The general advantages of a joint stock company as a form of
capital association are well known and Jjustify its
widespread adoption by industrial investors. In a Jjoint
stock company the risks 1incurred by the investor were
smaller than those he would have taken 1in the usual
partnership, as the responsibility of any shareholder was
restricted to the value of his contribution. This smaller
risk certainly encouraged small farmers, local traders,
miners, engineers and doctors to invest some of their
savings in the 1industrial production of cloth 1in Minas
Gerais. The joint stock company also allowed for the
participation of the small investor who did not have enough
resources to join a partnership

2.3.5 The performance of existing cotton mills 1in the
second half of the eighties: the case of the Companhia Cedro

e Cachoeira’s cotton mills.

Data on production and sales available for Cedro and
Cachoeira cotton mills in 1884-1889 and displayed in tables
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2.5 and 2.6, show that increased demand for their products
did not follow upon the enlargement of their productive
capacity.

The Cedro and Cachoeira cotton mills started the period with
an increased capacity, as a result of the decision to
enlarge both mills taken 1in 1883.'" In 1885 the amount
produced increased in both cotton mills.

Table 2.5

Performance of the Companhia Cedro e Cachoeira’s cotton
mills: evolution of production and sales.

Years Cachoeira Cedro
Production Sales Production Sales
in ind in ind in ind in ind
1,000 numb. con- numb 1,000 numb con— numb
metres tos metres tos
1884 641 100 141 100 335 100 155 100
1885 694 108 169 120 369 110 195 126
1886 1,149 179 249 176 453 135 218 141
1887 1,379 215 292 207 651 194 318 205
1888 1,511 236 277 196 807 241 344 222
1889 1,466 229 252 178 694 188 224 145
Sources: Companhia Cedro e Cachoeira, Relatérios da

Diretoria 1883-1889

This increase was followed by a great expansion of sales
which encouraged new investment.™ At the beginning of
1886, Bernardo Mascarenhas, who was one of the directors,
proposed further enlargement of both 1’ac:1:or"ies.’50 However,
during this same year the productive capacity of both cotton
mills was significantly expanded as the new machinery, which
had been ordered 1in 1883, became fully operational. The
number of looms in operation increased - compared to those
in 1883 - from 60 to 110 in Cachoeira and from 40 to 56 1in
Cedro, and the amount produced 1in both mills rose
significantly compared to previous years: 1in Cachoeira by
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65.6%, and in Cedro by 43.7%. Sales did not increase in the
same proportion. However, as a result of the decision taken
at the beginning of 1886, both cotton mills had their
productive capacity enlarged in 1887. The Cachoeira cotton
mill had 30 more 1looms and Cedro had 21 more Tooms'?'!.
Consequently, output was further expanded. The quantity
produced by the Cachoeira cotton mill in 1888 was 136%
higher than in 1884 and the quantity produced by the Cedro
mill was 141% higher. The decrease 1in the 1level of
production in both cotton mills in 1889 was not due to a
deliberate policy of cutting down the amount of cloth
produced but came about as the result of a number of

problems faced by both factories in that year.152

Data 1in Table 2.5 show the difficulties faced by the
Companhia Cedro e Cachoeira in selling its products. The
amount of cloth produced 1in both factories 1increased
continuously from 1885 to 1888 and at a faster rate than the
proceeds from sales. In 1888, although production at the
Cachoeira cotton mill was 136% higher than in 1884, proceeds
from sales were only 96.5% higher. In the Cedro cotton mill
production increased by 141% in the same period, but
proceeds from sales increased by only 122%. These data show
that, after 1886, the market was not able to absorb the
increased production of both factories at the price levels
of 1884, In spite of 1lower prices, shown in table 2.6,
stocks of cloth in the factory increased.

The increased stocks in 1886 were explained by the Board of
Directors as the result of foreign competition brought about
by a stronger mil réis. In order to face this competition,
the directors recommended a reduction in prices as "“the
valuation of the exchange rate in the year ... has strongly
affected our exports as the prices of (foreign) cloth have
decreased by 10 to 12% and are being preferred as long as

our company does not make any similar reductions..."!

In the following year, the Board of Directors insisted on
further reductions for "with the present exchange rate, the
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prices of foreign products will decrease and, therefore,
they will be preferred to those of our company.w4Besides
the reduction in prices, it was necessary to expand into new
markets. In an attempt to enlarge the consumer market for
the company’s products, samples of cloth were sent to the
city of Rio de Janheiro in 1886'%", However, the quotations
received were so low that the project of selling in Rio was
temporarily abandoned and a new decision was taken: the
establishment of warehouses at different 1localities in
Minas Gerais. Three warehouses were established in 1887: one
in Calhau, another 1in Montes Claros and a third one in

Pitangui.156

Table 2.6

Performance of sales in Cachoeira cotton mill, 1884-1889.

Years Sales Stocks Variation Production Prices
of stocks value

in in in in in

contos contos contos contos réis

(1) (2) (3) (4) (5)

1884 141 14 na na -
1885 169 7 (=) 7 162 $234
1886 249 14 (+) 8 257 $224
1887 292 16 (+) O 293 $212
1888 2717 63 (+)48 326 $216
1889 252 81 (+)18 271 $185
Sources: Columns (1) and (2) : Companhia Cedro e Cahoeira,

Relatérios da Diretoria, 1884-1889. Column (3): annual
differences in stocks, given 1in column (2). Column (4):
Column (1) + Column (2). Column (5): Column (4) divided by
data on quantities produced given on Table 2.2.

The situation faced by the company seems to have
deteriorated during the two last years of the decade. In
1888 the production of both cotton mills increased
sighificantly compared to previous years, but proceeds from
sales decreased and stocks increased. As shown in table 2.4,
the value of cloth 1in stock in the Cachoeira cotton mill
rose from 15 contos on the last day of 1887 to 63 contos on
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December 31,1888. In 1889, 1in spite of a decrease 1in the
amount produced in Cachoeira, sales decreased and stocks
reached their peak. On March 15,1889 the Board of Directors
had to admit to the shareholders that the company was still
unable to pay part of the dividend of 1887 which was still

owed to them”7.

From 1888 the level of the exchange rate ceased to be blamed
for the problems with sales. The difficulties which
persisted in 1888, in spite of “the remarkable reduction in

“138 yere seen by

prices, recently authorized by the company,
the Board of Directors as the result of competition from
local cotton mills. A reference 1is made in this report to
“the introduction into the market of products from
industrial establishments similar to ours, which have been
founded 1in areas supplied by this company."‘”. Besides
local competition, the report indicated other reasons for
the difficulties faced by the company: the general state of

inertia in the trade, and sales on credit at 90 days.160

The last year of the eighties was a particularly difficult
one. For the first time since the constitution of the
company 1in 1883, the amount produced by both cotton mills
decreased. In spite of such a decrease, the cloth in stock
increased. The value of cloth 1in stock 1in the Cachoeira
cotton mi1l at the end of 1889 corresponded to 32.2% of the
proceeds from sales during the year. According to the
analysis presented by the Superintendent Director, the
problems faced by the company were mainly due to "a
sluggishness 1in trade"” <caused by a general crisis,
inflation, the higher external value of the mil réis, and
the development of the manufacturing industry in our
zone ., "% The attempt at expanding the consumer market
through the establishment of warehouses was not successful
as the sale of cloth from these warehouses was very limited.
So, the only possible solution to the problem of
insufficient demand for the company’'s products was,
according to the Board of Directors, to force the sale of
this product 1in the market of Rio de Janeiro, even if it
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meant higher costs. 62

The remark made by the Board of Directors that the
difficulties with sales in 1886 and 1887 were in part the
result of the appreciation of the exchange rate does not
contradict the argument of this dissertation that the
industrial production of textiles 1in Minas Gerais was
protected from foreign competition. In fact the evidence
provided supports the assumption that the prices charged by
the company were initially determined by the local price of
foreign cloth. Such ©prices allowed the company to
appropriate the difference between the 1local prices of
foreign products and the costs of production of their own
products, as profits. Given the large margin of protection
of the Mineiro textile industry - due to high costs of
transport and distribution -~ such profits were able to
finance the expansion of the mills and attract new investors
to the industry. However, in 1886 the external value of the
mil-réis started appreciating. From 17.8 pence in January,
it rose to 22.3 pence in December, staying relatively stable
at this level 1in the following year. In so far as the
company was operating at prices close to the top price
imposed by the foreign product, such an appreciation
required an immediate reduction of its price list. However,
by the end of the decade, a new pressure towards lower
prices was felt by the company. Such a pressure was the
result of an increased supply of cloth produced by the new
mills established 1in the province. As 1long as Jlocal
competition brought the prices of Mineiro cloth well below
the price of foreign cloth, changes in the local price of
foreign cloth became unimportant for the Mineiro producers.

On the other hand, the recommendation of the Board of
Directors that the price 1lists should be reduced shows that
the company’s management did not react promptly to the
sighals given by the market. Such a sluggish answer seems to
be explained at 1least 1in part by the organisational
transformation of the old partnership into a joint stock
company. Once the partnerships were transformed into joint
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stock companies, the freedom of the management was
restricted by the powers given to the General Meeting of
Shareholders. It was this meeting which elected the Board of
Directors and approved the annual accounts. While the cotton
mills of Cedro and Cachoeira were owned by small
partnerships, their management was subject to the agreement
of three and four partners respectively who, in spite of
their possible disagreement, had joined the undertaking as
capitalist entrepreneurs.

Once the company was constituted, the number of shareholders
started increasing. From nine shareholders at the time of
its constitution, the company had 17 shareholders in 1885
and 49 in 1889.!% Even though the founders of the company
held the majority of votes, no individual shareholder had a
sufficient number of votes to allow him to control the
company. Among the new shareholders were those who joined
the company as rentiers rather than as capitalists. Their
only expectation was an immediate return on their capital,
a return higher than they would have got on traditional
investments. A greater number of shareholders gave rise to
the formation of alliances among them which could cause
internal dissension and create difficulties for the
management. A reduction in the price list meant a reduction
in the margin of profits per unit produced and was not
expected to please the shareholder. So it is quite possible
that the management was reluctant to reduce prices without
the formal approval of the shareholders.

2.4 Conclusions.

a) Even if the eighties are not seen as the decade of the
birth of the Mineiro textile industry, they certainly were
years of significant expansion of investment 1in this
industry. Therefore the development of the Mineiro cotton
textile industry followed the general direction of
industrial growth identified in the period. However in the
Mineiro case, such a development cannot be explained in the
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same way as the growth of Brazilian industry - or more
specifically, the growth of the cotton textile industry -
has been explained in the 1literature. As a non export
economy, Minas Gerais was not directly and significantly
affected by improvements which were taking place 1in the
export areas relating to transport or to supply of labour.
Moreover changes 1in the 1level of protection granted to
domestic producers did not affect the Mineiro producer with
the same intensity as they affected the producer 1in other

provinces.

b) The spurt of investment in the early eighties took place
in a period of devaluation of the exchange rate and was
probably stimulated primarily by the good performance of the
cotton mills founded 1in the previous decade. However,
investment 1in the second half of the decade had the
additional stimulus of an increase in the external value of
the mil-réis.

c) The appreciation of the exchange rate in the second half
of the decade had an initial impact on the prices charged by
Mineiro producers. A decrease in the prices of foreign cloth
forced the Mineiro producers to reduce their prices. Further
decreases in prices were brought about by an increased
supply of Mineiro <cloth - resulting from earlier
investment. At the new prices the Mineiro industry became
relatively unaffected by fluctuations in the exchange rate.

d) The cotton mills established 1in the eighties were
relatively small and concentrated in the interior of the
province in central areas of the Central zone, far away from
outside competition. The size and location of most of the
cotton mills established 1in the eighties supports the
assumption that the early Mineiro textile industry was
established to supply local markets.

e) Investment in new cotton mills during this decade was
mostly financed by local people with resources accumulated
in their different activities: farming, local trade,
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diamond-mining, handicraft production of basic goods and the
exercise of their professions 1ike politicians, civil
servants, doctors, and so on. This period also withessed
investment from people living in the city of Rio de Janeiro.
Such investment from outsiders may reveal their wish to
escape from the adverse effects of an appreciation of the
exchange rate on the industry of Rio de Janeiro, and to take
advantage of the additional protection granted to the
Mineiro industry.

f)Following a change in legislation, the joint stock company
became the prevailing form of association of capital,
introducing a dichotomy in the ownership of the cotton mills
which was to have an effect on the management of the
companies: on the one side there were the founders of the
company who behaved 1like capitalist entrepreneurs; on the
other side were the shareholders who were mostly interested
in receiving high and immediate dividends, whose payment
they saw as a duty of the company.
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CHAPTER 3

EXPANSION AND PERFORMANCE OF THE MINEIRO COTTON
TEXTILE INDUSTRY IN THE ENCILHAMENTO YEARS, 1890-1891.

Introduction

Encilhamento was originally the name given to a movement of
intense speculation on the Brazilian stock market, which
started in the last days of the Empire in the city of Rio de
Janheiro, spread all over the country and started subsiding
in the first half of 1891.! This speculative boom, seen by
many contemporary writers as a disastrous and dishonest
adventure, the source of innumerable misfortunesz, was
traditionally regarded in economic history literature as an
accident on the stock market without any lasting
consequences. However, recent interest in the early stages
of Brazilian industry has led economic historians to study
the industrial growth which occurred in the early nineties
and to re-examine the possible effects of the Encilhamento
on this growth.

This chapter investigates the performance and expansion of
the Mineiro cotton textile industry in 1890-18%1, a period
which coincides with the Encilhamento. The first section
presents a review of the literature on the effects of the
Encilhamento on Brazilian industry. The following section
investigates investment in new cotton mills in Minas Gerais
in 1890,1891. The third section examines the performance of
one Mineiro textile company, the Companhia Cedro e
Cachoeira, 1in the years 1890 and 1891. The access of
Mineiro producers to additional sources of funding provided
by the Encilhamento is investigated in the fourth section.
The fifth section examines the changes in legislation on
joint stock companies introduced in 1890 and their impact on

industrial expansion. The conclusions are summarized in the
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last section.

3.1 Encilhamento and Brazilian industry, a review of the
literature.

The intense speculation in the stock market in the early
nineties did not attract the special attention of economic
historians until Stein’s work on the Brazilian cotton
textile industry was published in 1957.

Stein was the first scholar to challenge the appraisal of
the Encilhamento made by contemporaries, and to point out
some positive aspects of the fierce speculation in the stock
market 1in the early nineties. For Stein this speculative
boom revealed a change in the attitude of Brazilians to
business, and may be seen as symbolizing "an attempt to
break with the slow routine agricultural past epitomized by
the conservative and now rejected Empire, and to substitute

} From then on "democratic 1industry”

real American energy’.
started being seen as an alternative way “"to modernize and

revitalize Brazil".}

According to Stein, the origins of the speculative boom on
the Brazilian stock market in the early nineties are to be
found in the late days of the Empire, when government funds,
allocated to agriculture, were diverted in part to
commercial enterprises "many of them of a highly speculative
character”.? Such a tendency towards speculation would have
been further encouraged by laws passed in January 1990 which
created banks of 1issue, allowed banks to engage in
industrial activities, and eased the incorporation of joint
stock companies. Such laws would have fostered speculation
in the stock exchange, which remained very 1intense until
March 1891 when it started subsiding.

Coincidental to such a speculative boom Stein identifies a
spurt of investment in the cotton textile industry: new
large cotton mills were founded and old ones were able to
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increase their capital - partially financed by stock
dividends. Even though a connection between industrial
investment and speculation in the stock market is suggested
in his analysis, the author explains this spurt of
investment as the result of specific favourable conditions:
monetary expansion, easier credit, and protection of
domestic industry by falling exchange rates.’

Fishlow was the first author to mention explicitly the
favourable effects of the Encilhamento on industrial
1'nvestment.7 According to him, this speculative boom
attracted additional funds to industry. In support of his
argument he points to the significant increase 1in the
capital of textile companhies registered on the stock
exchange of Rio de Janeiro between 1889 and 1892. Besides
the Encilhamento, Fishlow mentions another stimulus to
industrial investment in those years: a delayed devaluation
of the exchange rate compared to the increase 1ih domestic
prices, which made imports of machines relatively cheaper.

Fishlow’s arguments were refuted by Versiani and Versiani,
who argued that the 1increase 1in capital of some of the
textile companies of Rio de Janeiro was mostly financed by
reinvestment of profits rather than by new issues of shares
on the stock exchange.8 Besides they added that there was no
indication of any cotton mill being founded 1in the years
1890-1892 through public subscription. However they conceded
that, because of the speculative boom, established companies
might have had easier access to additional funds through the
issue of debentures. But even so "it is almost certain that
this contribution was marginal compared to the reinvestment
of profits”!. The authors concluded that “the Encilhamento
seems to have had, in fact, a very limited impact on the
increase 1in the productive capacity of the textile

1'ndustry“.10

More recent research has produced additional evidence on

industrial growth in the years 1890 and 1891,
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In Versiani’s study of the Brazilian cotton textile industry
before the First World War, 1890 and 1891 are seen as part
of a longer period, 1889-1895, which he characterizes as "a

"1 and

time of unprecedented boom for internal producers.
which coincides with a surge of investment. Such a boom is
seen as the result of favourable prevailing conditions:
“demand was booming, credit was easy and machinery exports
were relatively cheap."12 The speculative boom in the stock
market 1is hnot mentioned by the author as favouring
investment. Raising a point made earlier by Fishlow, he
points out that the monetary expansion of the early
nineties, specially 1in 1890, had a delayed effect on
exchange rates. As domestic prices increased faster than the
prices of imports, machinery became relatively cheaper and
industrial investment was favoured.

Suzigan resumes the study of the effects of the Encilhamento
on Brazilian industry. According to him, the evidence he
produced on the evolution of industrial investment, settled
the current controversy on the effects of the Encilhamento.
This evidence made it clear that industrial investment
increased substantially in the years of the Encilhamento,
confirming the conclusions arrived at by Stein. The
institutional reforms and monetary policies of the
Encilhamento period, "despite the abuses which 1led to
speculation in the exchange market"” favoured investment in
industry and "may indeed have facilitated industrial capital

formation in a period of export boom" .13

This brief review of literature shows that it is not easy to
identify a controversy on the effects of Encilhamento on
industrial investment as pointed out by Suzigan. Firstly
because the term Encilhamento is not usually defined. It is
used either to describe a specific episode of speculative
activity in the stock market or a period of time during
which this speculative movement took place. Therefore some
authors who mention the effects of Encilhamento on industry
are, 1in fact, referring to the industrial growth which
occurred in a certain period of time during which the
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Encilhamento - defined as a movement of great speculation in
the stock market - took place. Besides, the length of the
period called Encilhamento varies. For Simonsen for
instance: "since 1885...they were already taking place, the
prodromes of an Encilhamento, which were intensified after
the abolition of slavery” and " only decreased in the first

~14 Levy’s study on Encilhamento

years of the decade.
includes the years 1893 and 18394 even though the author
considers that the intense movement of speculation was over
by 1893."° And for Suzigan the period of Encilhamento
includes 1892, a year which is seen by Calégeras as the year
when “"the fantastic products from the speculative fever of

the previous two years were going into 11’qu1dat1’on".15

In fact the only controversial point in the 1literature is
that related to the effects of the speculative boom in the
stock market on industrial investment. As to the industrial
expansion occurring alongside the Encilhamento, there has
been a consensus. The first years of the nineties have been
generally seen as years of expansion of industry. This
expansion has been usually treated as the result - at least
in part - of the expansionary monetary policies applied and
changes in the law which eased the constitution of joint
stock companies.

Data on exports of industrial machinery to Brazil, compiled
by Suzigan in 1984, taken as an indicator of industrial
investment, confirm this general appraisal of the early
nineties as a period of industrial expansion. From an annual
average of £562,440 in 1886-1889 these exports increased to
£981,074 in 1890-1896, decreasing in the following period,
1897-1902, to £527,387.17 In 1891 they reached a peak which
was only to be surpassed in 1907.

The investigation into the performance of the cotton textile
industry in Minas Gerais in 1890 and 1891, to be made in
this chapter, ascertains whether the Mineiro industry
followed the general expansion which has been identified in

those years.
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3.2 Investment in new cotton mills in the years 1830 and
1891. o

The speculative boom of the stock market certainly did not
encourage investment in the cotton textile industry of Minas
Gerais. No textile company was formed in 1890 and the only
company incorporated while the speculative boom was still
intense was the Companhia Industrial S3o Joanense. The other
company founded in the early nineties, the Companhia de
Tecidos Santanense, was in fact founded after the

speculative boom was over.

Very little is known, as yet, about the constitution of the
Companhia Industrial S3o Joanense. This company was formed
in S3o Jodo del Rei in the Southern zone of the state on the
initiative of Antonio Moreira da Costa Rodrigues in February
1891." Its cotton mill was said to be driven initially by
steam power.'9 More evidence is available on the
constitution of the other company, the Companhia de Tecidos

Santanense.

The Meeting of Shareholders for the constitution of the
Companhia de Tecidos Santanense was held on October 23,1891.
The documents required by law for 1its constitution were
registered and filed at the General Registry of the
Judiciary district of Sete Lagoas on October 29 and its
Statutes were published in the official newspaper of Minas
Gerais on November 29.%

The company was formed 1in a village, Santana do S3do Jodo
Acima - a few years later raised to the category of county

2 Santana do S3o Jo3o Acima was 1in

with the name of Itauna.
the Western zone, at its border with the Central zone. The
construction of the cotton mill began in February 1892. The
mill started operating on an experimental basis in July, 1895
and was formally 1inaugurated on September 7,1895. These
dates show the length of time that elapsed between the day
the decision to 1invest was taken and the day the mill

started producing. In the case of the Companhia Tecidos
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Santanense it took almost four years.

Contrary to the conclusions of Stein and Suzigan concerning
the size of the cotton mills founded in the Encilhamento
period, the cotton mills set up by these two Mineiro
companies were neither among the many mills founded in the
period of Encilhamento "which later developed into Brazil’s
1argest“” nor any of "the largest manufacturing companies

«23

in Brazil for many years. The number of looms of these

two cotton mills in 1805 was below the average in the cotton

mills of Minas Gerais, which was then 76.5 looms .2

The Companhia de Tecidos Santanense’s cotton mill, which was
initially planned to have 100 looms, started operating with
32 looms - with 34 more 1looms already ordered - and

spinning machines able to feed 66 1ooms.25

The constitution of the Companhia de Tecidos Santanense
followed the traditional pattern of textile investment 1in
Minas Gerais. It was typically a family business. The
company was 1inhcorporated by Manocel José de Souza Moreira,
his sons, Manoel Gongalves de Souza Moreira and Augusto
Gongalves de Souza Moreira, and his son-in-law, Antonio
Pereira de Mattos.?® The initial capital was 600 contos. The
head of the family, Manoel José de Souza Moreira, was the
major shareholder holding 20% of the company’s shares. He,
his two sons and his son-in-1aw held, together, 43.3% of the
shares. Other relatives identified among the original
shareholders held 24% of the shares.?

As was common in textile companies previously founded 1in
Minas Gerais, the Tecidos Santanense was not only an
undertaking of a group of relatives but also a group of
relatives living in the same village where the mill was
planned to be built. Brief biographical notes on some
shareholders illustrate this point and reveal the origins of
the capital invested.

Manoel Jose de Souza Moreira, promoter and major shareholder
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of the Companhia de Tecidos Santanense, was originally a
farmer. He was married to one of the daughters of Manoel
Gongalves Cangado, a wealthy local farmer, from whom he and
his wife inherited the Cachoeira farm. It was on this farm
that the Companhia de Tecidos Santanense cotton mill, known
by locals as Cachoeira’s cotton mill, was set up.29 Manoel
Jose de Souza Moreira was not only a farmer. He was also a
local trader, with a large merchant house established in the
village of Santana do Sao Joao Acima under the name “"Moreira
& Filhos”". His eldest son, Manoel Gongalves de Souza
Moreira, the second largest shareholder of the company, was
mainly a local trader. In partnership with his father in the
firm "Moreira & Filhos", he worked in their merchant house
for many years, starting as a clerk and ending up as
manager.30 Antonio Pereira de Mattos, son of Portuguese
immigrants was born in Campos, in the province of Rio de
Janeiro. As a travelling salesman for large merchant houses
established in Rio de Janeiro, he did business with the firm
"Moreira & Filhos" before his marriage to one of Manoel Jose

3 The fourth promoter of the

de Souza Moreira’s daughters.
company, Augusto Gongalves de Souza Moreira, was a doctor as
well as a prominent politician. At the time of the
constitution of the company he was a member of the
Constituent Assembly of the state of Minas Gerais.3 The
local vicar, Antonio Maximiano de Campos was also among the
original shareholders of the company. It seems to have been
normal practice to invite local priests to join companies.
The purpose was probably to emphasize the respectability of

the undertaking.

As for the origins of the capital invested and location of
the factory, the establishment of the Cachoeira cotton mill
in Santana do S3o Jo3o Acima followed the same pattern as
the mills set up earlier. With the exception of Antonio
Pereira de Mattos who was an outsider, capital was
accumulated in different local activities such as farming
and trade as well as in the shareholders’ practice of
different professions. The mill was set up on a farm, the
Cachoeira farm, near the village of Santana do Sao Joao
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Acima where most of the promoters of the undertaking and
probably the majority of shareholders lived. The Cachoeira
farm was chosen as the site on which to build the mill
because of 1its waterfall which could provide the necessary
energy to drive the machinery. Although Santana do Sao Joao
Acima was a small village, it was close to the relatively
larger towns of Para de Minas, Bonfim and Pitangui, and on
a route which connected Rio de Janeiro to Goias and Mato
Grosso. The village of Santana do S3o Jodo Acima was in the
Western zone at the border with the Central Zone, close to
the area where most of the cotton mills previously
established had been built.

From what has been said it 1is clear that there is no
evidence that the speculative boom in the stock market had
encouraged investment in new cotton mills 1in Minas Gerais.
No companies were formed by public subscription. The
evidence presented concerning the creation of the Companhia
de Tecidos Santanense showed that the constitution of this
company followed the traditional pattern of constitution of
Mineiro textile companies.

Whether the constitution of these two Mineiro companies 1in
1890 and 1891 was motivated by the higher protection for the
domestic producer granted by the concerted effects of higher
tariffs which came into effect in the late eighties, and a
devaluation of the exchange rate in the early nineties, 1is
a matter of speculation. On the one hand - as was seen in
the last chapter - the increased local competition of the
late eighties had already brought the price of Mineiro
cotton textiles below the 1local price of foreign cloth.
Therefore the Mineiro producer was not in a position to
benefit from increased protection. On the other hand one may
assume that the greater protection of domestic production
could still bring about more optimistic expectations of the

future development of the undertaking.

The assumption that the decision to establish two new cotton

mills in Minas Gerais taken in 1891 had been encouraged by
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a delayed devaluation of the exchange rate which would have
made the price of machinery relatively cheaper than domestic
products cannot be verified. Such a verification would
require data on the evolution of prices in Minas Gerais
which are not available. Considering the features of the
Mineiro economy as that of an economy with a relatively
large subsistence sector and a great part of 1its production
being sold locally, and considering also the small
development of the banking system in Brazil, onhe may assume
that the effects of monetary expansion in the period on
local prices had not been so strong and immediate as those
observed in other areas of the country, as for instance in
the city of Rio de Janeiro. As for Mineiro cloth, for
instance, 1its price was decreasing at the end of the
previous decade - as was seen 1in the previous chapter.
Notwithstanding such a decrease 1in price, satisfactory
profits were still assured to the Mineiro producer by the
protection of his markets from outside competition by
transport and distribution costs.

The study of the performance of Companhia Cedro e
Cachoeira’s cotton mills in these years, presented in the
next section, brings evidence on the conditions faced by the
Mineiro producer of textiles in this period.

Whether the Encilhamento made it easier for existing
companies to gain access to additional funds for investment,
either through the 1issue of debentures, as suggested by
Versiani and Versiani, or even through a change 1in the
attitude of the shareholders in relation to reinvestment of
profits, is also a matter to be examined.

3.3 Performance of old textile companies in Minas Gerais in
1890 and 1891: the case of the Companhia Cedro e Cachoeira’s
cotton mills.

A decrease 1in the price of Mineiro cloth 1in the Tlate
eighties was seen in the last chapter as the result of local
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competition brought about by the increase in investment
during this decade which was not followed by a corresponding
increase in demand. There is no reason why one should expect
a sudden improvement in the situation faced by the Mineiro
companies in the late eighties to take place in 1890 and
1891. On the one hand the supply of cloth was to continue to
increase as a consequence of investment made in the second
half of the 1880s. On the other hand, given the
characteristics of the Mineiro economy, one would not expect
a significant increase in demand to take place as a result
either of an improvement in the performance of the export
sector, increased protection or even monetary expansion. The
Mineiro economy was relatively isolated from the export
sector and protected from foreignh competition. Therefore it
would be reasonable to assume that the local competition of
the late eighties had persisted in Minas Gerais in the years
1890 and 1891,

In fact, Thedphilo Marques Ferreira, General Superintendent
of the Companhia Cedro e Cachoeira, commenting upon the
results for 1891, explained the low profits achieved by the
company that year as the result of higher costs of
production and large reductions in prices made 1in order to
reduce the existing stocks of cloth. Higher costs of
production and Tlower sales prices were seen by this
Superintendent as "caused by the crisis which had started in
1887".% such remarks suggest that the difficulties faced by
the compahy 1in the late years of the eighties - described
and discussed in the last chapter - persisted in 1890 and
1891.

In addition to the general conditions of supply and demand
of cotton cloth in Minas Gerais which were forcing prices
and profits down, a severe drought in 1890 created more
difficulties for the cotton mills of Cedro and Cachoeira.
Depending heavily on hydraulic power to drive their
machinery, and without a water system capable of ensuring a
constant flow of water, the work in the cotton mills of

Cedro and Cachoeira was quite vulnerable to changes in
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weather which implied 1long periods without rain. The
solution found by the company to mitigate the consequences
of frequent and severe droughts in the area was to keep an
alternative source of energy, steam power. However, when, as
the result of a drought, the water in the sluices sank below
certain levels, the available steam engines proved
insufficient to keep the mills working at full capacity.
According to the General Superintendent of the company, the
steam engines could only sustain the work of the weaving
department . So, the Cachoeira and Cedro cotton mills had
an average loss of four hours of work a day during the four
months of the dry season in 1890. The quantity of cloth
produced by the Cedro cotton mill decreased by 6.2% compared
to the previous year, the level of production in 1890 being
the lowest since 1887. In the Cachoeira cotton mill the
quantity produced remained nearly at the same level as the
previous year, when, as was seen in the previous chapter,

the production of cloth had been relatively small.%

Notwithstanding the relatively 1low levels of production,
proceeds from sales increased in 1890. Compared to 1889,
proceeds from sales in 1880 were 26% higher at Cachoeira’s
and 56% higher at Cedro’s.3

Data on quantity produced and sold by the Cachoeira cotton
mill in 1884-1891 are displayed in Table 3.1. They show that
in 1886 and 1887 the 1increase 1in the amount of cloth
produced was followed by increased sales. The increase 1in
stocks was very small in 1886 and 1in 1887 stocks were
reduced. However the increase in production in 1888 and 1889
was not followed by a similar increase in sales and the
stocks of <cloth increased significantly. In 1890 the
situation was reversed. In spite of a small increase in the
guantity produced, the amount sold increased significantly
and stocks were greatly reduced.

Such an increase in sales may reveal a temporary improvement
in local demand for Cachoeira’s products. However part of
such an increase was the result of the company’s deliberate
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Table 3.1

Cachoeira cotton mill: 1885-1890.
Annual data on production, sales, and changes in stocks.

Years production sales annual
in index in index variations
metres numbers metres numbers in stocks
1886=100 1886=100 in metres
1885 693,955 60 755,464 68 (-) 61,509
1886 1,149,017 100 1,113,080 100 (+) 35,937
1887 1,378,855 120 1,378,891 124 (-) 36
1888 1,511,168 132 1,284,597 1156 (+)226,571
1889 1,465,783 128 1,363,562 123 (+)102,221
1890 1,480,940 129 1,741,869 156 (-)260,929

1891 1,635,080 142 * na - -

na = not avaijlable.

Source: Companhia Cedro e Cachoeira (1884-1891), Relatérios
da Diretoria. Data on quantity sold obtained by dividing
annual proceeds from sales by the estimated average annual
prices displayed in table 3.2.

policy of expanding sales by reducing prices and extending
its markets to new areas. As stated by the company’s
Superintendent 1in his report for the year 1890: “"the
advertising, carried out with the purpose of making the
company’s products known in wider markets, cost no small

pecuniary sacrifices, but presented satisfactory results. "’

In fact, the annual average price estimated for the period
1885-1890, and displayed 1in table 3.2, shows that this
price, after remaining relatively stable in the years 1885-
1887, was significantly reduced in 1889 and 1890. Data in
table 3.2 also show that Tlabour costs by metre also
decreased continuously from 1885 to 1890. In 1891 however
they increased. Taking into account that nominal wages are
usually 1irreducible, the decrease in labour costs by metre
shown 1in table 3.2 resulted either from increased
productivity per worker and/or an increase in the employment
of cheaper 1labour, as for instance, that of women and
children. The increase in labour costs per metre in 1891 was
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Table 3.2

Sales, prices and Tlabour costs.
Cachoeira cotton mill: 1885-1890.

Years Proceeds from Prices Labour costs
sales per metre per metre
in 1,000 in index in index
contos réis numbers réis numbers
18856=100 1886=100

1885 169 68 234 104 na -
1886 249 100 224 100 36 100
1887 292 117 212 95 34 95
1888 277 111 216 99 32 89
1889 252 101 185 83 31 86
1890 319 128 183 82 30 83
1891 329 132 na - 35 97

na: not available

Sources: (1) Price per metre calculated by dividing the
value of the production of each year by the quantity
produced in that year. The value of the production in

each year was obtained by adjusting the value of sales

of each year by annual changes in stocks.

2) Labour costs per metre obtained by dividing the annual
cost of labour by the number of metres of cloth produced in
the year. Data on 1labour costs 1include payments to the
managing staff. Al11 data from: Companhia Cedro e Cachoeira
(1884-1891), Relatérios da Diretoria.

mostly the result of a general rise of 20% in wages which
was decided “considering the high price of basic food

nowadays."38

Profits achieved in 18390 and 1891 were 1lower than those
realized in 1886 and 1887 and the dividend distributed the
lowest since 1886.%. Notwithstanding the relatively Tlow
profits the Companhia Cedro e Cachoeira was able to make a
significant 1investment, the purchase of the S3o Vicente
cotton mi]].w The acquisition of this mill was financed by
an increase of 400 contos in the company’s capital. Such an
increase in capital had been financed partially by dividends
and partially by the subscription of new shares. The Sao
Vicente cotton mill was bought for 180 contos and in this
same year 64 looms were ordered to add to the existing 40.
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Such an expansion of the mill was decided "in spite of the
enormous burden which will come (from this order) because of

the exchange rate" .4

3.4 New evidence for an old argument: Encilhamento and
increasing funds for textile companies already in operation.

In spite of what was said in relation to the expansion of
industrial investment through the establishment of new
cotton mills, there 1is some evidence to suggest that the
cotton textile industry of Minas Gerais may hot have been
completely immune to the effects of the Encilhamento. In
fact it is possible that the general movement of speculation
in the stock market had raised the expectations of the
Mineiro shareholder as to the future value of his shares.
Such optimistic expectations may have made it easier for
‘some companhies to raise additional finance from their
shareholders. The evidence to be presented in this section
corroborates the point raised by Versiani and Versiani#
that credit expansion, as well as the intense speculation in
the stock market, may have favoured the acquisition of
additional resources by established companies in the early
nineties.

In fact there is evidence that two companies, Cachoeira dos
Macacos and Cedro e Cachoeira raised additional funds in
1890 and 1891 through reinvestment of profits and the issue
of new shares. Two other companies, Industrial Ouro Preto
and Uni3o Lavrense, raised 1loans through the issue of
debentures in the same period. Besides, there is evidence
that the Company Uni83o Lavrense was also involved 1in a
speculative venture which does not seem to have been unusual
in the Encilhamento.

The Companhia Cachoeira dos Macacos, which had been formed
in 1886, increased its capital from 150 contos to 450 contos
on March 15, 18390. This increase in capital was financed in
part by dividends not distributed and in part by the sale of
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new shares.* The Companhia Cedro e Cachoeira’s capital was
increased from 1,000 to 1,400 contos 1in 1890. As 1in the
Cachoeira dos Macacos case, such an increase was financed by
dividends not distributed and by the sale of new shares.
According to the Board of Directors, the purpose of such an
increase was to provide the company with funds for payment
of a loan by debentures which had been raised in 1889, and
"to make the company able to pay dividends twice a year and

to enlarge its transactions. "4

In the case of the Companhia Cedro e Cachoeira, there is
some evidence to suggest that there was an attempt at
opening up the company’s capital to public subscription in
1890. A proposal for an increase of capital presented to the
General Meeting of Shareholders on October 20, 1890 included
the following provision: "The company will make contacts
with one bank in Rio de Janeiro where payment of dividends
will be made so as to make its shares known. Once this has
been done the company will establish an office in this
bank."4¥ The establishment of a'company office in the city
of Rio de Janheiro "for transfer of the company’s shares with
the purpose of opening to them 1larger room 1in the

46 was approved by the shareholders.

commerce”
It is not knhown whether the company established an office in
Rio de Janeiro. However it 1is known that the company
remained strictly a family undertaking of the Mascarenhas
family even though the issue of the new shares in 1890 had
increased the number of shareholders from 49 to 64.
According to Vaz there is no evidence of shares being sold
in Rio de Janeiro but some local farmers and traders who did

not belong to the family joined the company then.*

The Industrial de Ouro Preto was another company able to
attract new financial resources in the Encilhamento. On
September 3,1890, the directors of the company informed the
shareholders that, according to the authorization given by
the Extraordinary Meeting of Shareholders on August,7, the
company had raised a loan with the bank Industrial e
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Mercantil of Rio de Janeiro through the issue of 200 contos
in debentures, under the following conditions: type 90%,
annual interest, 71/2%, and 1% annual amortization.’ The
purpose of such loan was to acquire funds for finishing the
building of the company’s cotton mill in the city of Ouro
Preto. A few months later, the company announced that a
contract for providing electric light to the city of Ouro
Preto, worth 160 contos, had been signed with the
government, and proposed an 1increase in the capital, from
200 contos to 600 contos, through the issue of 2,000 shares
to be subscribed by the shareholders. Each shareholder would
have the right to subscribe two new shares for each share he
had, receiving as bonus, a credit of 40% of their value. Out
of the additional funds provided, 200 contos would be
applied to the payment of the loan 1in debentures so that
payment of interest could be converted 1into payment of

dividends.*

The Companhia Fiagdo e Tecidos Unido Lavrense shows the only
known example of a company with a cotton mill operating in
Minas Gerais which was involved in a dubious venture in the
stock market, a venture which seems to have been common in
the Encilhamento.

An Extraordinary Meeting of Shareholders on August 7,1890
approved a loan of 160 contos which had already been raised
by the company’s Board of Directors through an issue of
debentures on May 20,1890m. On January 26,1891 this Board
proposed to the shareholders an increase of the company’s

' The terms of such

capital from 200 contos to 400 contos.
a proposal suggest that the shareholders were not willing to
invest any more of their personal savings in the company. In
fact, the proposal was that each of the old shares would be
divided into two new shares. In this way each shareholder
would have to pay the company an amount corresponding to 50%
of the value of all his shares. Therefore the subscription
of the additional capital became compulsory. The proposal
was approved in spite of a strong reaction from a few

shareholders who considered it "outrageous and contrary to
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the citizen’s rights of ownership, decreed by law".%? 1In
spite of the approval given by shareholders to such a
proposal, the capital was nhot raised to 400 contos.” At the
beginning of the next year the company was in such a bad
financial situation that the shareholders decided that the
company should go into liquidation. A few months later, they
reviewed their decision and elected as new directors,
Juvenal Damasceno and Duarte da Costa Negrao who “"with their
own funds and funds raised with friends, were able to give
some life to the company, which started operating

o However, on July 26,1891, these directors

regularily”.
proposed to the Board of Directors of the Companhia
Industrial e Agricola Sul-Mineira the surrender of all the

% 1n return, the Companhia Industrial e

company’s assets.
Agricola Sul-Mineira would take over all the debts of the
Companhia Fiagao e Tecidos Uniao Lavrense concerning the
issue of 160 contos in debentures and would pay 250 contos
in cash and 200 contos in shares. An Extraordinary Meeting
of Shareholders of the Companhia Industrial e Agricola Sul-
Mineira which took place on the same day the proposal was
presented, authorized the company to make the acquisition as
proposed.56 In August 1891, the Companhia de Fiag3do e
Tecidos Unido Lavrense’s cotton mill was put into operation
under the management and ownership of the Companhia
Industrial e Agricola Sul-Mineira One year 1later, the
temporary President of the company, Jodo Baptista Ferreira
e Costa admitted that the cotton mill was the company’s only
source of income and urged the shareholders, who were in
arrears, to make the payments of the capital they had
subscribed so that the company could settle its debts with
the Companhia Fiac#3o e Tecidos Unido Lavrense as agreed.57
However the company was unable to meet its obligations, and
on September 22 in this same year, the shareholders of the
Companhia Fia¢do e Tecidos Uni3o Lavrense decided to

repossess the cotton m1'11.58

Such transactions between two companies could be seen as an
unsuccessful attempt by one company to take over another
company’s business. However, as shown below, they seem to
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have been an artifice for obtaining from the stock market -
under false pretences and taking advantages of the
prevailing speculative boom - funds for a company facing
serious financial difficulties.

The company Industrial e Agricola Sul-Mineira, incorporated
by José Antunes Rodrigues de Oliveira Catramby, was
constituted in the city of Rio de Janeiro on December 24,
1890, with a capital of 1,000 contos. According to its
statutes, the purposes of the company were to explore
concessions granted by the Federal Government for the
establishment of a sugar and alcohol factory in the city of
Lavras - with a 6% interest guarantee over the capital of
750 contos, for 25 years - and for promoting the settlement
of immigrants in two different places in the state of Minas
Gerais. Another purpose of the company defined 1in its
statutes was to establish a pottery. These concessions were
granted to Juvenal Damasceno and to Augusto Cesar who had,
as their partner, Francisco Martins de Andrade.60 According
to the statutes, the company would not only compensate those
three for the value of their contracts but would also give
2% of the net profits to Juvenal Damasceno and Augusto
Cesar. The amount to be paid as compensation would be
decided by mutual agreement between the company and the
concessionaires. As to the payment to be made to Francisco
Martins de Andrade, "for the expenses he incurred in
obtaining the contract.” it was decided it would be done in

' The first Board of Directors, as

a lump sum of 5 contos.
determined by the statutes, was constituted by: Jodo da
Matta Machado, José Antunes Rodrigues de Oliveira Catramby

e Francisco Martins de Andrade.

A1l those mentioned above either as incorporators,
concessionaires or directors of the company Industrial e
Agricola Sul-Mineira, at the time of 1its constitution -
with the exception of Francisco Martins de Andrade - were
then shareholders of the company Fiag3o e Tecidos Unido
Lavrense. Moreover, at the time when the Board of Directors
of the company Fiag3do e Tecidos Uni3do Lavrense presented to
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the Company Industrial e Agricola Sul-Mineira its proposal
of surrendering all the company’s assets, one of its
directors was Juvenal Damasceno. Juvenal Damasceno was nhot
only one of the concessionaires mentioned above, but was
also a member of the Companhia Agricola e Industrial Sul-
Mineira’s Fiscal Board."

Such account of the transactions between the companies
Unido Lavrense and Industrial e Agricola Sul-Mineira suggest
that the constitution of the latter was an excuse for
obtaining on the stock market of Rio de Janeiro, additional
funds for solving the financial probliems of an established
company.

From what has been said, it is clear the cotton textile
industry of Minas Gerais did not go through the years of
Encilhamento absolutely unaffected by the speculative boom

in the stock market. However it is interesting to observe

that the only examples of companies resorting to the issue
of debentures in the period of Encilhamento were companies
which were financed at least in part by investors living in

the city of Rio de Janeiro.8®

3.5 Legislation on Jjoint stock companies and industrial
expansion in the nineties.

The argument that a new law passed in January 1830 had eased
the constitution of joint stock companies and contributed to
higher speculation in the stock exchange and to increasing
industrial investment has had widespread acceptance. Stein
was one of the first authors to mention the new law as one
of the causes of the Encilhamento. This Jlegislation,
according to him, would have eased restrictions on the
chartering of corporations, giving, in consequence, further
encouragement to a movement of speculation which was

64 Such an opinion has been largely

already under way.
accepted by economic historians. Most of the studies of the

period mention these changes in the legislation as a factor
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in stimulating industrial investment and speculation in the
stock market .5 However, a study of the legislation on
joint stock companies passed in the first yeafs of the
Republic shows that there 1is no reason why one should
ascribe such effect to the new legislation of 1890.

Decree number 164, January 17,1890, the first decree on
joint stock companies passed in the Republic, which was said
to reform 1law number 3150, November 44,1882, did not
ihtroduce any substantial modification in the process of
incorporating a joint stock company. In fact, this decree
has been seen by some legal experts as a copy of l1aw number
8,821, November 4,1882 "with insignificant alterations and

a worse sty1e.“66

In fact, a comparative study of law number 3,150 November
4,1882 and decree number 164, January 17,1890 showed that
out of the 43 articles of the new decree, only 5 implied
alterations in the legislation in force. These alterations
were minor ones and did not involve any changes which could
have made easier the process of constitution of a Jjoint
stock company. A1l the other articles were either an exact
copy of the articles in the previous taw, or a copy in a
slightly different style. Also, the other decrees on joint
stock compahies, passed in 1890 and 1891, did not introduce
any substantial alterations to the requirements for the
constitution of stock companies. And the decree number 1894,
passed in July,1891 was 1in force until 1940, when it was
annuliled by decree-law number 2627, September 26, 1940.

Also, the conclusion found in the literature on Encilhamento
that the prevailing economic conditions would have induced
textile firms to transform themselves 1into joint stock
companies in order to get "a greater mob1'11'ty"67 for their
bonds does not apply to the textile industry of Minas
Gerais. Such transformations were common after the law on
joint stock companies had been passed 1in 1882 and also
happened after 1892. However there is no evidence of any
such transformations taking place 1in the years 1890 and
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1891.

3.6. Conclusions.

a) The performance of the Mineiro cotton textile industry in
1890 and 1891 did not foliow the general pattern of
expansion of Brazilian industry - or of the cotton textile
industry 1in particular - as described in the 1literature.
Neither the speculative boom in the stock market nor the
general favourable conditions for industrial investment
identified in the period, encouraged a significant expansion
of the Mineiro industry.

b) Such a different pattern reveals the special features of
the Mineiro economy in the period. As the Mineiro industry
was mostly concentrated in non export areas and supplied
markets in the interior of the state, the demand for its
‘products was not 1immediately and significantly affected
either by an improvement in the performance of the export
sector or by changes in the relative prices of imported

textiles.

c) The evidence presented for the cotton mills of Cedro and
Cachoeira suggests that prices of Mineiro cloth decreased in
1890 and 1891, while labour costs increased in 1891. Such a
decrease in prices was the result of an excessive increase
in supply 1in relation to local demand. Under such
circumstances the argument that a devaluation of the
exchange rate delayed in relation to an increase in domestic
prices would have favoured industrial investment, would have
to be reviewed in the case of Minas Gerais.

d) No conversion of partnerships into joint stock companies
took place 1in this period stimulated by changes in
legislation. Concerning this point it was shown that,
contrary to what has been generally argued, the new law on
joint stock companies passed in 1890 did not introduce any
changes which eased the formation of such companies.
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e) The speculative boom of the period made it easier for
some companies already established to raise additional
funds, corroborating a point raised in the debate on the
effects of the Encilhamento on industrial investment.
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CHAPTER 4

EXPANSION AND PERFORMANCE OF THE MINEIRO COTTON TEXTILE
INDUSTRY IN THE POST ENCILHAMENTO PERIOD, 1892-1895.

Introduction.

If the boom of speculation in the stock market of Rio de
Janeiro attracted the attention of economic historians to
the industrial growth in the early nineties, no other event
has produced a corresponding interest in a study of the
industry’s performance in the immediate post Encilhamento
years. On the contrary, the emphasis given 1in recent
literature on the effects of the Encilhamento on the
industry has hampered, rather than helped, a better
understanding of the industrial development which took place
in Brazil during the first half of the decade.
Investigations into this period have tended to focus on the
effects of the Encilhamento on a few companies and on their
performance thereafter. So, the great speculation in the
stock market, instead of being taken as an additional
variable to explain investment in a 1imited number of cotton
mills in a period of less than two years, has become, 1in
certain studies, the only variable to explain the expansion
of the whole industry during the first half of the nineties.

This chapter investigates the performance and development of
the Mineiro cotton textile 1industry in 1892-1895., It is
divided into five sections. In the first section, data on
exports of industrial machinery to Brazil in the years 1892-
1895, compared to other periods, are presented in order to
illustrate the general development of industrial investment
in the country during that period. The presentation of this
information is followed by a brief review of the literature
on the industrial development in those years. The second
section examines the investment 1in the cotton textile
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industry of Minas Gerais. It investigates the joint stock
companies which had been incorporated in the period 1892-
1895 in order to establish new cotton mills in the state or
to enlarge old ones. All the available information on the
establishment of the cotton mill planned by each of those
companies is also presented. As most of the companies formed
in the period had the purpose of establishing weaving mills
- rather than integrated cotton mills - a brief study of the
establishment of weaving mills 1in Minas Gerais is included
in this section. The following section discusses the
possible connection between the decision to transfer the
state’s capital to Belo Horizonte and the apparent tendency
of investment in the cotton textile industry of Minas Gerais
to be concentrated in the central areas of the state. The
fourth section investigates the performance of some cotton
mills in Minas Gerais during the period 18982-1895. The
performance of each cotton mill 1is described and the
explanation for such a performance, as provided by the
entrepreneurs, is reproduced and discussed. The main
conclusions of the chapter are presented in the fifth and
last section.

4.1 Data on exports of industrial machinery to Brazil as
indicators of investment and a brief review of the
literature.

Data on exports of industrial machinery to Brazil mark out
the first half of the nineties as a period distinct from the
eighties as far as industrial growth is concerned.' If the
annual export of industrial machinery to Brazil is taken as
an indicator of the evolution of industrial investment, it
is clear that the period 1890-1895 was a period of
significant expansion of such investment. The annual average
of these exports to Brazil was, from 1890-1895, 118% higher
than the average in the eighties. After the exceptionally
high rate of increase in 1890 and 1891, such exports
remained at relatively high and stable levels until 1896 .2
It was only from 1896 onward that those exports started
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decreasing significantly. Even in the period 1892-1895, when
the Encilhamento was over, exports of industrial machinery
to Brazil remained at levels which had only been surpassed
in 1891 and which were not surpassed again until 1905. So,
Brazilian 1industry was still an attractive field of
investment in the immediate post Encilhamento period. 1In
fact, the years 1892-1895 have usually been treated in
literature as a period favourable to industrial growth in
Brazil; even though the industrial growth which in fact took
place in this period has not yet been properiy investigated.

The industrial evolution in Brazil in the years 1892-1895

has been seen by some authors, 1including Simonsen®
4

and
Suzigan, as part of a 1longer period of increasing
industrial investment starting in the early eighties and
lasting until 1895. In Simonsen and Suzigan the importance
of the Encilhamento in the industrial expansion which took
place in the first years of the nineties is emphasized, but
the high level of investment which was sustained in the
years which followed the Encilhamento is not examined. It is
in the studies of the textile industry that more precise
references to the industrial evolution, which took place in

the immediate post Encilhamento, are to be found.

For Stein, who was the first author to challenge the
traditional appraisal of the Encilhamento and to emphasize
its benefits on industry, the nineties is a very 1important
period in the expansion of the cotton textile industry in
Brazil. The importance of the decade was not only to be felt
in the economic policies introduced by the Republican
government which “accelerated the process of capital
formation."? It also consisted in the creation of a spirit
of association among industrialists in the immediate post
Encilhamento which enabled them, as a group, to defend the
interests of the 1'ndustr‘y.a Such a spirit of association,
which had originated 1in the crisis faced by the cotton
textile industry in 1892, "enabled the cotton industry in
the nineties to obtain the protection judged necessary to
assure its future deve]opment"7
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The references by Stein to a crisis in the cotton textile
industry in 1892 are based on information about a campaign
led by a group of industrialists - mainly from the textile
industry of Rio de Janeiro - during this year in order to
obtain government assistance for their companies. The
origins of this <crisis are associated with a sharp
devaluation of the exchange rate and a restriction of credit
which increased the costs of investments planned 1in the
Encilhamento’s speculative boom, making it hard for some
companies to meet their obligations in 1892.8

In Fishlow, as in Stein, the importance of the development
which took place in the cotton textile industry during the
nineties is emphasized. However the reasons underlying such
an emphasis are different. For Fishlow it was 1in this
decade, and in the industry of cotton textiles, that the
process of industrialization by import substitution
started.? According to him, it 1is possible to distinguish
three sub-periods in the development of the cotton textile
industry 1in the nineties. The expansion of industrial
investment in the first years was mainly stimulated by a
lTagged devaluation of the exchange rate in relation to the
increase in internal prices. A relatively cheaper foreign
currency favoured the import of industrial machinery as well
as foreign cloth. By 1893 the devaluation of the exchange
rate intensified and favoured industrial growth through
import substitution. However, it was in the years 1895-1899
that industrialization by substitution of 1imports showed a

10 So, in Fishlow’s analysis,

“significant upward impulse
the period 1892-1895 is a period of transition from years
specially favourable to industrial investment in the cotton
textile 1industry to years when the growth of domestic

production, and not investment, was favoured.

According to Versiani, the years 1892-1895 are part of a
larger period, 1889-1895, when a spurt of investment took
place in the cotton textile industry. Within this period,
the years 1892-1894 are seen as specially prosperous for the
industry; as 1is shown by the dividends paid by some
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companies.” And in Suzigan’s study of the cotton textile
industry, the years 1892-1895 are also part of a 1longer
period 1885-1895, when “the greatest advance 1in the

development of Brazilian cotton-goods occurred. "2

From what has been said, it is clear that there is no
consensus among economic historians on the nature of
industrial growth which took place in the cotton textile
industry in the years 1892-1895, even though there is
general acceptance that those years were favourable to
industrial growth. However, with the exception of data on
exports of industrial machinery to Brazil, very 1little
evidence has been presented to support any definite
conclusion about the general performance of the cotton
textile industry in Brazil in the years 1892-1895.

The investigation carried out 1in this chapter produces
evidence on the expansion of industrial investment 1in the
cotton textile industry of Minas Gerais in the years 1892-
1895.

4.2 The constitution of joint stock textile companies in
1892-1895 and investment in the cotton textile industry of
Minas Gerais.

The post Encilhamento period seems to have looked a more
attractive time for investment 1in the Mineiro textile
industry than the previous one. In fact, five joint stock
companies formed during the period established new cotton
mills in Minas Gerais and a sixth bought an old mill in
order to enlarge it. However, if the dates of creation of
these companies are considered, it becomes clear that it was
in one specific year, 1893, that most decisions to invest
were taken. In fact, only one company was constituted in
1892 and the textile companies formed in 1894 were not
successful in establishing new cotton mills. Besides, there
is no evidence of any textile company being incorporated in
1895. If a significant number of joint stock companies was
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organized in 1893, one might expect investment expenditure
to be relatively high during the succeeding years until the
new cotton mills were ready to start working. However, 1in
spite of the high level of investment in the following years
- which was partially reflected in the data of exports of
industrial machinery to Brazil - it is quite clear that in
1894 and 1895 the cotton textile industry in Minas Gerais
was not attracting new investment.

The following account of the creation of Jjoint stock
companies in 1892-1895 continues the chronological
description and analysis of the establishment of the cotton
textile industry in Minas Gerais; an account which started
in the previous chapters and will continue in the following

ones.

4.2.1 The constitution of the company Industrial Itabira do
Campo in 1892.

The Companhia Industrial Itabira do Campo was the only
textile company incorporated in Minas Gerais in 1892. It was
constituted on November 20, 1892 1in Itabira do Campo with a
capital of 360 contos'®. An account of the early years of
this company, provided in its annual reports, illustrates,
once more, the length of time required by one company to
establish 1its factory as well as the sort of problems it
faced during this initial period.

In the year following the constitution of the company the
land where the mill was to be built was bought, the
buildings were constructed and the machinery was ordered.!
Meanwhile the Board of Directors decided to establish a
weaving mill instead of an integrated cotton mill because:

...after many studies this Board considers that
it would be more advantageous for the company to
transform the factory - which was planned to be a
spinning and weaving mill - into a weaving mill,
and to import all the yarn instead of producing it
and dyeing it here...If there is still time to
alter the order already made, and if 100 to 150
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looms and some accessory machines are installed
only for weaving, it is believed that the company
will have more profits in less time."”

The General Meeting of Shareholders of the Companhia
Industrial Itabira do Campo approved the Board of Directors’
proposal in February 1894.'" However such a change of plan
was not carried out because the manufacturer of the
machinery did not agree with an alteration to the previous
order. According to the Board of Directors’ observation in
April 1895, this decision by the manufacturer benefitted the
company “as Congress has Jjust levied a very heavy tax on

imports of yarn"”.

The machinery, ordered in 1893, arrived in Rio de Janeiro in
August, 1894. By April 1895, part of the machinery still
remained in the custom-house at Rio de Janeiro waiting to be
dispatched to Iltabira do Campo by the Estrada de Ferro
Central do Brasil railway. The Board of Directors blamed
this railway for the delay in setting up the cotton m1'11.18
This board also mentioned the bad conditions in which the
transportation of machinery and other equipment was carried
out. As pointed out in the company’s annual report for 1894:
"the machinery arrived in such a bad state due to the rain
that we have had to employ workers not only to clean it but
also to fix many broken pieces."19 And, 1in 1896, reference
is made to the improvised repairs which had to be carried
out on the piping system because four pipes were lost at

sea. 20

The adverse effects of a devaluation of the exchange rate on
the initial investment were also mentioned in the company’s
report. In fact, the external value of the mil-réis, 1in
pounds sterling, decreased by 28% from the month the company
was constituted to the time the machines arrived in Rio de

21 Such a devaluation increased the costs of the

Janeiro.
machinery 1in 1local currency. According to the Board of
Directors, these costs, 1including the payment to the
machinery manufacturers, freight, warehouse charges and

taxes, amounted to more than 200 contos and therefore
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accounted for more than half of the company’s initial
capita]ﬁz According to the company’s report, the initial
capital of 360 contos was enough to establish the cotton
mill but it did not 1leave sufficient funds to start
operating it regularly. By 1895 the company’s capital had
been used up and a loan of 30 contos had to be raised among
the company’s directors and members of the Fiscal Board.?

The figures above may give an idea of the share of the cost
of machinery imports 1in the total cost of establishing a
cotton mill in Minas Gerais in the early nineties. In fact,
out of a total of 390 contos necessary to establish the
Itabira mill, 200 contos, corresponding to 51.3% of
investment costs, were spent on the import of machines. If
the cost of transporting these machines from Rio de Janeiro
to Itabira do Campo and the costs of assembling them in the
factory are added to its price in Rio, this percentage would
be still higher. However part of these expenses was paid in
mil-réis. Therefore, one has to bear in mind that a large
part of the finance needed to establish a cotton mill was
not directly and immediately affected by changes 1in the
exchange rate.

Even though the Companhia Industrial Itabira do Campo’s
cotton mill started working in January 1896, it was only 1in
the last three months of the year that it was able to be
fully operat‘iona].z4 In fact, the cotton mill, which was
said to have sufficient capacity to produce a monthly
average of 57,500 metres of cloth, produced only an average
of 26,095 metres in the first seven months of 1896, 0

This example shows that, if the decision to invest in a new
cotton mill 1is to be explained by prevailing economic
conditions, the date of the constitution of the company, and
not the date of inauguration of the cotton mill, should be
used as the date when such a decision to invest was taken.
In fact it was 1in November of 1892, when the company
Industrial 1Itabira do Campo was constituted, that the
decision to invest in a new cotton mill was made. However
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the 1investment expenses resulting from such a decision
lasted for a period of almost four years.

The first reports of the Companhia Industrial Itabira do
Campo reveal one 1investment expense which 1is usually
overlooked; the cost of the procurement and training of the
labour force. In fact until a cotton mill had a labour force
able to operate the machines, the investment was not over.
The expenses of recruitment and training of workers had to
be taken 1into account when assessing the cost of a new
cotton mill. The annual report of 1895 mentions that
workers for the cotton mill were being recruited locally and
were being trained by the cotton mill’s manager because it
would not have been convenient for the company to hire

28

experienced workers. According to the Board of Directors,

recruitment of local people would provide "well known and

2 However such recruitment involved

more modest workers"”.
time and expense. The Tow levels of production in the first
months of 1896, when the cotton mill started working, were

blamed on "a complete lack of experienced workers" .

Finally it is interesting to observe that the establishment
of the Itabira cotton mill was decided upon in a year which
has been considered by some authors as a year of crisis in
the textile industry; a year when some textile companies
were facing difficulties in paying for the machines they had
ordered in the period of Encilhamento and when many others
were going into 11’qu1’da1:1'or\.29 In so far as the Encilhamento
did not have a significant effect on textile investment in
Minas Gerais, one would not expect a crisis to have taken
place in this state as a lagged effect of previous
investments induced by the boom in the stock market. The
creation of new companies the following year shows that,
contrary to what happened in Rio de Janeiro, the cotton
textile industry of Minas Gerais seems to have become a more
attractive field of investment when the period of
Encilhamento was over and the devaluation of the exchange
rate had intensified. However, as the initial purpose of
most of these companies was to establish weaving mills, and
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not integrated cotton mills, the following section examines
the possible reasons underlying this temporary preference of

the Mineiro investor for weaving mills.

4.2.2 The weaving mill and the 1integrated cotton mill in
the early stages of cotton textile industrialization 1in

Minas Gerais.

Among the textile companies incorporated in the period 1892-
1895, three of them had the explicit purpose of establishing
weaving mills: the Companhia Progresso Fabril formed in
Vigosa on May 14,1893; the Companhia Tecelagem e Refinag¢do
constituted in Sete Lagoas on December 16,1893 and the
Companhia Tecidos Mineiros, incorporated 1in S3o Jodo
Nepomuceno on January 30,1894.30 These companies were the
first joint stock companies to be created in Minas Gerais
with the objective, defined in their statutes, of dealing
exclusively with the weaving stage of cloth production.31
The 1initial purpose of the Companhia Tecelagem e Refinacdo
was hot only to establish a weaving mill but also to set up
a sugar factory. The possibility that the mill would become
integrated was already anticipated 1in Tecidos Mineiros’
statutes. A change 1in the statutes of the Companhia
Tecelagem e Refinagcdo, approved by a General Meeting of
Shareholders on November 11,1894, also 1included the
possibility that the company would establish a spinning
mi11.%

The fact that, from May 1893 to February 1894, three
companies were formed to set up weaving mills 1in Minas
Gerais, and another company, which had been formed earlier
with the purpose of establishing an integrated cotton mill,
had decided in the same period to establish a weaving mill,
suggests that some changes took place in that period which
made investment in weaving mills suddenly and temporarily
more attractive than that in integrated cotton mills. In
fact until then the integrated cotton mill had always been
by far the predominant type of cotton mill in Minas Gerais.
The evidence presented on Companhia Industrial Itabira do



160

Campos suggests that these changes were associated with
alterations in tariffs on yarn. In fact tariffs on yarn,
although relatively 1lower compared with the tariffs on
cloth, have been seen in the literature as one of the main
stimuli for the establishment of weaving mills in Brazil in
the nineteenth century.33 Contemporaries seem to have agreed
with this explanation.

Francisco Belisario Soares de Souza, Minister of Finance for
the period 1885-1888, had already blamed the establishment
of weaving mills 1in the country on tariffs on 1’mports.34
According to this Minister - who was in charge of reviewing
the tariffs on 1imports, and presenting a hew Tariff Law -
the relatively low import duties on crude, white and dyed
varn, established by previous Tariff Laws, had the purpose
of making it easier for some mills to obtain the particular
types of yarn necessary for the production of special cloth.
However, the Minister observed that such a protection was no
Tonger necessary. It only had the effect of "encouraging the

3 weaving

establishment of a large number of weaving mills”,
mills which, "with 1low production costs, are able to
distract a considerable amount from the 1import revenue,
under which shadow they live3¥, But such tarjff duties
could not be raised "in order neither to interfere with
interests already established...nor to disrupt
establishments where a very 1large amount of capital 1is
invested and hundreds of workers are emp1oyed"”. So, the
new Tariff Law maintained the tariff duties on crude and
white yarn, and the ones created for dyed yarn were only

slightly higher than the previous ones.*®

In Minas Gerais, increased protection of domestic production
of cloth compared to the production of yarn had not been
able to stimulate the establishment of weaving mills. The
Mineiro production of cloth and the Mineiro production of
yarn were protected from outside competition by costs of
transport and distribution. The Mineiro production of cloth
consisted basically of crude and white cloth, most of the
dyed cloth being still imported. However change in tariffs
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in the early nineties, widening the difference between the
protection given to domestic cloth and domestic yarn, seems
to have stimulated the Mineiro entrepreneurs to invest in
weaving mills rather than 1in integrated mills. The
legislation on tariffs on cloth and yarn 1in the early

nineties is examined below.

The Tariff Law in force in 1891-1896 was the one regulated
by decree number 836 passed on October 11, 1890. According
to this law, the tariff duty on crude and white yarn was 200
mil-réis per kilo while on dyed yarn it was 240 mil-réis per
kilo. This Tariff had brought about an increase of 25% 1in
tariff duties on crude and white yarn and an increase of 20%
in those of dyed yarn. However, according to a decree which
had been passed in October, 1890, these duties had to be paid
in go1d.39 Difficulties 1in obtaining gold coins and the
constant increase in tariff duties in mil-réis, due to the
devaluation of the exchange rate, raised so many protests
that enforcement of the decree was suspended on October 10,
1891.40 The Budget Law for 1832 abolished payment in gold
but introduced a general 50% surtax on tariff payments with
the exception of liquor and "cotton and cotton goods, wool
and products manufactured from wool, silk and silk products,
linen and 1linen cloth”, which were subject to a 60%
surtax.! The Budget Law for 1893% introduced new amendments
but the 60% surtax on cotton goods was maintained. However,
tariff duties on all products needed by the factories were
reduced by 30%. Even though such a reduction of 30% had been

Bt may have

suspended by order of the Minister of Finance,
induced entrepreneurs - who were not probably made
immediately aware of the internal decisions of the Ministry
~ to invest in weaving mills 1in order to take advantage of
the additional protection granted to domestic <c¢loth.
Increased import duties on cloth and decreased import duties
on yarn and dyeing substances in 1893 widened the difference
between the internal prices of foreign cloth and costs of
imports of the raw materials necessary for its internal
production. The Budget Law for 1894 abolished the reduction

of 30% in the tariff duty to be paid on any product needed
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for manufacture by the factories.'* The new tariff duties

on yarn determined by the Budget Law for 1896%° - 300 réis
for crude and white yarn and 400 réis for dyed yarn - seem
to have discouraged new investment in weaving mills in Minas
Gerais and to have encouraged the transformation of the
existing ones into integrated cotton mills. None of the
weaving mills established before the First World War
survived as a weaving mil1.4

A study of the constitution of the companies set up in Minas
Gerais from May 1893 to February 1894 to establish weaving
mills in Minas Gerais may shed more 1ight on the reasons for
such a decision.

4.2.3 The joint stock companies constituted in 1893 and 1894
to establish weaving mills in Minas Gerais.

The 1initial capital of the companies Progresso Fabril,
Tecelagem e Refinag¢do and Companhia Tecidos Mineiros S§. Jodo
Nepomuceno was, at the time of their constitution,
relatively sma11.4 The Companhia Progresso Fabril,
constituted in Vigosa on May 14, 18383, had a capital of 150
contos and the Companhia Tecelagem Refina¢3o, formed in Sete
Lagoas on December 16, 1893 had an initial capital of only
100 contos. The initial capital of the Companhia Tecidos
Mineiros Sdc Jo3do Nepomuceno, incorporated on January 30,
1894, was 130 contos.*

However, at least in the case of the Companhia Tecelagem e
Refinagdo, the initial capital of 100 contos proved to be
well below the amount required to fulfil the company’s
objectives. As pointed out by Stein, the estimates of
capital requirements for establishing a cotton mill in the
early stages of industrialization were very often incorrect
and fell below the actual capital needed.® In the case of
cotton mills in Minas Gerais, additional funds were usually
obtained by an increase in the company’s capital through the
issue of new shares.
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In fact, Jjust after its constitution on December 16,1893,
the Companhia Tecelagem e Refinacdo spent 80 contos on the
purchase of the Melancias farm and used up almost all of its
initial capita]w. An Extraordinary Meeting of Shareholders
was summoned and, on January 23,1894, a proposal by the
Board of Directors, that the company’s capital should be
raised to 200 contos, was approved.51 This 1increase soon
proved not to be enough and another Extraordinary Meeting of
the Shareholders, which took place on November 10, that
year, approved an increase in the capital to 400 contos. So,
in less than one year after the company was constituted, its
capital had been quadrupled. This same meeting also agreed
that the purpose of establishing a sugar factory should be
dismissed from the statutes and the name of the company

should be changed to Industrial Melancias.%

The constitution of the Companhia Tecelagem e Refinagio
presents two interesting features which deserve to be
commented upon as they show the first signs of a change in
the traditional pattern of constitution of textile joint
stock companies in Minas Gerais. One of these changes was
related to the subscription of the company’s capital and the
other is related to the origin of this capital.

This company relied on a relatively greater number of small
shareholders 1in contrast to the usual pattern of the
previous companies in which almost all the funds were
provided by a few shareholders.

Data in table 4.1 show the distribution of the 1initial
capital of the company Tecelagem e Refinagdo among its fifty
shareholders. They illustrate the importance of the small
investor 1in financing the undertaking. Of the fifty
shareholders, 68% of them had five or less shares. With an
average contribution of 344 mil-réis each, these
shareholders subscribed 24.9% of the company’s capita].53 If
the eight shareholders with less than fifteen shares and
more than five are added, it is possible to see that 84% of
the shareholders, with an average contribution of 981 mil-
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réis each, subscribed 41.2% of the capital. Notwithstanding
the significant participation of the small investor, the
process of decision making was still controlled by a few
shareholders. The seven major shareholders, who subscribed
53.8% of the capital, had a right to 50.8% of the total
number of votes. In the companies constituted before, the
contribution of the small investor had usually been very
restricted. He either did not participate at all or his
participation was marginal. The control of the process of
decision making was then associated with the control of
ownership. Although the Companhia Cachoeira dos Macacos, for
instance, had a large number of shareho]ders“, 79% of 1its
initial capital was subscribed by only one shareholder, Jodo

56

da Matta Teixeira. In this new undertaking, Jodo da Matta

Teixeira - 1ike the other two major shareholders - held

Table 4.1

Companhia Tecelagem e Refinagdo: distribution of shares and
votes among the first subscribers of its capital.

n.of number of total number total number
shares shareholders of of
per per number of shares votes
shareholder shares
abs. % abs. % abs. %
numb numb numb
1 - 5 34 68 % 117 23.4% 117 24 .3%
6 -10 5 10 % 50 10.0% 50 10.6%
11-15 3 6 % 39 7.8% 39 8.3%
16-20 0 0% 0 0 0 0
21-25 1 2 % 25 5.0% 25 5.3%
26-30 4 8 % 119 23.8% 119 25.3%
31-35 0 0 0 0 0 0
36-40 0 0 0 0 0 0
41-45 0 0 0 0 0 0
46-50 3 6 % 150 30.0% 120 25.5%
Total 50 100 500 100 470 100

Source: Companhia Tecelagem e Refinagdo (1893), Relag3do dos
Acionhistas.

only 50 shares each, which corresponded to 10% of the
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initial capital.The incorporation of the Companhia Tecelagem
e Refinag3o also shows the constitution of a company by a
group of 1investors who were already associated with a
textile undertaking 1in Minas Gerais. In fact, it is
possible to identify among the fifty subscribers of the
initial capital, ten shareholders - holding 44% of the
shares - who were listed as‘subscribers of the Companhia
Cachoeira dos Macacos’ initial capital.57 The subscription
of the new shares, issued 1in 1894, reinforced the
participation of the group from Cachoeira dos Macacos. In
fact, 65.5% of these new shares were subscribed by the first
shareholders of the Companhia Cachoeira dos Macacos.’®
However, even though the constitution of the company
Tecelagem and Refinac¢d3o may be seen as a joint undertaking
by the shareholders of the Cachoeira do Macacos company, no
significant amount of capital in this new company was
subscribed by one particular shareholder.

The formation of the Companhia Tecelagem e Refinag¢do was not
the adventurous undertaking of a small group of local people
without any experience 1in industry, as most textile
partnerships and companies constituted in the eighties and
seventies had been. Some of its shareholders had previous
experience in the textile industry, not only as investors
but also as managers. Among the three major shareholders of
the company at the time of 1its constitution, two were
directors of the Companhia Cachoeira dos Macacos: Jeronymo
Francisco Franca and Jo#o da Matta Teixeira. The third,
Thebéphilo Marques Ferreira, had not only been one of the
eight subscribers of the Companhia Cedro e Cachoeira’s
capital at the time of 1its creation in 1883, but was also
General Manager_of the company from 1887-1893, its Director
in 1888-1889 and Manager of one of its cotton mills, the
Cedro cotton mill, from 1887-1893.%

The incorporation of the Companhia Progresso Fabril followed
the traditional pattern of investors. The initial capital of
1560 contos was subscribed by eight shareholders. The
promoter and major subscriber of the initial capital of the
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company was Carlos Vaz de Mello who held 18.7% of the

1 Carlos Vaz de Mello was a politician from Vigosa

shares.
and, by the time the company was being set up, he was a
member of the Constitutional Republican Party’s executive
committee. The first two directors elected, José Tinoco and
Augusto Ferreira Brant, subscribed respectively 16% and 12%
of the company’s initial capital. José Tinoco, whose
profession 1is given as farmer and capitalist, Tived 1in
Vig¢osa. Augusto Ferreira Brant, a local trader, lived in the
nearby <c¢ity of Ponte Nova. Of the remaining five
shareholders one could be identified as a close relative of
Carlos Vaz de Mello." There is no indication that any of
the shareholders of this company had invested in earlier
industrial enterprises.

The third joint stock company to be constituted in Minas
Gerais for the specific purpose of establishing a weaving
mill, the Companhia de Tecidos Mineiros S3o Jo#o Nepomuceno,
had its 1initial capital of 130 contos subscribed by 24
shareholders. The major shareholder was Daniel de Moraes
Sarmento Junior who held 125 shares, corresponding to 19.2%
of the company’s capital. Nineteen shareholders subscribed
equal lots of twenty five shares, and the remaining fifty
shares were divided into two blocks of 25 shares, each block
subscribed by two shareholders.® The 1ist of shareholders
shows the participation of three family groups: the Moraes
Sarmento, the Pereira Brand3o and the Furtado family. No
other information is available either about the shareholders
or the establishment of the factory.

Joint stock companies set up to establish weaving mills were
not the only companies to be created in Minas Gerais in the
post "Encilhamento” period. The following section studies
the constitution of two other companies. One was formed in
order to buy an old cotton mill which had been built in the
seventies and another one was established by the Governor of
the State of Minas Gerais and his relatives.
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4.2.4 The constitution of the Companhia Pitanguense, another

undertaking by experienced industrialists.

As was seen 1in chapter 2, changes in the legal requirements
for the constitution of joint stock companies introduced by
a Taw passed on November 1882,64 encouraged the
transformation of many old partnerships 1into joint stock
companies. 01d partnerships with cotton mills already in
operation became joint stock companies which were in some
cases formed by their previous partners. In this case the
constitution of a new company should not be seen as
representing necessarily a decision to invest. In certain
cases it only meant the transfer of ownership of a cotton
mill from a partnership to a joint stock company. This,
however, was not the case of the Companhia Industrial
Pitanguense.

The Companhia Industrial Pitanguense, which was formed 1in
Pitangui on December 25,189365 with a capital of 400

COh‘t,OS66 61

subscribed by sixteen shareholders, intended,
according to 1its statutes, not only to buy the Brumado
cotton mill but also to enlarge and to improve it.% As was
seen 1in previous chapters, the Brumado cotton mill, after
the death of its founder and only owner Francisco José de
Andrade Botelho 1in 1888,69 had been put up to auction and
was bought by Luiz Augusto Vianna Barbosa on April 2,1889
for 266 contos.! In 1893 it became the property of the
Companhia Industrial Pitanguense. Therefore, the whole of
the company’s initial capital of 400 contos did not account
for a new investment. Part of this capital corresponded to

the value of a mil1l which already existed.

Like the Companhia Tecelagem and Refina¢fo, the Companhia
Industrial Pitanguense was an undertaking by experienced
industrialists. However, contrary to that company, the
subscription of its capital conformed to the traditional
pattern, with the majority of the shares in the hands of
very few shareholders from the same family.
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Data in table 4.2 show the subscription of this company’s
capital per shareholder as well as the professions of these
shareholders. It is clear from the data in this table that
the contribution of the small investor to the company’s
capital was marginal. As shown in table 4.2, six
shareholders with ninety shares or more subscribed 90% of
the capital. Among those six shareholders, two held between
them 57% of all shares. Besides this high concentration of
shares 1into a few hands, this company was clearly an
association of family groups. The study of individual
shareholders will clarify the relations among them and will
give some indication about the possible origins of their
resources.

Table 4.2

Shareholders of the Companhia Industrial Pitanguense at the
time of its constitution: their professions and their
contributions to the company’s capital.

Shareholders Number Profession
of

shares %
Luiz Augusto Barbosa 726 36.3% industrialist
Francisco Bahia da Rocha 414 20.7% na
Sérgio Mascarenhas Barbosa 237 11.9% industrialist
Antonio Mascarenhas Barbosa 235 11.8% na
Diogo G. de C. Vasconcellos 100 5.0% farmer
Americo Bahia da Rocha 90 4.5% local trader
Jose Gong¢alves de Sousa 50 2.5% magistrate
Francisco d’Assis Freitas 50 2.5% farmer
Antonio Mour3o Lopes Canhgado 25 1.3% local trader
José T. B.de Vasconcellos 20 1.0% na
Teodoro T. B. de Vasconcellos 20 1.0% local trader
Dr. F. Bahia da Rocha 10 0.5% industrialist

Americo Epiphanio Pereira 9 0.5% clergyman
Vicente Ferreira Guimarées 5 0.3% clergyman
Pacifico Antonio d’Assumpg¢#o 5 0.3% na
Jo3o Martinho de Almeida 2 0.1% clergyman
Raymundo P. Mascarenhas Barbosa 2 0.1% na

—— —— ————————————— —— ——— —— T ——— ———————————— " —————————————— ——— —

Sources: Companhia Industrial Pitanguense (1894), Lista
Nominativa dos Srs Subscritores, and Companhia Industrial
Pitanguense (1894), Estatutos.
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The major shareholder, Luiz Augusto Vianna Barbosa,
originally a farmer, was closely related to the Mascarenhas
brothers by marriage, and by joint undertakings. He was
married to one of the sisters of the brothers Victor
Mascarenhas, Pacifico Gongalves da Silva Mascarenhas and
Francisco de Paula Mascarenhas, with whom he had associated
in 1873 in founding the firm Mascarenhas Irm3os & Barbosa in
order to set up the Cachoeira cotton mi11.”" when the
Companhia Cedro e Cachoeira, which consolidated the
partnerships Mascarenhas Irm3os and Mascarenhas & Barbosa,
was constituted in 1883, Luiz Augusto Vianna Barbosa had 658
shares with a nominal value of 136 contos - corresponding to
12.7% of the new company’s capita1.” In 1887 he sold all
his shares in this company.73 It is not reasonable to assume
that the sale of his shares had been made 1in order to
acquire funds for the purchase of the Brumado cotton mill,
as this mill was at that time not for sale. However, it is
clear that, considering the activities he had been engaged
in during his 1ifetime, at least part of the resources he
invested in the acquisition of the Brumado cotton mill and
its enlargement had been previously accumulated 1in the
cotton textile 1industry. Luiz Augusto Vianna Barbosa,
together with his sons, Sérgio Mascarenhas Barbosa and
Antonio Mascarehhas Barbosa, and his grandson, Raymundo
Mascarenhas Barbosa, held 60% of the shares.74

The second largest individual shareholder was Francisco
Bahia da Rocha who subscribed 20.7% of the initial capital.
No information about the activities carried out by Francisco
Bahia da Rocha are available. His connection with the
Mascarenhas family, and therefore with Luiz Augusto Vianna
Barbosa, was established by the marriage of two of his sons
to nieces of the Mascarenhas brothers, founders of the
Companhia Cedro e Cachoeira. Those two sons were also listed
as shareholders in the Companhia Industrial Pitanguense at
the time of its constitution. One of them, who was also
called Francisco Bahia da Rocha, was a minor shareholder in
the Companhia Cedro e Cachoeira in 1897”, and from 1884-
1899 the manager of one of 1its factories, the S3o Vicente
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cotton mﬂ].75

Another family group which may be identified among the first
shareholders of the Companhia Industrial Pitanguense was the
Vasconcellos group. Ties of kinship among the three
Vasconcellos listed as shareholders could not be identified.
It is probable that they were related to the Mascarenhas and
to the Bahia da Rocha families, as the major Vasconcellos
shareholder, Diogo Gabriel de C. Vasconcellos, who
subscribed 5% of the company’s capital had some connections
with the Mascarenhas company, the Companhia Cedro e
Cachoeira, as will be seen below.

Table 4.3

Family groups in the constitution of the Companhia
Industrial Pitanguense.

Family groups Shareholders Ties of kinship Number
within each of
family and shares

in relation
to the major

shareholder %
1)Barbosa family Luiz Augusto V. - 726 36.3%
Sérgio M son 237 11.9%
Antonio M. son 235 11.8%
Raymundo P. grandson 2 0.1%
Total - 1,200 60.0%
2)Bahia da Rocha Francisco - 414 20.7%
family Américo son 90 4.5%
Francisco son 10 0.5%
Total - - 514 25.7%
3)Vasconcellos Diogo Gabriel de C. - 100 5.0%
family José T.B. n.a. 20 1.0%
Teodoro T. B. n.a. 20 1.0%
Total - - 140 7.0%
Total participation of the three families 1,854 92.7%

(*x) Percentage in relation to the total number of shares
Sources: Table 4.2 and Tamm (1960).
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Data in table 4.3 show the participation of these three
family groups 1in the constitution of the Companhia
Industrial Pitanguense. It is quite possible that some of
the shareholders, who could not be identified as members of
any of the family groups, were in fact close relatives of
the Mascarenhas, Barbosas or Vasconcellos in spite of their
different surnames.

Data 1in table 4.2 allow the identification of the
professions of twelve out of the seventeen subscribers of
the Companhia Industrial Pitanguense’s 1initial capital:
three were identified as industrialists, three as 1local
traders, three as clergymen, two as farmers and one as a

magistrate.

However it should be pointed out that the profession given
for each shareholder does not necessarily indicate all the
activities and sources of income of this shareholder. It is
reasonable to assume that, in some cases, the same
shareholder would carry out different activities and
consequently the funds he invested in the textile industry
would have been of diverse origins. Diogo Gabriel de Castro
Vasconcellos, for instance, whose profession is given as
farmer was also a member of the Companhia Cedro e
Cachoeira’s Fiscal Board at the time of the company’s
constitution.” So it 1is quite possible that, by that time,
he was also a shareholder in the Companhia Cedro e

Cachoeira.’®

The constitution of the Companhia Industrial Pitanguense,
and that of the Companhia Tecelagem and Refinag¢dao in 1893,
are the first examples of textile companies constituted in
Minas Gerais by people with great experience as investors as
well as managers in the textile sector.

The constitution of these two companies shows that, even
though the family character still persisted, changes were
taking place 1in the process of financing new textile
investment. The control of a company by a small family group
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was kept, but a larger proportion of the capital was, in
some cases, being subscribed by small investors outside the
family. Also new family branches, from a family previously
associated with an older company, started forming their own
companies. The creation of the Companhia Tecelagem and
Refinagcdo and the Companhia Industrial Pitanguense also
shows that the textile industry of Minas Gerais in the early
nineties was already attracting capital generated in this
same industry. The textile industry of Minas was then a good
business. It was able to pay good profits and it was
expected to continue to do so. In the context of such
changes there was still room for companies constituted
according to the old rules, as shown by the incorporation of
the Companhia Industrial S3o Domingos in 1894.

4.2.5 The constitution of the Companhia Industrial Sao
Domingos, an undertaking by the Moreira Pennas.

The constitution of the Companhia Industrial S3oc Domingos
followed the traditional pattern of incorporation of the
textile companies in Minas Gerais as a family enterprise
with most of its capital in the hands of a few shareholders.
However it was not merely an enterprise of local people
engaged in local activities and newcomers in the industrial
sector.

The company Industrial S3do Domingos was legally formed on
February 5, 1894 1in the small town of Santa Barbara.!' Even
though it had been incorporated 1in February 1894, the
decision to organise a company to set up a new cotton mill
had been taken in the previous year. In fact, the General
Meeting of Shareholders called for the constitution of this
company, approved “"all the acts performed up to this date by
the citizen Domingos Moreira Teixeira Penna, President
Director of the company, 1in relation to the purchase of
machinery, the commencement of building work, etc, "8
Besides, the statutes of this company had been signed on

July 15, 1893.%
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The Companhia Industrial Saoc Domingos was constituted with

8 subscribed by seven

a capital of 150 contos
shareho]ders“, the minimum number of partners required by
law for the formation of a joint stock companyﬁ‘ Of the
seven shareholders, four were from the same family, the
Moreira Pennas. Together they held 73.3% of the shares. One
of the two major shareholders, Affonso Augusto Moreira Penna
was at the time Governor of the state of Minas Gerais. He
and Visconde de Caranday, another shareholder of the Company
Industrial S3oc Domingos, had both been involved previously
in the textile industry of Minas Gerais as shareholders of

8 Affonso Augusto

the Companhia Industrial Sabarense.
Moreira Penna was also a shareholder 1in the Companhia
Industrial Paulo Moreirense 1in January 189480 Domingos
Moreira Teixeira Penna, who had the same number of shares as
Affonso Augusto Moreira Penna, was a farmer and lived 1in

o1 José Moreira Teixeira Penna was also a

88

Santa Barbara.
farmer in the nearby city of Itabira do Matto Dentro.

Even though construction work had started 1in 1893, the
cotton mill was not ready to operate until March 18985. As
was so often the case, the initial capital was not enough to
finance the complete establishment of the cotton mill as it
had been planned. The wrong estimate of capital requirements
was blamed on an unexpected increase in expenses due to:
"the continuous devaluation of the exchange rate, the large
amount of money which has to be paid to the custom-house for
taxes and storage, the excessive freight charges in the
capital as well as in the state of Minas Gerais, and an

8 A proposal to increase the

increase 1in workers’ wages"”.
company’s capital by 100 contos was approved by the
Extraordinary Meeting of Shareholders on March 10, 1895.%
Among those who subscribed the new shares issued by the
company were seven new shareholders.’ The participation of
Affonso Augusto Moreira Penna decreased after this new issue
and Domingos Moreira Teixeira Penna, who acquired 200 of the

new 500 shares, became the major shareholder.

Although a typical small family enterprise, the constitution
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of this company reveals the significant participation of
shareholders not engaged 1in 1local activities 1in Santa
Barbara, and with previous experience as industrial
investors.

4.2.6 The Companhia Fabril Cachoeira Grande and the
participation of local experienced textile industrialists.

The Companhia Fabril Cachoeira Grande was constituted on
September 23,1893.% The story of the foundation of this
company, as told by one of the descendants of 1its main
promoter, Antonio Alves Ferreira da Silva, 1is another
example of a textile undertaking 1in Minas Gerais in 1893
which 1involved the participation of a group from the

Cachoeira dos Macacos company.

In the eighties, Anténio Ferreira Alves da Silva had three
farms in the central area of the Central zone of Minas
Gerais. Afraid of the adverse effects that the abolition of
slavery could have on the value of his properties, he sold
his farms. Later on, after he had met Bernardo Mascarenhas
and had visited his factory in Juiz de Fora, Anténio Alves
Ferreira da Silva decided to invest part of his savings 1in
the establishment of a cotton mill. He bought a farm,
Fazenda das Trés Mogas, where there was a waterfall which
could produce the energy required to power the machines.
This farm was then owned by five partners: Antonino Pinto
Mascarenhas, Antdénio Diniz Mascarenhas, Julio Cesar Teixeira
Guimardes, Jodo Martins Maia and Manoel Martins Porto.
Antonino Pinto Mascarenhas and Antdénio Diniz Mascarenhas
were close relatives of the founders of the Companhia Cedro
e Cachoeira and Anténio was then a shareholder of this

company.93

Once the farm was bought, Anténio Ferreira Alves da Silva,
who did not have any experience in the textile business,
invited the founders of the Companhia Cachoeira dos Macacos:
Jodo da Matta Teixeira, Américo Teixeira Guimardes and
Herculino Franga to join his undertaking. The company Fabril
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Cachoeira Grande was constituted on September 23, 1893 with
a capital of 500 contos. One of its first directors, Américo
Teixeira Guimardes, was then manager of the Companhia
Cachoeira dos Macacos. The cotton mill was inaugurated on
August 5, 1896 with 120 looms and 27 spinning machines.

The constitution of the Companhia Fabril Cachoeira Grande
shows the association of a family group from an established
textile company with a farmer who was the prime mover of the
new undertaking but who did not have any previous experience
in the cotton textile industry. The constitution of this
company 1is also another example of the participation of a
group from the Companhia Cachoeira dos Macacos 1in the
estabiishment of a new cotton mill in Minas Gerais.

4.2.7 Unsuccessful attempts at establishing other cotton
mills in Minas Gerais in 1894.

Two more joint stock companies were constituted in 1894 to
establish new cotton mills in Minas Gerais: the Companhia
Industrial do Mello and the Sociedade Anénima Fébrica de
Tecidos do Pequery. The Companhia Industrial do Mello was
constituted 1in Santo Anténio da Lagoa, a district of
Curvelo, on April 18" with a capital of 300 contos.?® The
Sociedade Andnima S3do Pedro do Pequeri, also with a capital

% was constituted on November 24”, in S&o

of 300 contos,
Pedro do Pequeri, a district of Mar de Hespanha. These two
companies were not successful and went 1into 1liquidation

without establishing any cotton milis in the state.

Even though the Companhia Industrial do Mello had been
unable to succeed as an industrial undertaking, its
constitution presents some interesting aspects. The
participation of the small investor was significant and
there was no major concentration of shares held by any
individual shareholder. However, a group of shareholders,
who were already associated with another textile company,
held a relatively high percentage of the shares.
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In fact, the capital of 300 contos, divided up into 1,500
shares, was subscribed by 159 shareholders. The average
subscription per shareholder was 9.4 shares corresponding to
1.88 contos which was the 1lowest average reached by any
textile company previously formed. % No individual
shareholder had more than 6% of the shares and 101
shareholders with five or less shares subscribed 18.6% of
the capital.

However in spite of a more egalitarian distribution of the
company’s ownership than was usual in the cotton textile
industry of Minas Gerais, it is possible to identify among
the shareholders the significant participation of a family
group already associated with a textile company, the
Mascarenhas from the Companhia Cedro e Cachoeira. The
Mascarenhas brothers: Victor, Pacifico and Francisco de
Paula, founders of the Cachoeira cotton mill inaugurated 1in
1875, and another of their brothers, Caetano, one of the
partners of the firm established in 1868 to set up the Cedro
cotton mill, are 1listed as shareholders. In fact it 1is
possible to identify among the subscribers of the Companhia
Industrial do Mello’s capital, five of the nine founders of
the Companhia Cedro e Cachoeira in 1883. Together they held
15% of the shares.” A few other shareholders of the
Companhia Cedro e Cachoeira were also among the subscribers
of the Companhia Industrial do Mello’s capita].mo However,
none of them appears either as 1incorporator of the new
company or as a member of its Board of Directors and Fiscal
Board.

The participation of the Mascarenhas family from the company
Cedro e Cachoeira in this undertaking, as well as 1in the
constitution of the Companhia Industrial Pitanguense in the
previous year, and the participation of the Companhia
Cachoeira dos Macacos’s shareholders in the constitution of
the Companhia Tecelagem e Refinag¢do show that the cotton
textile industry of Minas Gerais in 1893 and 1894 was still
seen by experienced industrialists as an attractive field

for investment.
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In 1895, the incorporation of another textile company, the
Companhia Manufatureira Santa Rosa, was being widely
advertised 1in the newspapers. This company, which was
supposed to be incorporated with a capital of 500 contos,
had plans to set up a cotton mill 1in a place called
Cachoeira de Santa Rosa in the parish of Capela Nova do
Betim in Sabara.'!! However there is no evidence that this
company had ever been incorporated.

4.2.8 A brief review of the main characteristics of the
textile joint stock companies constituted in the years 1892-
1895 in Minas Gerais.

Data 1in tables 4.4 and 4.5 summarise some of the main
characteristics and purposes of the joint stock companies
formed in the period 1892-1895 in the cotton textile

Table 4.4

Textile joint stock companies constituted in Minas Gerais
in the post Encilhamento period, 1892-1895.

Companies Date of Nature of Planned Partici-
consti- the mill lJocation pation of
tution to be by zone previous

set up textile
investors

Itabira do Campo 20/11/92 1integrated Central na

Progresso Fabril 14/05/93 weaving Mata no

F Cachoeira Grand 23/09/93 1integrated Central yes

Tecel. e Refinagdo 16/12/93 weaving Central yes

Pitanguense 25/12/93 1integrated Western yes

Tecidos Mineiros 30/01/94 weaving Mata no

Sd3o Domingos 05/02/94 1integrated Central yes

Indust. do Mellox 16/04/94 integrated Central yes

Tecidos do Pequery* 04/11/94 na Mata na

na: information not available.

* the company was constituted but d1d not succeed in
establishing a mill.

Note: The table summarizes information given in the chapter.
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industry of Minas Gerais. There 1is no evidence of any
decision to invest in the establishment of new cotton mills
in Minas Gerais 1inh this period being taken either by an
individual investor alone or by a few investors joined 1in a

partnership not formed as a joint stock company.

Data in table 4.4 show that decisions to invest were
concentrated in a short period: from November 1882 to
November 1894. They show also that three out of the nine
compahies constituted 1in this period had the explicit
objective of establishing weaving mills and that there was
a tendency at that time to concentrate investment 1in the
Central zone. Information 1in this table indicates that
investors with previous experience in the cotton textile
industry participated in five out of the nine companies then
formed.

Data on the subscription of capital in five joint stock
companies constituted in the period, and displayed in table
4.5, show that two of them resembled quite closely the old
partnerships of the seventies and eighties. The low number
of shareholders; equal or quite near to the minimum number
of shareholders required by law for the constitution of a
Joint stock company - as well as a relatively even
subscription of the capital - suggests that the Companhia
Progresso Fabril and the Companhia Industrial S3o Domingos
were in fact associations of a few relatives and/or friends.
Their choice of a joint stock company as the legal vehicle
for their association is explained by the advantages given
by the law to this form of association. In the constitution
of the Cbmpanhia Progresso Fabril, for instance, the
individual contribution of capital was quite similar to that
of the old partnerships. If the two minor investors are
excluded, the participation of each of the shareholders
varied from 12.% to 18.7%. In these two companies, as well
as in the Companhia Tecidos Mineiros, the control of the
enterprise was more evenly distributed among the
shareholders than in the other two: Companhia Tecelagem e
Refinagdo and Companhia Industrial Pitanguense. The
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constitution of the Companhia Tecidos Mineiros resembles a
magnified partnership of the seventies.

The constitution of the Companhia Industrial Pitanguense
illustrates the example of a one man undertaking which was
transformed into a joint stock company. Data in table 4.5
show that two shareholders in this company subscribed most
of the company’s initial capital. However, as has already
been said, one of these two shareholders, who was the
previous owner of the cotton mill, together with his sons
and one grandchild, retained control of the enterprise with
60% of the shares.

Table 4.5

Textile joint stock companies constituted in Minas Gerais in
1892/1894:their initial capital and its subscription.

e e e e e e e —— . ———— — —— ———— —————————— — ——— —— —— — > ———— T~ O ———————

Joint stock Initial Number Average Groups of
companies Capital of sub- shareholders
(in contos) share scription with
holders per majority
share- in each company
holder number capital
(in contos) of sub-
share scribed
holders
abs. % %
Progr. Fabril 150 8 18.8 3 37.5% 50.7%
T. e Refinagdo 100 50 2.0 7 14.0% 53.8%
Pitanguense 400 17 23.6 2 11.8% 57.0%
T. Mineiros 130 24 5.0 10 41.7% 53.8%
S3do0 Domingos 150 7 21.4 2 28.6% 53.3%

Sources.Companhia Progresso Fabril (1893), Ata da sess3do da
assembléa geral dos acionistas da Companhia progresso Fabril
para a constituic3o da mesma companhia; Companhia Refinagdo

e Tecelagem (1893) Relacdo dos acionistas da Companhia
Tecelagem e Refinac3o de Sete lLagoas; Companhia Industrial
Pitanguense (1894), Lista nominativa dos srs. subscritores;
Companhia Tecidos Mineiros (1894) Relagdo dos acionistas da
Companhia "Tecidos Mineiros’” S. Jo3o Nepomucenho; Companhia
Industrial S3o Domingos (1894), Lista dos acionistas.

In the case of the Companhia Tecelagem e Refinag¢do, no



180

individual shareholder had a significantly larger amount of
the shares. As shown 1in table 4.4, seven shareholders,
corresponding to 11.8% of the total number of shareholders,
held a majority of the shares. The remaining 46.2% of the
capital was subscribed by 43 shareholders.

Those two companies, Tecelagem e Refinag¢do and Industrial
Pitanguense, which 1incorporated more radical changes in
their constitution as joint stock companies, were companies
formed by experienced textile industrialists. The Companhia
Tecelagem and Refinag3o had the participation of a
significant number of shareholders from the Companhia
Cachoeira dos Macacos, and the Industrial Pitanguense may be
seen as the development of a new family branch of the
Companhia Cedro e Cachoeira.

Data in table 4.4 show that the decisions taken by the

companies constituted in 1892-1894 concerning the location

for their cotton mills reinforced a tendency to concentrate
the cotton textile industry of Minas Gerais in the central
areas of the Central zone and away from the coffee-growing
areas. In fact four out of the five cotton mills to be
established by those companies were to be located in this
region: the Melancia cotton mill (Companhia Tecelagem e
Refinagdo, later on Compahhia Industrial Melancias) 1in Sete
Lagoas; Itabira cotton mill (Companhia Industrial Itabira do
Campo) 1in Itabira do Campo; Cachoeira Grande cotton mill
(Companhia Fabril Cachoeira Grande) 1in Pedro Leopoldo; Sao
Domingos cotton mill (Companhia Industrial S3o Domingos) in
Santa Barbara do Mato Dentro. In addition, the Brumado
cotton mill, which was acquired and which was intended to be
enlarged by the Companhia Industrial Pitanguense, was
located in Pitangui in the West zone near the borders of
this zone with the central areas of the Central zone. Also
the Companhia Industrial do Mello - although not successful
in its plans -intended to build a cotton mill 1in Santo
Antdnio da Lagoa, a district of Sete Lagoas. The only
company constituted 1in those years for the purpose of
setting up a cotton mill far from the central area of the
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Central zone was the Companhia Progresso Fabril. This
company’s cotton mill, Santa Maria, was to be established 1in
the northern area of the Mata zone.

The next section explores the possibility that the decisions
to 1invest, which were taken by the textile companies
constituted 1in 1893 and 1894, were 1influenced by the
government’s plans to transfer the state capital to Belo
Horizonte. It also raises the hypothesis that textile
entrepreneurs of the region had been able to exercise some
pressure on the government as to the final choice of
location of the new capital.

4.3 Investment 1in the cotton textile industry of Minas
Gerais in the early nineties and plans to transfer the state
capital to Belo Horizonte.

The benefits to be obtained by any cotton mill established
relatively close to a place chosen as the site of the new
capital of the state are obvious. The most immediate and
visible advantage would be an enlargement of the consumer
market for their products. In fact, the construction of a
new city would necessarily imply considerable expenditure on
labour and building materials locally produced which would
raise the income of the nearby regions and, consequently,
the demand for cloth.

The law establishing the site where the new capital was to
be built was passed 1in December 1893m2. However, Belo
Horizonte had been considered as a possible choice since
1891, when it had been determined by law that the state
capital should be transferred either to Belo Horizonte,
Parauna, Barbacena, Varzea do Margal or to Juiz de Fora.!03
Considering the advantages which would be gained by their
cotton mills if the choice was Belo Horizonte, it is
reasonable to assume that the textile entrepreneurs, whose
cotton mills would most directly benefit from the choice of

Belo Horizonte, would have tried to 1influence the final
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decision as to the new capital’s location.

In fact it is possible to verify that, among those members
of the state’s parliament who strove hardest to have Belo
Horizonte chosen as the site of the new capital, there were
some who had a financial interest in the textile industry in
the area which would benefit from such a choice. Augusto
Goncalves de Souza Moreira, Frederico Augusto Alvares da
Silva, Viriato Mascarenhas and Afonso Augusto Moreira Penna
were four members of parliament who would benefit from such
a decision.

Augusto Gong¢alves de Souza Moreira was one of the promoters
and founders of the Companhia de Tecidos Santanense which
was formed in 1891 to set up a cotton mill in the village of
Santana do S3o Jo3o Acima. This village - which was later
called Itauna - was relatively close to Belo Horizonte and
a cotton mill built in this village would certainly benefit
from the transfer of the capital to Belo Horizonte. By the
time the Companhia Tecidos Santanense was being
incorporated, the location of the new capital was being
discussed in the Constituent Assembly. When a proposal from
the government, that the capital should be transferred to a
central point in the Rio das Velhas valley was submitted to
the State Parliament, Augusto de Souza Moreira presented an
amendment which specified that this point should be Belo
Horizonte.!® It is at least worth noting that the Companhia
de Tecidos Santanense was legally constituted almost at the
same time that the law establishing Belo Horizonte as one of
the five sites where the new capital might be built was
passed.105 Augusto Gongalves de Souza Moreira, who had been
nominated as one of the company’s directors in the statutes
of the company, continued in parliament to defend the choice
of Belo Horizonte as the site for the new capital.

In December, 1892, a committee was nominated by the first
elected Governor of the state of Minas Gerais, Affonso
Augusto Moreira Penna, to study the five places referred by
law as possible locations of the new capital and to inform
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parliament which of them was the most appropriate. This
committee presented its final report 1in July, 1893, and
recommended Vdrzea do Margal as the best choice. A proposal
transferring the capital to this place entered Congress and
was approved at the first reading. When the proposal was
entered for a second reading a group of ministers of the
state parliament, among them Augusto Gongalves de Souza
Moreira and Viriato Mascarenhas, presented an amendment
proposing that Belo Horizonte - and not VArzea do Marg¢al -
should be the site of the new capital. Their proposal was
rejected 1initially, but was finally approved on December
13,1893.

Viriato Mascarenhas was also connected with the textile
industry established in the area. He was a nephew of the
Mascarenhas brothers, founders of the cotton mills of Cedro
and Cachoeira 1in the seventies, and he was also a
shareholder in the Mascarenhas’ company, the Companhia Cedro

e Cachoeira.106

Frederico Augusto Alvares da Silva, another minister of the
state parliament who had recommended Belo Horizonte as the
best place to transfer the capital, was closely connected to
the textile industry of Minas Gerais through ties of kinship
created by his marriage as well as through his own personal
involvement. He was the son-in-law of Theé6éphilo Marques

107 who - as already mentioned in this work - was an

Ferreira
outstanding textile dndustrialist at this time, with
interests in different companies with cotton mills in the
central areas of the state. Frederico Augusto Alvares da
Silva was in 1893 a shareholder of the Companhia Industrial

108

Sabarense This company’s cotton mill was very close to

Belo Horizonte.

Finally, Affonso Augusto Moreira Penna, Governor of the
state of Minas Gerais when the transfer of the capital was
under discussion in the State Parliament, and one of those
responsible for passing the law determining the transfer of
the capital to Belo Horizonte, had private interests in the



184

textile industry in the area. He was the founder, and one of
the two major shareholders, of the Companhia Industrial S3o
Domingos. It is interesting to observe that, even though the
decision to form this company had been taken in July, 1893,
it was only legally constituted on February 5, 1894, which
was less than two months after the law establishing Belo
Horizonte as the new capital had been passed. This company’s
cotton mill, which was to be established in Santa B&arbara do
Mato Dentro, would certainly profit from an expansion of the
market created by the new capital.

A study of the performance of the Companhia Cedro e
Cachoeira cotton mills in the period 1892-1895, in the next
section, will reveal evidence of some of the effects of the
construction of the new city on the performance of those
mills.

4.4 The performance of the cotton mills of Minas Gerais in
the years 1892-1895: the case of the Companhia Cedro e
Cachoeira’s cotton mills and a few others.

This section studies mainly the performance of the Companhia
Cedro e Cachoeira’s cotton mills. As this company’s cotton
mills were located in the centre of the Central zone and
were therefore relatively close to Belo Horizonte, it is
quite possible that their performance indicates the general
performance of other cotton mills established in the area.
However, they may not reflect the general performance of the
textile industry of the state. Brief references to the
performance of some other cotton mills 1in the post
Encithamento period are made at the end of the section.

4.4.1 The performance of the Companhia Cedro Cachoeira and
its cotton mills in the years 1892-1895.

If the performance of a company is to be judged only by the
dividends distributed, the years 1892-1895 should be seen as
a period specially favourable for the Companhia Cedro e
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Cachoeira’s business, as shown by data presented in table
4.6. The dividend of 22.5% in 1892'" was higher than those
distributed in the Encilhamento period, and those of 1893
and 1894, respectively 31.7%'""  and 27.2%”1, were the
highest ever distributed by the company. Even the relatively
low dividend of 13.5%,H2 distributed 1in 1895, was never
surpassed in succeeding years. However, as has already been
emphasized in this work, dividends distributed should not be
used as a yardstick to measure the prosperity of a company
without further analysis of the company’s performance.

The years 1892, 1893 and 1894 were 1in fact seen by the
company’s management as thriving years. According to a

113

remark made by the General Superintenden on March 15,

1893, this was the most prosperous périod for the
company.”4 And the years 1892, 1893 and 1894 were later
referred to by the company’s Board of Directors as
"exceptional years when everything was sold at high prices,
the expenses were still low and the company declared
incredible profits"”5 In 1895, however, conditions faced by
the company changed: "In 1895 and 1896, expenses increased,
sales became very difficult, the price of cloth decreased,
and the collection of debts owed to the company became
almost impossib]e..."“6 Such an observation shows that 1895
was seen by the manhagement as a turning point from a period

of prosperity to a period of great difficulties.

Data on profits in table 4.6 corroborate such an appraisal
of the company’s performance. Profits, after having
increased substantially in 1892, remained relatively stable
in the years 1893 and 1894 and then decreased significantly
in 1885. The percentage of profits distributed as dividends
in the period 1892-1895 was surprisingly high. In 1895 they
reached 100%. However, all those dividends were not in fact
paid in cash to the shareholders, as will be seen below.

The profits and dividends distributed in 1892 led to a very
optimistic view of the future of the company. In March,
1893, the Board of Directors, in an address to the
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Table 4.6

Companhia Cedro e Cachoeira, 1890-1895: capitatl,
annual profits and dividends distributed in 1890-1895.

Years Capital Profits Dividends
in in as % of in % on as % of
contos contos capital contos capital profits

(1) (2) (3) (4) (5) (6)

1890 1,100 211 19.2% 190 17.3% 90%
1891 1,500 255 17.0% 199 13.3% 78%
1892 1,500 510 34.0% 450 22.5% 88%
1893 1,500 481 32.1% 476 31.7% 98%
1894 2,000 563 28.2% 544 27.2% 96%
1895 2,000 270 13.5% 270 13.5% 100%

* Excluding the payments made to the cotton mill managers as
a percentage of profits.

*x The amount of dividends shown in the Account of Profit
and Loss was 450 contos. However, according to the company’s
Balance, only 300 contos were distributed as dividends.
Sources: Data on capital are from the annual Genheral
Balances, and data on profits and dividends from the
Accounts of Profit and Loss. Companhia Cedro e Cachoeira
(1890-1895), Balanco Geral no dia 31 de dezembro, and
Demonstracdo da Conta de Lucros em 31 de dezembro.

shareholders, stated that: "to judge by the profits of 1892
we can anticipate that this year there will be a stupendous
dividend which will cause a sensation".!! The dividend of
the second semester of 1893, and that of the first semester
of 1894, were used to finance an increase of 500 contos in

18 A close examination of the

the company’s capital.
company’s annual accounts and reports from its Board of
Directors suggests that such an increase in capital did not
correspond to any increase in the productive capacity of the
cotton mills. This increase in capital seems to have been a
strategy used by the management of the company to avoid the
distribution of profits as dividends and to increase the
company’s circulating capital. The fact that the
shareholders agreed to forfeit part of their dividend in
exchange for new shares indicates that they were then quite

optimistic about the company’s performance. In fact this
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strategy of raising capital in order to avoid an immediate
distribution of dividends did not always work as the
shareholders were usually reluctant to sacrifice their
present dividends. They would rather receive their dividends
and lend them to the company at high interest.119 In fact,
the General Meeting of Shareholders on March 25,1895 decided
that the dividend for the second semester of 1894 should be
paid out of a loan of 600 contos which the company was
authorized to raise. The only part of this locan that the
company was able to raise was the portion to cover the
dividend, which was raised with the shareholders themselves.
The remaining part of the planned loan did not materialise
and the dividend thus distributed became a new debt for the

company. 120

The above information jillustrates the policy adopted by the
company of distributing almost all the profits as dividends
without making provision either for the future needs of the
company or for proper maintenance of its cotton mills. Such
a policy was the result of pressure from the shareholders
for high dividends. As evidence presented in other chapters
shows, this policy was neither restricted to this company
nor to that period. The wide adoption of such a practice
shows that the typical textile investor of Minas Gerais in
the early stages of industrialization acted more as a
rentier than as a capitalist.

In fact, in spite of the high profits and high dividends
distributed in 1892-1895, the reports for Cedro and
Cachoeira cotton mills in 1895 emphasize the bad state of
the system of water supply in the Cedro cotton mill as well

as the bad state of repair of the Cachoeira cotton m1'11.’21

The outstanding profits of the post Encilhamento period seem
to have resulted, to a great extent, from the exceptionally
good conditions prevalent on the demand side. The estimated
average price for one metre of cloth produced by the
Cachoeira cotton mill, calculated for the period 1886-1885
and presented in Table 4.7, shows that from 1890 the price
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of c¢loth started increasing. Such a rise 1in ©price
accelerated in 1892. In 1893 and 1894 the price continued to
increase but at a slower rate. In 1895 it fell. Increased
prices 1in the years 1892-1894 were followed by increased
profits. In 1895 profits were significantly reduced.

One may distinguish general and local causes for such an
improvement 1in demand. As far as general causes are
concerned, onhe might have expected the good performance

Table 4.7

Cachoeira cotton mill, 1886-1895: average prices and
production costs with labour and raw materials by metre.

Years costs with costs with average prices
cotton Tabour estimates
mil. ind. annual abs. ind. annual abs. ind. annual
réis.numb. var. val. numb. var. val. numb. var.
1886 77 100 - 36 100 - 224 100 -
1887 55 71 - 29% 34 94 - b5.6% 212 94 - 6%
1888 80 104 + 46% 29 81 14.0% 215 90 + 1%

1889 74 96 - 8% 31 86 + 6.9% 185 83 - 14%
- 12% 30 83 - 3.2% 183 82 - 1%
+ 26% 35 97 + 16.7% 206 92 + 13%
1892 90 117 + 10% 42 117 + 20.6% 304 136 + 48%
+ 16% 51 142 + 21.4% 355 158 + 17%
+ 4% 68 189 + 33.3% 372 166 + 5%
- - 335 158 -10%
Notes: The average annual price per metre for 1885-1894 was
calculated by dividing the value of the production in each
year by the quantity produced in this year. The value of the
production in each year was obtained by adding to the value
of sales in each year the variation in stocks. The price for
1895 was estimated by deducting 10% from the average price
in 1894 considering the information contained in the report
for 1895 that prices were reduced by 10% that year.
Sources: Companhia Cedro e Cachoeira (1886-1895), Relatérios
da Diretoria, “Fédbrica da Cachoeira”.

of the export sector in the period to have increased the
total aggregate demand and therefore to have favoured
domestic producers. In fact a great expansion in exports,
which had started in the late eighties, was still taking
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place in 1892-1895, The annual average proceeds from exports
in pounds sterling in 1892-1895 was 15% higher than in 1889-
1891.'% It was only in the second half of the nineties that
this trend was reversed. Even though the central areas of
the state of Minas Gerais did not specialize 1in exports,
they were certainly favourably affected by the good
performance of the export sector. In so far as exports
increased the aggregate demand, one would expect that
demand for the 1local products of Minas Gerais by other
states would have increased, even if the impact was Jless
intense than that felt in the export areas. 1In a similar
way the demand for Mineiro cloth may be expected to have
been favoured - directly and specially indirectly ~ by the
monetary expansion which took place in the early nineties.

Another factor which may explain in part the increase 1in
prices during the period is the devaluation of the exchange
rate observed in the years 1892-1895. In spite of increasing
exports, a trend towards a devaluation of the exchange rate
- which had started in 1890 - continued in the years 1892-
1895. The average annual external value of the mil-réis in
the period 1892-1893 was 51.6% lower than it was in 18890,
and 26.8% lower than it was in 1891.’23 Even though the
cotton textile industry of Minas Gerais was already
protected from foreigh competition by transport and
distribution costs, a devaluation of the exchange rate in a
period of rising demand allowed local producers to increase
the price of their products and to enlarge their profit

margins.

Besides those general favourable economic conditions, the
central areas of the state benefitted from an increase in
income associated directly and indirectly with the work of
construction in Belo Horizonte. Increased government
expenditure raised the region’s income and conseguently the
demand for locally produced cotton textiles. However
benefits from an improvement 1in demand were partially
counteracted - at least in the central areas of the state -
by increased costs of production.
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Data in table 4.7 show that from 1891-1894, labour costs per
metre produced at Cachoeira’s cotton mill increased at a
continuously faster rate, while the rate of increase in the
cost of raw material, although upwards, was subject to large
fluctuations. Any explanation of the fluctuations in cotton
prices would require an investigation of the cotton market
which would be beyond the scope of this work. The possible
causes for the increased 1labour costs will be examined
below.

After an almost constant decrease in labour costs from 1886
to 1890 at Cachoeira’s cotton mill, those costs started
increasing in 1890. In 1894 they were 89% higher than those
in 1886. However it was in 1894 that such an increase was
most significant. From 1893 to 1894, labour costs per metre
increased by 33.3%. Such an increase reveals 1increases 1in
the cost of living as well as increased demand for labour
associated directly or indirectly with the construction of

124 Increased prices in the early nineties

Belo Horizonte.
were not restricted to Minas Gerais. There is some evidence
that internal prices increased significantly in the country

as a whole during this pem‘od.”5

However, in the Northern
and especially 1in the Central zone of Minas Gerais, this
rise in prices seems to have intensified as a result of
local phenomena. In fact, in the case of the Companhia Cedro
e Cachoeira, an increase in the production costs of their
cotton mills in 1894 resulted in part from a local shortage
of workers, and in part from an increase in the price of
food due to a serious drought in the region. It is also
possible to assume that increased labour costs per metre in
this period revealed a decrease in the average productivity
of the textile worker. In fact, competition in the 1labour
market was prone to provoke a turnover of the textile labour
force which had an adverse effect on a worker’s
productivity. There is some evidence to corroborate such

points.

The report of 1891 refers to a general increase in wages of
more than 20% which the company had been forced to grant, as
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a result of the increased price of food.'”™ This rise in
wages does hot seem to have offset the increase in food
prices and, in 1892, the company decided to establish a
small shop in each factory, which would sell basic goods at
lower prices. The establishment of such shops would allow an
increase in the real wages of workers without any additional
cost for the company. The reasons presented by the Board of
Directors for the creation of these shops reveal their
concern about the competition in the labour market.

"It is not necessary to explain the advantages of
the measures taken, which have become absolutely
necessary, considering the present condition of
the labour force. Everyone 1is aware of the fact
that, without 1l1ong and good experience which
requires time and dedication, the worker’s
production 1is small and imperfect. Everyone is
aware that in order to keep a worker in the job it
is necessary... to provide him with_a low cost of
1iving so as to make him happy..."127

The report for 1892 attributes the difficulties the company
had in finishing the work of repair and enlargement of the
830 Vicente cotton mill on the "high cost of 1iving, the
lack of workers and the difficulties of transport".128 The
decision to establish shops 1in the factories shows the
special concern of the management not only to keep wages
down but also to prevent the workers 1leaving the cotton
mills. In fact, there is evidence that competition in the
labour market had provoked a decrease 1in the worker’s
productivity. A decrease in the amount produced by the Cedro
cotton mill 1in 1893 1is explained as a result of "the
difficulty the company had getting workers, and their

instability in the job."‘29

It was in 1894, the year when
a serious drought in Minas Gerais pushed 1local prices of
food further up, that the decision to establish shops in
each factory was finally put into effect "considering the

exorbitant price of food. "1,

The relatively low levels of production 1in 1895131 in the
Cedro cotton mill were blamed on the difficulty of keeping
workers. A reference to the gquantity of cloth produced by
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this mi1l in 1895 4is followed by the observation that
"production would have been much greater if there had not

w132

been a shortage of workers. This shortage 1is mostly

blamed on an increased demand for labour in the area:

"In Tfact the departure of workers greatly
increased as a result of the establishment of new
cotton mills, the construction of Belo Horizonte,
the work on the Railway, as well as the higher
cost of 1iving. And as it was not possible to
replace them immediately and as they were replaced
by others without the necessary experience, there
were substantial delays in the work and the mill
had to operat% for some periods with about thirty
idle looms."!

A reduction in the quantity produced by S3o Vicente in 1895
is also blamed on "a loss of workers from July to September,
who went to work on the construction of the railway and in
Belo Horizonte, because they had been tempted by higher

wages.“134

The adverse effects of any severe drought in the region on
the production costs of the mills established in the area
were not restricted to the effect on wages due to the
increased price of food. As the cotton mills used hydraulic
power, any sensible decrease in the supply of water was apt
to bring about serious operational problems. The cotton
millis of Minas Gerais located in the Northern zone and in
the central and northern areas of the Central Zone were
frequently exposed to more or less .severe dry seasons.
Therefore those cotton mills were expected to have been able
to use steam power occasionally. However those mills were
not prepared to work their machines efficiently over a long
period of time using only steam power. So, a very dry season
was certain to cause a reduction in the amount produced by
cotton mills in the area. Moreover, the use of steam power
was relatively more expensive and therefore led to higher
production costs.

A decrease of 17% in the quantity of cloth produced by the
Cachoeira cotton mill in 1894 was in part explained by the
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fact that the factory had to stop working a few times "not
only for repairs to the drains but also because of the
exceptional drought which reduced the supply of water"!¥
And the S3o Vicente cotton mill, which had started working
regularly in June, was forced to use mostly steam power”s.
An extract from a report on the performance of this mill 1in
1895 illustrates the increased costs associated with the use

of steam power:

"Firewood (its acquisition) is getting harder each
day, not only because of 1its scarcity but also
because of the shortage of workers to prepare it
and the difficulties experienced in transporting
it. It is necessary to keep four ox carts 1in
constant use and many oxen in reserve as the poor
pasture and gravelled surfaces of the roads have
a detrimental effect on the health of the oxen. We
are a1r8?dy having to hire <carts at high
prices. A

In spite of all the problems mentioned in the company’s
reports, it 1is possible to conclude that the period 1892-
1895, and especially 1892-~1894, was a prosperous one for
the company. Profits were high and no problems in relation
to sales are mentioned in these reports. However the policy
adopted by the company of distributing all profits as
dividends was certain to have adverse effects on the
performance of the company in future years. The performance
of the company 1in 1895 suggests that some changes were
taking place during this year which were adversely affecting
the performance of the cotton mills: prices were reduced and
profits decreased.

4.5 The performance of other cotton mills in the years 1892-
1895,

Even though very 1ittle 1is as yet known about the
performance in the post Encilhamento period of other cotton
mills established in the central areas of the state, the
little evidence that 1is available on the Companhia
Industrial Sabarense suggests that the performance of other
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cotton mills 1in the area was similar to that of the

Companhia Cedro e Cachoeira.

In 1893, the Companhia Industrial Sabarense’s Board of
Directors was forced to resort to increasing capital by 70
contos 1in order to raise money to purchase raw materials.
The new capital was promptly subscribed by shareholders. '
In 1895 a new increase in the company’s capital also seems
to have received a similarly favourable response from the

138 Great reductions 1in the price of 1its

shareholders.
products were advertised in 18950 and the dividend of 20%
distributed that year could not be paid in cash except to
those shareholders who had less than five shares. In fact,
according to a proposal from the Board of Directors,
approved by a General Meeting of Shareholders, it was
decided that the shareholders with five or more shares would
receive their dividends not in cash but in obligations from
the company at an interest rate of 8% a year to be redeemed
whenever the company had the financial resources to do

so. ¥

The willingness of the shareholders to purchase the new
shares suggests that, at least from their point of view, the
company was doing quite well in the period and was certainly
paying satisfactory dividends. On the other hand, the fact
that the company had to increase its capital in order to
secure funds to cover the current expenses of production
seems to imply that a sensible policy for the distribution
of dividends was not being followed. The agreement reached
with shareholders concerning the payment of the 1895
dividend shows once more that the distribution of profits as
dividends was seen as an urgent priority by the Mineiro
shareholder. As happened at Cedro e Cachoeira, the
Companhia Industrial Sabarense also reduced its prices 1in
1895.

The conditions faced by the Santa Barbara cotton mill were
certainly different from those faced by the Companhia Cedro
e Cachoeira’s cotton mills. Santa B&arbara, located in the
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northern area of the Central zone, was too far away from the
place where the new capital was being built to be directly
affected by its construction. Although more recent than the
Cedro and Cachoeira cotton mills, the Santa Barbara cotton
mill seems to have been unable to establish itself as a
prosperous undertaking. A brief summary of 1its history
suggests that the problems faced by this mill were the
result of mismanagement.

Inaugurated on May 22,1888 the Santa Badrbara cotton miil was

"W after

said to have "entered an evident period of decay
1891. In 1892 the headquarters of the company which, at the
time of its creation had been established in Rio de Janeiro,
were transferred to Diamantina, and a new director who lived
in this city was e'lected.143 This transfer seems to have
been an attempt to improve the management of the cotton mill
as the company had been facing financial problems from the
start. The 1initial capital of the partnership which
established the cotton mill was insufficient and a l1oan had
to be raised with the Banco dos Estados Unidos do Brasil.'
By the time this partnership was transformed into a joint
stock company in 1889 the cotton mill was already mortgaged.
Later on this debt was transferred to the Banco Hipotecario
do Brasil, and in 1896 it amounted to 346 contos at an
interest rate of 6% a year. In a report ordered by the Banco
Hipotecdrio do Brasil, it was estimated that this cotton
mill should have been able to produce net profits of 107 to
147 contos.'*® such profits would correspond respectively to
21.4% and 29.4% of the company’s capital. According to the
accounts, the net profits had been well below those
estimates: 71 contos in 1894, and 95 contos 1in 1895, which
corresponded respectively to 14.2% and 19.4% of the capital.
The reasons for the Tow profits in 1894 were given as the
drought of 1894 which, by diminishing the supply of water,
not only Jjeopardized the work of the factory, but also
increased the costs of production by raising the prices of

food and raw materials.

The available evidence suggests that the problems faced by
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this company were those of a small family firm inadequately
managed. In fact, even though the profits of 14.2% may be
considered low if compared to the profits of 28.2% presented
by the Companhia Cedro e Cachoeira in this same year, they
were, at least 1in part, the result of an exceptionally
adverse, but temporary, situation brought about by the
drought of 1894. In 1895, the profits corresponded to 19.4%
of the capital, which was a much higher percentage than that
of the Companhia Cedro Cachoeira which was 13.5%. If the
profits had been, since the inauguration of the mill, close
to the average of the profits presented in those two years,
the company would have been able to pay its debts in a few
years. However the debts were not paid and most of the
profits were distributed as dividends with no regard for the
needs of the company. The company was founded with
insufficient capital to operate its cotton mill, which was
established in an area where it had to face competition from
well established cotton mills. The main promoter of the
company, as well as its first directors, lived in the city
of Rio de Janeiro. This fact created additional problems for
the management of the mill. 1In addition, given the
insufficiency of 1initial capital, the company had been
forced since its inception to raise loans from banks.

In 1832 the headquarters of the company were transferred to
the cotton mill of Santa BA&arbara and the management of the
cotton mill was handed over to one of the shareholders who
Tived in Diamantina. The company did not pay its debts to
the Banco Hipotecdrio do Brasil and on December 4, 1903 a
distress was levied on 1its properties. Finally the company
was taken over by the Banco Hipotecario do Brasi1'4,

The performance of the Companhia de Fiag3o e Tecelagem
Industrial Mineira in 1892-1895 contrasts in certain aspects
with the performance of some of the companies with cotton
mills established in the Central zone. In fact, as was seen
in chapter 2, this company had differed since its
constitution from the typical textile companies formed 1in
Minas Gerais in the last decades of the nineteenth century.
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The company Fiac30 e Tecelagem Industrial Mineira was formed
by capitalists who lived in Rio de Janeiro where they were
involved in commerce as well as in the industrial production
of cloth. Besides, the company’s cotton mill was the first
one to be established in the coffee-growing areas of the
Mata zone. Although established in the south of the state
and therefore quite close to the border with the state of
Rio de Janeiro, the purpose of this mill was to sell its
products in Minas Gerais. However, given 1its location, the
conditions faced by this cotton mill in the period are not
expected to have been the same as those faced either by
those companies with cotton mills 1in areas surrounding Belo
Horizonte or those Tlocated 1in the northern areas of the
Central zone. Subject to different climatic conditions and
supplying a market which was directly connected to the
export sector, the performance of this factory shoulid rather
reflect those general economic conditions prevailing in most
areas of the country than those faced specifically by the
mills established in the Central zone of the state.

In fact, an analysis of the annual reports as well as the
accounts of the company for the period suggests not only
that the company did quite well in the years 1892-1895 but
also that it was under sound and experienced management. The
company’s debts, from an issue of debentures in previous
years, were paid on time and satisfactory dividends were
distributed without any additional loans being raised. Data
on profits and dividends paid 1in 1892-1895 displayed 1in
table 4.8, compared to those for the Companhia Cedro e
Cachoeira presented in table 4.6, show that even though the
profits of the Industrial Mineira as a percentage of its
capital were well below those of Cedro e Cachoeira, its
policy of dividends was a more judicious one. The percentage
of profits distributed as dividends -consistently below
those of the Companhia Cedro e Cachoeira - left the company
with resources to invest in the cotton mill.

On January 22, 1895, the properties of the company were
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1

estimated to be worth 1,893 Contos14 and the capital was

Table 4.8

Companhia de Fiagcdo e Tecelagem Industrial Mineira:
capital, profits and dividends, 1891-1895.

Years Capital Profits Dividends

in in % of the in % of the % of

contos contos capital contos capital profits

1891 600 82 13.7% 60 10% 73%
1892 600 264 44 ,0% 72 12% 27%
1893 600 419 69.8% 72 12% 17%
1894 na na na na nha na
1895 1,200 199 16.6% 132 11% 66%

na=not available.

Sources: Companhia Fiag3o e Tecelagem Industrial Mineira
(1891,1892,1893,1895), Demonstragc3o da Conta de Lucros e
Perdas em 30 de Junho e 31 de Dezembro.

raised from 600 to 1,200 contos. Accordingly, 3,000 shares
were issued, half of them to be allocated to the
shareholders and the other half, if not purchased by
shareholders, were to be sold on the open market.148 Even
though, with this subscription, the number of shareholders
had increased from 14 in 1892 to 43 in 1895, the sale of the
new shares still remained restricted to relatives of the

original shareho'lders.“9

The evidence shown is limited to the performance of some of
the textile companies 1in Minas Gerais 1in 1892-1895 and
therefore it does not support a definitive and final
appraisal of the performance of all cotton mills at work 1in
Minas Gerais. However, it strongly suggests that the
economic conditions faced by these cotton mills favoured
good performance, in spite of certain problems experienced
by some mills in relation to higher costs of production. It
also suggests that by 1895 some companies started having
problems with sales. Besides, the evidence presented
suggests that the policy for distributing most of the
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profits 1in periods of prosperity without a due regard for
the maintenance of the mills and the future needs of the
company, was a widespread practice.

4.6 Conclusions

a) The post Encilhamento period in Minas Gerais favoured
investment in new cotton mills as well as the performance of
established cotton mills.

b) A better performance of the established cotton mills in
the period was due to an improvement 1in demand associated
with the expansion of income in the state derived from: 1)
increased demand for Mineiro products - other than cloth -
outside the state due to the concerted effects of better
performance of exports, monetary expansion and devaluation
of the exchange rate; ii) the construction of Belo
Horizonte. This conclusion evinces that even though the
cotton textile industry was mostly established in a non
export area and supplied local markets, the demand for its
products was indirectly affected by the performance of the
export sector.

c) As the years of Encilhamento - contrary to what seems to
have happened in other areas as, for instance, in the state
of Rio de Janeiro - had not stimulated a significant
increase in the productive capacity of the Mineiro industry,
an improvement in demand benefitted the established cotton

mills.

d) A better performance of existing cotton mills and
optimistic expectations concerning the transfer of the
capital stimulated investment in the central areas of the
state.

e)Investment in this period revealed important developments:
a significant share of investment was financed with funds
accumulated within the cotton textile industry of Minas
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Gerais: new companies were formed by experienced
industrialists: and a new company was incorporated by a
traditional industrialist who left an old family business to
set up a business for himself and his descendants,

f) Temporary changes in tariff duties on yarn stimulated
investment in weaving mills. However those mills were
transformed later on into integrated cotton mills.

g) The effects of the transfer of the capital to Belo
Horizonte not only stimulated investment in the area but had
effects on demand for labour, increasing competition in the
labour market and pushing wages up.

h)Evidence presented on the general performance of some
cotton mills and on their profits reinforces the conclusion
that the post Encilhamento period was favourable to the
Mineiro cotton textile industry. It also shows a policy of
distribution of dividends which was certain to cause
problems 1in less prosperous years to come. This policy
reveals the overwhelming presence in certain companies of
the shareholder who behaved as a rentier rather than as a
capitalist.
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CHAPTER 5

THE PERFORMANCE OF THE COTTON TEXTILE INDUSTRY OF MINAS
GERAIS IN 1896-1898.

Introduction

The study of Brazilian industry in 1896-1898 has been
particularly neglected. As an intermediate period between
events which have attracted the attention of economic
historians - the Encilhamento and the deflationary economic
policies of Joaquim Murtinho - this period has not as yet
aroused much interest. Moreover, economic historians,
investigating the earlier stages of industrialization in
Brazil, have always shown more interest in periods of fast
expansion in investment, and there is no evidence to suggest
that the productive capacity of Brazilian industry expanded
sighificantly during those years.

This chapter examines the evolution of the cotton textile
industry in Minas Gerais during the period 1896-1898 1in
sequence to the chronological study of the establishment and
early development of this industry started 1in previous
chapters. However, an initial remark has to be made. Study
of the Mineiro textile industry in this period suffers from
a lack of information on the general performance of the
Brazilian and Mineiro economies in those years. The scarcity
of complementary evidence hinders a more complete
understanding of all the difficulties faced by the Mineiro
cotton textile industry in the period

As mentioned before, the cotton textile industry of Minas

Gerais, after its expansion in the eighties, did not appear
as a specially attractive field for investment during the
Encilhamento years. However, after the Encilhamento was
over, and for a short period of time, a relatively
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significant number of companies was formed to establish new
cotton mills 1in the state. At the end of the post
Encilhamento period, 1892-1895, investment came to a halt.
The last company to be formed in that period - and one to be
successful in establishing a cotton mill in Minas Gerais -
was constituted in February, 1894. Such a stagnation in
investment persisted in the years 1896-1898. In fact, there
is no evidence of any decision to establish new cotton mills
in the state being taken in this period. The reasons why the
industrial production of cloth ceased to attract new
investment will be investigated through an examination of
the evidence available on the performance of some cotton
textile companies 1in the period. The assumption which
Justifies such an approach is that investment was curtailed
mostly because the expected returns from such investment
were drastically reduced as a result of the poor performance
of the cotton mills then in operation.

The evidence presented in the last chapter shows that by
1895 there were clear signs that the conditions faced by the
textile industry of Minas Gerais had started deteriorating.
Prices and profits decreased and some companies were having
problems in paying dividends. Notwithstanding such
unfavourablie conditions, the productive capacity of the
industry was still being expanded as a result of decisions
to invest taken in previous years. Therefore, unless there
was an increase in demand for textiles in the years 1896-
1898 to counteract such an expansion in productive capacity,
the difficulties, which had started in 1895, could be
expected to persist and even to intensify in the years
following.

This chapter is divided into six sections. The first section
presents a brief review of the literature on the development
of Brazilian industry 1in 1896-1898. The following three
sections examine the performance of some cotton mills in
Minas Gerais, year by year, during the period 1896-1898.
These cotton mills were not chosen by any criterium other
than the availability of information on their performance.
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Thus, the number of cotton mills investigated varies from
one year to another and the conclusions arrived at in each
section cannot be applied to all cotton mills of all zones
of the state. However, the evidence presented certainly
reveals some relevant general aspects of the overall
performance of the cotton textile industry of Minas Gerais
in the years 1896-1898. References to the performance of
some cotton mills in Rio de Janeiro are made to provide
grounds for comparing the performance of the cotton textile
sector of Minas Gerais with that of another state. The fifth
section examines the evolution of 1investment during the
period. A summary of the conclusions is presented in the
last section.

5.1 A brief review of the literature on the evolution of
Brazilian industry in the years 1896-1898.

In spite of the 1lack of attention paid to the study of
industrial growth in this period, the years 1896-1898 have
been mentioned by some authors as part of a longer period of
the creation of Brazilian industry, and by others as a
period of significant expansion of industrial production.

For Normano the years 1896-1898 are part of a period of
slower growth within a longer period, 1885-1914, which, as
mentioned before, he characterizes as the period of the
creation of Brazilian 1'ndustry.1 His conclusions are based
upon information on the capital of industrial establishments
existing in 1920, as well as their dates of foundation. In
Simonsen, who considers only the dates of foundation of
these industrial establishments surveyed in 1920, the years
1896-1898 are seen as following a spurt of industrial growth
which had taken place in 1885-1895.3

However, the data used by Normano and Simonsen for
describing the path of industrial evolution in Brazil before
the First World War are not adequate for such purposes.
First of all because a high percentage of the establishments
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surveyed by the Industrial Census of 1920 can hardly be
considered as industrial.! Moreover, data on capital cannot
be used as a reliable indicator of the real value of the
productive capacity of any factory at any time. Even if they
were reliable indicators, there is no reason why one should
assume that the capital of a firm at any point in time
should be the same as that at the time of its foundation.

However, data on exports of industrial machinery to Brazil,
recently compiled by Suzigan5, corroborate 1in general the
conclusions of Normano and Simonsen concerning to a slower
evolution of the industrial sector in 1896, 1897 and 1898,
compared either with 1885-1895 or with 1904-1914. In fact,
these exports, which reached a peak 1in 1891 only to be
surpassed in 1907, decreased almost continuously until 1901.
In spite of a decrease of 32.8% 1in 1892, exports of
industrial machinery to Brazil remained relatively high in
1892-1895. It was 1in 1896 that a trend towards diminishing
exports started. The annual average in 1896-1898 was 31.6%
below that in 1892-1895. In the following period 1899-1901,
these exports of industrial machinery to Brazil decreased
further.’

For Villela and Suzigan - who identify a spurt of industrial
growth in the nineties - the expansion of industrial
production would have intensified in 1896-1898.7 The
industrial growth in the nineties 1is explained by these
authors as the result of increased protection granted to the
domestic product by a devaluated exchange rate and higher
tariffs, as well as by favourable internal conditions:
expansion of the internal market due to 1immigration and
development of the transport and energy sectors. According
to them, one result of such propitious conditions "seems to
have been the substitution of imports in the sphere of the
traditional industries.”® In their analysis the growth of
industrial production 1in 1896-1898 is emphasized.9 This
emphasis is based on data on Brazilian imports which show an
increased consumption of raw materials for industrial use
between the periods 1891-1895 and 1896-1899 and a decrease
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in imports of industrial consumer goods.'0 Based on data on
imports of industrial machinery from Great Britain - which
do not show any increase between 1885-1889 and 1895-1899 -
they conclude that the increased industrial production of
the years 1896-1899 was mostly the result of the better use
of existing productive capacity rather than investment.'!

Fishlow also highlights the growth of industrial production
in the years 1896-1898.'2 It was in these years, and 1in the
production of cotton textiles, that "the first instance of
Brazilian industrialization through import substitution”!®
took place. His conclusion is based on data on implicit
domestic production of cotton for the period 1880-1913 which
show the first significant increase in 1895-1899. According
to Fishlow, the explanation for this increase "is obvious -
the substantial reduction in imports”'* And he adds: "it is
possible that such import substitution represented almost
the complete basis for the growth of domestic

manufacture.""

In Fishlow’s analysis the role played by the exchange rate
in fostering industrialization in the nineties is stressed.
The devaluation of the exchange rate which followed the
"Encilhamento” contributed towards the substitution of
imports in the textile sector. On the one hand, it increased
the protection of domestic production. On the other hand, as
it was unable to offset the decrease in coffee prices so as
to raise the exporters’ income, it induced investment
outside the coffee sector. In such conditions, the prospects
for investment 1in import-substituting enterprises became
more attractive. Besides, as there was internal inflation,
the process of substitution of imports may have benefitted
from a reduction in costs due to a decrease in real wages.16

Fishlow’s analysis of industrial evolution 1in the cotton
textile sector in the years 1896-1898 differs - in spite of
some common points - from that presented for the industry as
a whole by Villela and Suzigan. In both analyses the growth
of industrial production which took place in the years 1896-
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1898 is emphasized and seen as a growth induced by import
substitution. However, for Villela and Suzigan, such growth
was mainly the result of the better use of productive
capacity, while in Fishlow, the 1increase in production in
these years is seen as the result of new investment in
import substituting activities.

Since the works of Villela and Suzigan, as well as the work
of Fishlow, both published in the early seventies, the years
1896-1898 have not been further investigated as a distinct
period 1in the process of industrialization 1in Brazil.
However, in more recent studies, the year 1896 has still
been seen as an upturn year, signalling a change from a
period of a high rate of industrial investment to a period
of slackened investment.'l

The general explanations for the industrial evolution
provided by Fishlow and by Villela and Suzigan are not
expected to account for the performance of the cotton
textile industry of Minas Gerais in 1896-1898. Most of the
cotton mills in Minas Gerais were located in non-coffee
areas and, therefore, a decrease in coffee prices cannot be
expected to have diverted investment from coffee to industry
in those areas. Besides, as the industrial cotton textile
production of Minas Gerais was then relatively well
protected from foreign competition, a devaluation of the
exchange rate and consequent increase in the internal prices
of 1imports are not expected to have had significant and
immediate effect on local demand for Mineiro cloth. Moreover
there is no evidence that the areas where the cotton textile
industry was mostly developed had benefitted from the
favourable 1internal conditions mentioned by Villela and
Suzigan.
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5.2 1896: a turning point from prosperity to stagnation or
the beginning of a period of increasing industrial
production?

This section investigates the performance of four cotton
mills in Minas Gerais during 1896: the Marzagdo cotton mill,
ownhed by the Companhia Industrial Sabarense, and the
Companhia Cedro e Cachoeira’s cotton mills: Cedro, Cachoeira
and Sdo Vicente.

The annual report of the Companhia Industrial Sabarense
describes the difficulties faced by the company in 18386 and
emphasizes the poor performance of sales during this year:
"the stocks of cloth are great...; the sales are not enough
to cover the expenses of the company” and "the majority of
customers - even though reliable customers - are in
arrears."'® This report also explains the origins of such

difficulties.

According to the company’s Board of Directors, the cotton
textile 1industry was in 1896 over extended in relation to
the existing demand for cloth. The excessive productive
capacity in the 1industry was not due to any unexpected
retraction of demand but resulted from a great expansion of
investment 1in previous years. Such an expansion of
investment would have been encouraged by the relatively high
returns paid on capital invested in the textile industry.

The dividend of 30% paid by our company and by
other companies attracted the attention of those
who had capital. In consequence of the expectation
of such satisfactory profits, not only were many
cotton mills founded in different states, but in
those cotton mills already established...the
number of looms was doubled and even tripled. As
a result, production increased. However, as
consumption did not increase in the same
proportion - as consumption does not increase at
the producer’s convenience - the companies found
themselves forced to ke?p in their stocks the
excess of pr‘oduction..."1

Giving the reasons for the poor results obtained in 1896,
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the Board of Directors analyses some of the alternatives
open to the company. To attempt an immediate expansion of
sales was not seen by the Board as a wise policy to follow.
It would mean bringing new customers to the company and that
could be risky in a period when even the best customers were
unable to make their payments on time: "It is not convenient
to sell cloth to questionable customers, as it is better to
have it in stock than transformed into unpayable debts. "%
To close down the cotton mill temporarily, while the cloth
in stock was being disposed of, was seen by the Board of
Directors as quite harmful to the interests of the company:

"...closing down the factory - and therefore
stopping the profits of the company - brings -about
a deterioration of the machines and make? it more
difficult to collect payment for debts. "¢

Considering that proceeds from sales were unable to provide
the company with the necessary financial reso