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STMMARY AKD CONCLUSIONS

1. The Northeast, with absut 28 millfon people, is the poorest recion
in Brazil., [ts per -anita GDHP, US$180, is half of the national average.
Moreover, incore inequalitv is such that the per capita income of the poorest
50 percent of Northeast population is about USS50, Seocial indicaters, such

as hirch {liiteracv, malnucrition and inadeguate health facilities also mani-
fest the region's urdercevelepment. Repional income disparitv has been a
function of more than just poor solls and recurrent droughts. An archaic land
tenure svstem, ir.favorable interregional terms orf trade and neclect bv pubiic
policy until as recentlv as the late 1950's plaved major roles in harpering

Northeast srowth,

id the Northeast were larcel-
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2. Until ¢ 1
con =ntrate L wnrkq in an attempt to tewner tle
rav . ges of m :orltultural hrnc':tion. Traditionallv, a severe drounihc
has been requi-ed to spur the authorities into action. After the 14958 drounht,
a Northeast regional developrment asency (SI'DENF) was created and the emphasis
of federal proprams was shifted to mere cornrchensive repional development
efforts., The thrust of the Covermment action in the Northeast during the
1960's was on heavy investment ia infrastructure, mainlv rr-nspert and power,
and on inducstrfalization, which was stimulated threueh an incenious 1F\Pq'~

ment tax incen.ive scheme (known as the Art. 3471S propram)., v me
ards, ‘ortheast economic grovth in the last decade, was inprqunye
the credit for the rarid growth of the Northeast durinp the 14s0'g

T
butable to the considerable volume »f federal resources transierred to the
olici

region Federal ies have not narrowed the regional pap, but have rre-

region, Federal Do
vented the gan from widening., On the other hard, those Northeasterners livire
at the subsistence level were not directlv affected in sienificant decree by
the Covernment's rerional development efforts, although cheir situation was
alleviated to some extent bv inter~regional mieration, GCaovevpment policies 1In
the 1969's had little impact cn Nort!east povertv, mainly becauuse arriculturce
was relativelv neplected. The main bottlenecks to agriculture develonment
(highly skewed nattern of land teuure, lack of credit, extension and research
facilities, marteting deficiencies) persisted despite some improvement of the
programs for deaiiny with them., In addition, the industrialization program,
vhich attained sigrificant pronortions only {n the late 1960's, was not able

to gencrate sufficient empleovment onportunities to keap pace u1rh the ranid

growth of the urban labor force. Thus, a pool of underemploved labor accumu-
lated in the urban sector,

3. As in 1958, the 1970 drought jolted the Government into a major re=-
formulation of its policy towards the Northeast. The vulnerability c¢f the
Northeast economy was stressed hv the drought, The limited role c¢. industrv
in absorbinp surplus labor was recognized., It was decided that, {er the time
being, the main solution to agricultural underemplovment and povertv must lie
within agriculture itself. Two new dimensions were added to Government
policv: labor mobility and apriculture, With the creation of the National

Integration Proeram {PIX} in 1970 and rhe Prosram of North/Northeast Land

Redistribution and Agricultura® BDevelonment (PROTFRRA) inm 1971, 50 percent
of the 34/18 {ncome tax credi- resources, corresnonding to about 1USS8280

nillion annually, were preempted and channelled to finance agricultural



develo~rent and rela:ed irfrastructure 1in the
throuch '976, Another principmal comnonent o
stratecv 1s a program to reorganize the inef!
"orether, these new prograns constitute a mad
underemplovrent in the Northeast, bv removing
arrticultural frontiers and, more importantlv,
~l workers renaining in the area.
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IRRD=financed Alte Turi proiect in Maranhao, which renvesents a practical, low-
cost anrproach to the prohlem, somewhere between the intensively administered
schemes and undirected spontanecus settlement,

igsue in calonization policvy is the relative desirability of

regions and their s=attlement over rime. The Central-West
tes still appear to offer the best colonization
? v to markets aﬂd the quality

of their snils.

9. Repardless of what wix of colonization technidues eventuallv emorfes
and where thev are applied, the greatest need appears to be for the Government
to prepare itscelf new for making adequate titling arraarements and for orient-
ing settlers in terms of the cropping pattern and productien techniques.

epard to Northeast irrigation, the third comnonert of the PI:,
e GCovernment rightlv wants to proceed cauticusliv, bv inple-
clearly viable projects 1 the next few vears. Althoush
mher of irrigation proifects have been tentatively identified, the

viabil1ty of many of thenm 13 doubtful owing to various factors, e.f., Sver-~
estimation of markets for hi unit valuz products.

1, The aim of PRNTFRRA, promulpated in mid-1971, is to facilitate the
access of Northeart peasants te the land, to create better conditions of rural
emnlovnment and to stirulate the growth of agro=~iniustrv in 1the North and

the Northeast. MNot until late 12372 were the implemernting regulations issued.
The delay in the defintition of the PROTERRA illustrates that technical and
administrative linitations are serious constraints to irmplementiny any Nortr/
Northeast apricultural development strategv. it also shows the difficulty of
striking a4 balance betwe2n market-oriented policy instruments =- such as cred,;t
price incentives -~ and proprams directed to structural factors ~uch as unsatz:-
factory land terure, inadeauate research and extersion, poor rural education,

etc.

12, Neverthelcss, PROTERRA mav bring about the first significant propgress
in aprarian reform to be made in the Northeast. 1In certain dosignated areas
of that region, under-exrlcited lands in properties of 1,000 hectares or
greater will he redistributed to an estimated 15,000 families in 19773,

Owners who cooperate with PROTERRA by presenting acceptable programs for
splitting up their estates will be exempt from expropriation and paid for
their land in cash. The program thus seeks to place as much of the adminis-
trative burden of land reform as possible on the lardowners, thus limitiag
the role plaved bv INCRA, the Government agrarian reforn agency. Whether
this will prove to be compatible with the social goals of the propram remains
to be seen, howsver. Although the limited technical capacity of INCRA is
recopnized, mose Government participation in the program may be needed to
avoid blases in the redistribution of land as well as to assure ready
availabilitv of extension services, inputs and credit to the beneficfaries.
Finallv, {f thLe target is to reach the maximum number of families within

the existing finarcial constraints, compensation procedures should perhaps

be mpdified to lower capital cosrs to the Government.
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11, In terms of finarcial rescurces, the apricultural credit ceosponen:
of PROTFRRA is more imrortant than its land reforrm cormpeonent. Involved is -
veries of ciedit lines for fertilixers, improved seeds, farm mechanizations,
farm improvement and apro—indu stries. These credic lines bear nominal interests

-

rates varying from zero (for fertilizers) to 17 percent {for armro-iucustrics).

14, PROTFRRA plans for maseive injections of suhsidized creais nser o
that increasad use oY modern inputs 1 eoceononic and thai 13T o500 & 5. r sl d-
tive rricoe avc {mpeding their anrlication. Certaioiv, ohin 00 o0 e
certain extent, ar Js demonstrated bv the high cest of Teritir v, w oo
otaer hand, zh: use of subzidized credft as a ~urnl develinnmer = ceqair o

fgnerss two nroblers.  The first 15 the probler of eavicvi eri.tiv ore ..
mechanismrs simnly are not c.amable of extevdirs -relig ——= s isidirec o ocor - -
to the majer:tv ol 1wall farmers. rorther, nogative sral noeTosD Cates 1o
exceass credit demand ~nd In the rdafiorin, ~rocess $ande sve TaItiy s haet e
crecit markel, Gas aa0nnd neopierm ntr i os

b~ theose who are first into the

over the entire range of potential subsidized crocir henvricfaries.  Priasent
tncviodpe of artioum agricutiure production tunciicns o e optacast 1o
crorr sufficlent to justifv a massive shift In prou.ct.on *o0 Jlcue o
over, the Government s not vet instututiconastv or:aczned Lo cnouc o
velume of rezearch neecd~d in the fNortheonst, Fortuluaieiv, ILNT0 .2 .10~ nsr .

rutional charges at the nacional level are under considerat o,

TS, The suwvar ndustrv recrvanization program ovnlors on ITHe rev sy oo

o: subsidizer credit for producers Who APree (N meToSs S 1T roeavio s

milis ar for to irtiarare and Telecate arns o1 oolioer o ane ccaliow. R

tant stimulu:z to achieve cccnomies of scale throseh tht "o Tas

tuted bv the fact thart rbe nresent ™0 percert 17 orer o worooen
(&

fined producer prices tor the Yortheast and 50 bt msoL.n

rhe inter-regional production cost Jifferentialy wis! ~¢ v un

hv 1976, Althouph inprovement of the efr:crcnry ¢ " :-rro

is a iﬁje qua non for tre developmneal 1 fhe « ten

the reorganization procram does need tH take rore eNicl. L0 L5 Y :

the problem of the cane field and mil] workers whe w. . S0 o = ’

At least some of the areas which have hevr “pairmares -0 Tz2a el -
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16, The recent reorientation of the Government's regional developroent
~iratesy 1s certainly a step in the right direction. For the first tine,
Covernment prosrams are tackling on an approrriate scalce the prablems of Lorth-
¢ast agriculture, It should be ennhasized, howvever, that the erficiency of

res ional development rescurce allocation is irreder by two factors. The {irst
15 the prasence of numerous loosely coordinated arents participating in the
repional developmen: process. The second is the shortapre of technical talent
in apencies dealing with Northeast apriculture, Fortunacelv, the Governrent

iz aware of the problem and is working toward its solutiun. Finallv, there is



a danger that the desire of obtaining quick production results amay jeopardize
adequate focus on structural prollens, If the ultimate goal ~f PROTERRA is,
in fac:, one of alleviating povervv, its emphasis should be on the rural poor.

i7. Northeast development agencies, which are engaged in Indicative plan-
ning for Northesst devalopment ir the 1770's, consider a 17 percent regional
gzrowth target feasible., This reflects both the concern of the Government with
narrowing the interregional per capita income gap and its ambitious nationat
ercth tarpets, Wik an evpectcd population growth of 2.4 percent, 10 percent
repional growth would double the per capita income of the Northeasterners hv
1980, Exnansion of Nertheast {ndustrial and apricultural output will have to
be accelerated 1° thic regional greawth patn is to he achieved.
1. Detatiled analvsis of the demand for and supply of Northeast agricul-
tural oreducts sugeests that the targeted 6.5 percent repgional agricultural
growth rate is feasible provided that adeaquate Governnment policies are imple-
mented. In addition to improving the efficiencv of existing vprograms, along
the lines supgerted in the precading paragranhs, the Government mieht con-
sider the desirability of promoting interregional production shifts. Labor-
intensive creps such as sugar and cottor, which are grown both in the northeast
and n the Center-South, will become increasinglv inappropriate in the
Center-South where thev are already encountering stiff competition from other
t

rAn

:
products (sovbean, corn, pasture), In the Northeast alternative agricultural

....... Yy, corn gture)
opportunities arz less attractive and labor is abundant,

19, Despite the shift ir government policies, manufacturing industrv

is likelv to remain the leadirg sector for regional growth. Notwithstanding
its lack of carefully fornulated priorities and the factcr bias inplied by

its capital subsidization, the 34/18 industrialization process does not appear
to have brought about serious resource aisallocation. Having concentrated on
resourcc-based activities, the industrialization program successtully broadened
the region’s economic base and exposed it generally to a modernization proccss.
Newly installed subsidiaries or Southern firms have brought with them an inflow
of experienced senior managerial staff that is already providing a stimulus to
local entrepreneurshin. lLack of local entreprenuerial capacity is the main
cause of the failures which have occurred. Asg a result of the great improve-
nent ir che federal hipghway svstem which accompanied tte industriclizarion pro-
gram, transport costs no longer constitute a barrier to efficient development
of Northeast industry. The new firms have close linkares to the region, which
is providing most of their inputs as well as their principal markets. Thus,
fears that newlv installed industries would be burdened by heavv transport
costs would aprn2ar to have been unwarranted. Despite SI'MNDENF's efforts to dis-
rerse industrialization throughout the lortheast, most new firms are concen-
trated in three main growth poles so that economies of scale and external

e d e Lol sl o m-J

coons -
economies are oneing CAP LULLL

2n, However, major hottlenccks must be eliminated before the growth of
Northeast indus“ry becomes self-sustaining, Interindustry relations in the
FNortheast still are primitive due to the lack of subcontractors, component

suppliers, maintenance units, etc, Repional development agencies should pro-
mote the installiation of small and medium industries which could exploit the
linkages of the industrialization program. Another bottlenect facing Northeast



{ndustry 1s the shortave of skilled hlue collar workers as well as of midaic
level manpower. Hopefullv, reeional education reform will respond o this ne -,

21, Looking toward th~ future, prejects alreadv approved by SUDFNF bt ot
vet in operation will account for most of the expected 15 percent incresse :a
revioual manufacturing output throughout the mid-1270's. For new industrial
nrejects, SUDFNT should inecrcasinply empnasize exploitation of rewional natural
rescurces (rineral and acricultural) as well as tie use . .oeap laber 2.00ce

it is in this wav tuat the regicn's comvrarative advantases cor oo »wn.arten,
This does not mean that Northeast industry can be expected to reduce signits-

cantiv the renilonal pool of underemploved urban labor., Physioal e ol
industries nccessarilv tepu to be camitnl intensive. In anv case, i7 horitu v,
{ndustry is to corpete in the rest of Rrazil as well as abrea., vhe ol oo
techniques 1s, in practice, verv narrow. Labor abhsornrion hv ipaasgirs o1 o«

irvroved economicallv, bowever, by directing new investmeni te iabor—iiterislve
industry branches such as garment production, appliance assemblv, ote.  sinh?

should also pive morc emphasis to pruduction for exrart akroad. Tre tocont
decision of the Federal Uovernment, (allowine dutv-free traasfor o drr-3! o
vritre used industrial establishments, on condition that at Yea.r one-~:!

their output he exported) sheuld have a positive imract or fHortheast evoc: (=,

T .

growtn, holever, uf. 1cie of drseil oo irsure visilo i
anality af life fﬁr the oy St ooear,  Annther ncceasoy:.
1 tte rolicy mix omphasiz him; The nroaent ooy s
certey nd refors ant colonin, L1 -

PUL nNOl11CY anes contain apngredients -- 1z

criented to a rarid {ncrease in the incowes of the pocrest secricns or tae
ronpulation,  Migration to the Center-South can bhe ewpected te =ontivie ¢ o -
Tovriate the Northeast surecle labor problem.  Anether area wiocl, 16 11070 .-
inclv receiving Covernment a  2ntioa s education. Ouantitaver . the ogr -
tien and rraining system of th. Noriheast has 1esponded impress velwv fo tue
rrowing national commitment to ducation, Jesrite these <ains, howveve:,
there remain significant intervegional and yntrarepiona’ disz arifics s -
tre distribution of educational opportunities acd attainnencs o W . 1o @ oo
efriciency and quality of the education svstem. The same 1s froe of iz
aealth:  only about 30 and 7 percent of Nerthea«ar u i v .
bv adequate water avnd sewerage facilities, respectivelv, as corpared o 5l
s Jh percert in the Center~South., 1t is difficult to see how loca: ;iver.-
wents in the region can generate the resources needed to overcome these
disparities, even gradually,

23, The massive problems of adequate rates of joh creation and expansion
n! social 1infrastructure would be simplified in the future if fertiiitv and
demopranhic growth rates were reduced. Trere are indications that resional
rural-urban nmigratior is reducing fertility rates but mortality rates also
arpear to be declining in the Northeast, Brazil's Familv Welfare Societv

[EERIVE LN SR AL r

LEYMFAM ) == an affiliate of the International Planned Parenthood Federaticn
-~ is active in the Northeast as it {s elsewhere in Recent relaxa-
tic~ of ofticial at_itudes toward fami 1\1 plhpnxr\n nortend an increage in

cerranized familv planni o activitv in the future. At least durinp the decade
of tre 1970°s, however, it 1is unlikely that regional fertilicv decline will

w

weoof sufficicent magnitude to, say, ease pressure on the setools.
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24, In *r*?r te im v '
the Northeast s~rietv as well as to achieve the concomitant goal of reeional
growth, 1t 15 necessary to increase the productivity of the existinm capital
stock and to stinulate a rapid growth of investment while improving the
administrative structures. A 10 percent growth path is likelv to reouire

a 14 percent annual increase in regional investreent, Mareover, an increasiny
share of the toral I[nvestment burden is likelv to have te be boine bv the
public sector. Government investment nlans and an independent estimate of
needs for education and fecder roads indicate a2 22 percent rate of public

sector investme:at erowth ovetr the next 5 veuars.

25. The adeguacy of Tesources to meet such public Investuent reguirerents
{s almost entirelv predicuated on the flow of federal funds to the Northeast in
the form of direct federal investment and federal transfers to the states.
Fortunatelv, the strong tiscal situarion which is expected to prevail at *hn

national level for at Jeast the next few vears bodes well for the timelvy charn-
nelling of needed federal resources to the Northezast. However, the repional
need for transferred resources does seem tc he greater than the anounts pres-
ently budpeted v the Federal Government. The size of this gap between reeds
and alreadv bhudgeted allocation may he estimated at CrSA00 million in 137!
prices annuallv over the 1972-7€ period. Unfortunatelv, it is preciselv the
social investment procrams of the 1acal governments which are .nost likelv to
be jeopardized bv failure to fill this gan.

26, The ncrtheastern states, whose taxing powers are virtually lirites
to the imposition of a value-added tax (ICM), are urping the Federal Gevern-
ment to make substantial chaneges in ICM administration which would rzise

their share of cverall ICM collections. Since the ICM {s pald to the state
of origin of the product rather than to the state of destination, Northeas*
consumers are paving a substant.al amount in ICM taxes to states located ou
side the Northeast as a result of che interregional tride aeficit., The Nocth-
east states are advocating that the ICH revenues generated hv interstate trade
he equally split between the exporting state and the {importing state. The

adontion of sucn arrangement would certainly increase the reve ues of all

North_.ast states, although in a very uneven wav. But since the bulk of Brazil'
interstate trade takes place in the more affluent Center-Scuth, ICM splitting
might well prove to be a verv inefficiert wav of respondins to the resource
necds of the Northeast. Both fron an administrative and political standpoint,
it may be desiranle to increase instead federal revenue-sharing with the

Northeast bv increasing the .agnitude »f the so-callied Special Fund which pres-
ently allocates 2 percent of federal income and sales tax revenues to the

Northeast. 1/

l/ The Federal Government maintains two revenue si.aring furds, the Participa-

tion Fund containing 10 percernt of federal income and sales tax receipts,

and the above-mentiored Special Furd which is oeét’ﬁéd almost exclusively
to the Northeast. Participacion Fund distribution also is welfare orien-
ted, the Noartheast roceiving about 40 percent of these resources.

n
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30. Overall, the ocutlook for this volurme of resourres which can be expec—
ted to be mobilized outside the region to support Northeast investrent 1is good.
This conclusion {s hased on nrospects for centinuaticn of ranid national econom-
fc prowth and of pood federal fiscal management. These are the twe main fac-
tors affectins th> flow of private and public savings to the Northeast. Mow-
ever, gans in the {inancing of the prniected regional investrent program are
iikelv to arise unless presentlv budgeted federal transfers are increased and

v - ~ st ranonnt s
~eans are found ro 9@Lu!! the RNR to eXpa and its lcndinn bcyGu present.Ly

¢nvisaged levels.

n. External assistance so far has plaved a minor reole in tke develop-
ment of the “ortheast., It is unlikely that the role of external assistance
could be expanded substantiallw 1n quantitative terms. In anv case, as incdi-
cated, Fzleral Government funas will cover the bulk of reguired public invest-
ment financing., Moreover, individual nrojects suitahle for external firancing
wot only are sparse but also tend to he small and to have onlv rinor f{eoreirn
exchange componerts. This is not te sav that, guantitatively, external aseis-
tance cannot be sigsnificant, Some projects — such as the Rahia petrochemical

3

mert resources are incor-

sense all it LT
size the fact that external
ant

sisned to er
nnu‘1 tarive than

420arlive

role =— are bulkv and, in a mar
tant. Rather, these comment
asgsistance can have much gre u i

east rerional development 15 ~mpeded by the lack of techricsl infermation on
resource potential and development methodoloev., It 1is in the fieid of teck-
nical assistance that foreign aid can plav a major role for the developrent of
the rerion. There 1s a clear need to increase the Northeast's absorrtive capa-
city by improvinn the operating efficiercy of eroncmic ard social institutions
and by identifving, through research, the repion's comparative advantapes in
apriculture as weil as in industrv,

tative impact, North-
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32, Project lending has to be preceded bv substantial assistance in proj-
ect preparation, in rmanv cases with a lonp lead time, C(onsiderable technical
ssistance in the orranization and manapement of project institutions in sec-
such as agriculture and education will be needed. These problems and

the relativelv gsmall size of individual projects should not deter official
lending agencies from seeking to direct their lending to the following three
prioritv areag: welfare projects (nutrition, low-cost housinp, sewerage);
production projects (apricultural credit, apro-industrv, feeder roads, tourism,
industrv); and long-term projects (agricultural research, education). An an-
propriate mix of lending in these three arcas 1s essential for the success of

assistance in the Northeast.




I. THE PROBLEM

1. The Nourtheast, with about 23 million people, is the poorest region
in Brazil and its per capita income ranks among the lowest in comparison with
other countries in Latin America. Social indicators such as high illiteracy
malnutrition, and inadequate health facilities also manifest the area's under-

nnnnnnnnnn

Tahle 1: SOCIO-ECONOMIC INDICATORS

Northeast All

Brazil Lrazil (1) : (2)
(n (2) A

1. Population, 1370 (million) 28.3 93.2 30.4
2. GDP at Fac*tor Cost 1970 (LSS billion

equivalent) 4.7 31.5 14.5
3. Share of Agriculture in GDP, 1969 30.2 21.0 143.8
4, Per Capita GDP, 1970 (USS eguivalent) 166 338 49 .1
5 Per Capita Income of Labor Force /1 1970

(USS equivalent) ___ 408 832 55.7
6. Ter Capita Income of Poorest 50 percent

of Labor Force /1, 1970 (USS equivalent) 132 228 57.9
7. Per Capita KWh Consumption, 1970 106 355 28.9
8. Per Capita Gasnline Consumption (liters) 43 100 43.0
3. Per Capita Cement Consumption, 1970 (kg) 46 97 47.5
1 Illiceracvy Rate, 1970 (% Labor force) 54.8 29.7 184.5
11. Enrollment Ratio, 1970 (% primary) 45 70 26.5
12. Percent ot Urban Population Supplied

with Water, 1970 30 51 58.8
13. Percent of Urban Population Served by

Sewerage, 1370 7 26 26.9
14. Mortality Rate, 1970 (Per '000 population) 13.0 9.7 /2 134.0
15. Infant Mortality Rate, 1970

(Per '000 1.b.) 137.4 75.1 /2 183.0
16. Life Expectancy, 1970 (Years of Age) 49 61 /2 80.3
17. Availabili:y of Medical Doctors, 1968

(Per 10,000 population) 2.3 6.2 37.1
18. Hospital Beds, 1968 (per ‘000 population) 1.9 3.6 94.0
19. Protein Da‘ly Intake, 1970

(as 7 of minirmum requirement) 75 n.a. n.a.
20. Calorie Daily Intake, 1970

(as 7 of minimum requirement) 77 n.a. n.,a.

/1 labor force is 29 percent of total population in the Northeast, as against
32 percent 1in Brazil.
/2 Only Center-South.



2. Relatively poor resource endowment, archafc land tenure svstern,
unfavorable interregional terms of trade, neglect by public policev until! as
recently as the late 1950's, are the main causes of Northeast's backwardae .
Regional income disparity has been a functicn of more than just poor scoils aas
adverse climatic conditions, such as recurrent droupghts and unpredicradbiitrey
of rainfall. The Northeast, which had been the affluent regicn of Brazi:i iu

a1 Y., tonAnt_ - e m aaa PR - SO -
Lalér ear}y tQUU 5, ;.rc HICLAI" L”g rl](‘l QX,)UI'L TYons U; SIS ANC et Ton, S LT en
a setlback due to a shift in Brazil's cemparative advania,e .o ~rode oo -
sxnort The evnort - onerated economic porowth sy oy el . 3 o - T~ I -
exp . The export-,;eas economic growth ,rade o T 1 .

South as coffee became the leading export commo<ity the excna/e Tals

-— the same for the Nortrheast as well as for the Center-fouti
reflected the relation belween the rld market price jor cot!
of coffee procduc=ioa in wne Center-Icuth., This, 1n turn, |
overvalues excuanpe tate I:r suzav d cotton preaucers ian ¢ .
shifted onlv marginally tc cclifee production, as it wis nor partisolards oo
to the climatic cornditions of the Norcneast. hence, wien the process of 10,0
trialization began in Brazil, it was concentrated in the Center-tosln here
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as a resulr of the snvestment i1 inirassraciure such 2- re
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outcome was a consequenc change and trade prliicien wi =3 Do
ternal interregional terms—o,—trade for the “ortneast to ageterioerats
industry of the Center-South absorbed raw marerials {ror tie wIzneas. Lo

exchange ror highlv =-rotected manufactured products., The Northeast incurre:
interregional trade deficits with the Center-South because 1MpOTrt-sHidsLalni
policies constrained the supply of most manufactured gcods to trhose prel.ace:
demectically. The financing of thils Interregional trade deficit witnin srowii
came from the trade surplus that the Northeast ran witn the rest of the world.
Thus the surplus foreign exchange earrned in the Nertheast frow the region's
cXports to world markets was converted into domestic currency to cover the
interregional trade deficit with the Center-South. Furthermore, the foreinn

to finance the imporr of
a Lo 11ne the 1mnhort of

v thae Northeact was

evechanece curnlue cenarated "
a thne Northeast was us

h
exchange surplus generated by
capital and intermediate goods to further the process of industrialization 1n
the Center-South. In the bqence of the import-substitution polictes, the
vortheast would have fared better at the time bv (&) exporting mnsre of ite raw
miaterial production to the rest of the world rather than supplving the demand
of domestic industry in the Center-South; and (b) by using all the region's net

‘oreign exchange earniugs to satisfy the region's demand for manufactured goods

.*p
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and capital equipment through cheaper imports from abroad. Private capital
flight from the Northeast to more remunerative investments in the Center-South

<5 = e A P - canm md mem = o~z
was another feature of interregional flows.
i
.
4. The mo relevant measure of the degree to which regional economic

disparity nad Je by 1960, was that the per capita income in

the Northeast was only 45 percent of the national average. With about 32 per-
cent of the national population, the Northeast accountea for less than 15 per-
cent of Brazil's GDP. Whereas agriculture accounted for 23 percent of national
GDP and employed about 54 percent of the labor force, in the Northeast it
accounted for 40 percent of regional GDF and employed avout 75 percent of the
rcgional labor rorce. Productivity in the sector was low indeed. Morecver,

as compared to 20 percent in the case of agriculture, industrial production in
the No~theast made up less than 5 percent of total industrial output iu Brari..
Although the Northeast contained half of the total population of Brazil in theo

413441 1 -
middle 1800's, <he depressing economic conditions of the subsequent hundred

years both induced regional out-migration and discouvaged the many foreign
immigrants to Brazil from settling in the region., so that by 1960 the prcpor-

tion of Brazil's total population located in the Northeast had declined to the
above-mentioned 32 percent.

II. RECENT PERFORMANCE

A. Economic Crowth

ies hav nnlv oradually come to annrnarh

5. Brazil econor p ve gradually come to approach
c

c
regional underdevelopment in comprehensive fasnion. Until the 1950's federal
programs to aid the Northeast were largely concentrated on construction of
hydraulic works in an attempt to temper the ravages of drought on agricul-
tural output. Traditionally, a severe drought has been required to spur the
authorities inty action. After the 1958 drought, a Northeast regional develop-
ment agency (SUDENE) was created and the emphasis of federal programs was
shifted to more comprehensive regional development efforts. The thrust cf the
Government action in the Northeast during the 1960's was on heavy investment
in infrastructure, mainly transport and power, and on industrialization, which
was stimulated through the mechanism of the Article 34/18 tax Incentive (see

ara 39)
ara. 27).

S Brazilian economic

6. Althovgh lack of administrative capacity coupled with increasing
centralization at the federal level in the decision-making process since 1964
rrevented SUDENE from coordinating efficiently the various Government agenciles
operating in the Northeast, by most standards econoumic growth in the last decade
was impressive. This is confirmed by the following output data for key products.



Table 2: REAL OUTPUT INDICATORS, 1960-70

Annual Growth

1960 1970 Rate 7%
Principal Agricultural Products /1 (1960-61 = 100)
Sugar Cane - 100 131.7/2 3.5
Manioc 100 165.6/2 S
Cot ton 100 118.5/2 2.3
Cocoa 100 113.21; 1.6
Beans 100 172.0/2 7.0
Meat Production /3 (1965 = 110) 100 116.7 3.1
Electric Power Produ-tion ('000 M4h) 1,600/4 3,560 10.0
Cement Production ( 200 tons) N 577 1,003 5.7
Natural Gas Production (million m™) 512« 1,263 9.0
Petroleum Production (million barrels) 30 51 7.4
Sait ('000 tons) 320 i,541 6.5
Lead ('000 tons) 71 249/5 15.0
Paved Federal Highways (km) 1,433 6,252 15.9

b
]

/1 Accounting for 61 percent of value of total agricultural production
1969; series from 1960-6£1 to 1948-69.
/2 Average 1968-69.

73 Series from 1965 to 1970.

/4 1962,

/5 1969.

7. During 1960-69, the growth of the Vortheast, at 6.5 percent per anium,
was more tapid than in Brazil as a whole (5.2 percent). Growth came to a hait
in 1970, when the region was hit by a severe drought, which caused 1 17 percent
reduction in agricultural production. Federal Government relie! projects in-

volving the construction of roads, dams, cisterns, and irrigation canals and
employing nearly half a million workers substantiallv alleviated the sit:ationu.
Despite the large recovery in 1971 (a 9.6 percent increase in regional GDP),
the Northeast has not kept pace with the accelerated growth which the rest of
the country has expelienced in the last few years (see Appendix, Table 1). In
1971, regional per cipita GDP, at the equivalent of USS$S180, was still only
about 48 percent of the national average. Since the creation of SUDENE, there-
fore, government policies have not narrowed the regional income gap. On the
other hand, they have prevented the gap from widening.

8. Much of the credit for the rapild economic growth of the Northeast
during the 1960's ts attributable to the considerable volume of resources
(especially for investment) made available to the region from the rest of

Brazil. The transfer of resources to the Northeast has taken the form of (i)
direct investment exvenditure by the Federal Gowv~vnment and federal autarkies;
(11) transfers from the Federal Government ot the state and municipal govern-
ments in the region; (i111) the Article 34/18 Investment Tax Credit funds, and
(iv) the expansion >f official bank credit in the region over and above the
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onal savings captured by the official banking system. As
ollected in the region have, by and large, usually equalled
federal current expenditures in the Northeast, items (i) through (iv) repre-
sent the total net inflow of federal resources. In 1970, this net inflow was
USS840 million equivalent, amounting to about 15 percent of the gross regional
ﬁ;éduct, or 55 pércent of gross regional investment. This sizable inter-

regional resousce transfer corresponded to roughly 2.2 percent of Brazil's GDP
(see Appendix, Table 5).

B. Investment

[=¥
[= %
.

9. The basis for a more rapid growth was established during the late
1960's when gross capital formation, at 25 percent of gross regional pr.-luct,
reached levels much higher than both the historical Northeast average 1/ and

the level for Brazil as a whole.
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Table 3: FIXED INVESTMENT, 1966-71

(In 1971 Cr$ millions)

Average
Annual
Actual Estimate Increase
1966 1967 1968 1969 1970 1971 1966-77

(In percent)

nuactmont L Qng 58 N&1 & LN 7 NAS 7 00N 7 5NN Q 1
nvestment 4,908 5,053 6,403 7,065 7,000 7,500 9.4
Public Sector Fixed
Investment 2,269 2,225 2,715 2,767 2,530 3,000 5.7
Federal 1,360 1,430 1,500 1,530 1,405 1,852 6.4
States 700 588 874 G846 900 925 5.7
Municipalities 209 207 341 291 225 223 1.4
Private Sector Fi:.ec
Investment 2,639 2,828 3,683 4,293 4,470 4,500 11.3
SUDENE approved
projects 275 880 1,290 1,607 2,005 1,340 48.0
(Art. 34/18 invest-
ment funds) (120) (387) (568) (707) (882) (854) 48.0
(Supplementary
funds) (155) (493) (722) (900) (1,123) (1,086) 43.0
Other Private
Investment 2,364 1,948 2,398 2,691 2,465 2,560 1.6

Sources: SUDENE; Bank of Northeast Brazil; and IBRD Mission estimates.

Public Investment

10. An upward shift in public investment contributed substantially to
this increase in aggregate investment. A measure of the concentration of pub-
lic sector resources in the Northeast is the fact that in 1969 public fixed
investment there amounted to 11 percent of the region'z GDP compared to 9 per-
cent nationwide. Public fixed investment in the Northeast has concentrated on
road construction and electric power. Important investment in mining and



rivate Investment

Private investment reached 15 percent of replonal GDP in 1969, Im-
rressive growth in private invest-ent was stimulated by the investment tax
credit mecranism known as the Arricle 34/18 scheme. Starting in 19A2, Brazilian
corporations were allowed to deduct up to 50 percent of their income tax lia-
z1lities for investment in SUDENL-approved projects in tiie Northeast. Pending

SUDENE's aprroval of respective investments, these tax credit funds are depos-
ited in non-interest bearing accounts with the: Bank of the Northeast (BX3),
3 regicnal .JJevelopment bank established in 1554 with a majority of government
¢apital. The 34/18 deposits have constituted the major sourze of BNos's loan

2ble funds, thus significantlv contributing to liquidity in the Northeast.
These deposits grew very rapidly 1in the early and mid-1960's when the propor-
tion of firms using the investuent tax incentives rose substantially. Accruals
tc BNB siowed doun in the late 60's whea the Northeast began to compete with
alternative allocations of 34/18& funds, as the scheme was extended to invest-
ments in the Amazon region as i'ell as in sectors such as fishing, tourism and
reforestation throughout the countrs. Thus, bv 1970 the Northeast share in
total tax credit deposits had declired to 50 percent. Moreover, in the lule
196)'s the pace of investment approval and implementation increased, thus re-

ducing the average term of tax credit deposits in the BNB. Recgent initiatives

with regard to fiscal incentives have further reduced the accrual of 34/18 pri-

vate investment funds to the Northeast. As discussed below, with the creation
of PIM in 1972 and PROTERRA 1in 1971, 50 percent of all investment tax credit

d
resources nave heen earmarked for government-cdirected investmant in North/
Northeast ayriculture and related infrastructure thrcuagh 1976.

12. Thne 34/18 scheme led to sizeable interregional resource transfer,
as about 81 percent of deposits were made by Sao Paulo and Rio firms. In
addition to the tax credit resources themselves, investing firms had to pro-

vide additional funding oun their own account for approved investments. These

o funds averazed about 31 per of £ha 22710 ac ~n
\ UWILLLP(ILL LUinuo av CLGbCU dUUUL v PLLLCAI\. UL il [P YRR LCDUUL&C
ts.

approved projec The main beneficiary of the incentive scheme
facturing industry. Despite the extension of the 34/18 mechanisn to agricul-
ture, telecommunications and power prcjects starting in 1966, manufacturing
captured about B0 percent of all investment funds. The share of manufacturing
investment in Northeast gross capital formation grew from 9 percent in 1965

to 20 percent in 1969.

£ W0
o
[
a2
)
=1
=
1

ternal Financing

3. External financing agencies have »ot been able to lend as much in

s they would have liked. Project lending for the Northeast

3 istance 1n project preparation, in
mary ~ncoa weith a1 a laad timo neidavrahla tosrhnicrcral aca{atansrn in tha
Iln(lll] AR LA BR S SRR a A llb e il LAl - 1o 4 CidiraAw LU LU lLALA QOO AV LAl - il it
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Table_g: PUBLIT 3#0TCR IaVZsTRALT
(Ir 1971 2rd miliionn)
1943 1961 19 % 1963 1y 1955 1964 1547 1565 ror,
Total Publis Se-tor Investment 1,138 1,259 1,607 1,506 1,Lb1 2,036  £,269 2,22 2,71 ,uhv
gzl tare, ;T s & 1 % w B
Industry L5323 67 H10 HO6 8ol 1,082 1,006 1,03k 1,i2L 1,104
Marufscturing T ] i PR o 129 4 4 e 1
Conctruction -~ - - - - - - - - -
Mireral EZxtrsction 2G5 97 165 “é¢ 32f, LOAR 436 LEG 392 567
Zlectrizity and Yater 3Supply 15l 145 2 167 307 chs 512 L9 hzs 557
Servines gz £15 909 752 635 €76 1,168 1,09z 1,911 1,545
Sommwree - - - - - - - - -
Tre-sport, Storage and Communicotions a0 347 566 L1k v47 Lo 572 655 071 Yl
Finenzizl Initermediaticn 10 6 ig ¢t 21 9 31 1l 3L 25
Communiity »nd Public Services 02 2L7 261 31z 37 37¢ L5L 393 605 592
-------------------------------- (In percent)  =commcommcccoe oo
Retio of Public Sector Investment
in Hortheast to Gross Regional
Product at Factor Cost /.5 6.0 9.5 £.6 7.5 10.5 1.2 9.9 11.1 1C.°

Source: 3UDINEZ, hssessoria Tecnice.



organization and management of project institutions in sectcrs such as agri-
culture ond education was needed. The large transfer of funris by the Federal
Goverr.ment from the Center-South to the Nu.tneast created a situation in some
sectors Iin which external financial assistance was not needed.

14, ! To date, the United States Agency for International Developuent
7USAID) and the Inter-American Development Bank (IDB) have provided the oulk
of official external resources flowing into the area. Since the early sixties,
USAID and the IDB have made special efforts to drvelop and finance prcjects

in the region. USAID has maintained a large resident mission in the Nortneast

onarad to ok 4--.1 mecde Faman md mwad ot Fldeam adm Uee &k ~F 1071 W1
SHv-as Lo (LA e § 73 I “ad G240 LAalivc G-IIU yLUJCL.L L ALiQII 4" IB- Uy LllL C.lu Ul. 17271 tatill
committed more than $300 rillion of loans and grants for specific projects in
the Northeast. 1Its program is now heing phased out. 1ID3 committed $22C mil-

lion in the Northeast up to the end of 1971. Both institutiens have c.ucen-
trated their project lerding in the Northeast on road construction, electric
power and industry. Largely because of the role plaved by these exterral
financing agencies, the IBRD has financed only two purely Northeastern proj-
~cts in recent years, 1/ namely a $25 million indus:rial line of credit to

the BNB made in 1970 and a $6.7 million loan for land settlement in Maranhoa
made in 1972. However, a substantial part of recent IBRD hiphway and ecucatioan
loans will be used in the region.

5
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15. The 1970 census sheds conc.derable light on trends in populution,

migration, emplovment and income distribution. A rate of natural deroarapnic
increase of 3.0 percent for the region has been reduced by out-migration to
zive a total population growth of about 2.5 percent per annum through the six-
ties. Although this 1is ;lower than for Brazil as a whole (2.9 percent), it
implies a relatively greater pressure on resources on account of the much lower
income levels in the Northeast. Fertility in the region appears to have de-
vlined slightly in recent years, although to a lesser extent than elsewhere in

NE-T D! Ra~nnt ~hanaong Aaffdaianl qv-'ulf 1deg towardsg fami'vy nlannin avoe Jdic..
veddl L nECelice dilangcos All OIiricCia: altitudes toOWAras irami.y pianning are uis

cermible and this may signal a greater scope for family planning activity in
the future. Irfant mortality rate is still, on the order of 150/1,00C, and
the overall mortality rate still relatively high. Thus, there i{s a great
potential for reduction in mortality rates. The need for fertility declines
is, therefore, greater in the Northeast if future populatifon growth is not to
exceed the national average.

16, Northeast population movements during the sixties have been charac-
terized by sizeable migration to the South as well as by anterndl rural-urban

migration. Despite relatively rapid economic growth in the region, about 1.7

Arn mancla Tafe stha Ynwehanat Jiiwdnns tha 1047 |= .’\ mardAad ac asadnear ahlhaAar
‘.}u PTLUPLE LTL L LUHT UL LIITao L Uul Ly wne II.J\I pPTiasnd ao aF,awLuoL avvue

0 million in the previous decade. This implied a sharp increase in the
gration ra.e.

)...a

mi

13.

1/ In 1950, the IBRD made a $15 million loan for the Paulo Afonso electric
power project.

2/  Full treatment of the subject is given in Volume V, Annex I.



Table §: ARTICLE 3L/16 TAX CREDIT FUUDS FOn The LOATHZAST

(In Crd millions z% current prices)

1662 1964 1sul, 1ynd 1666 1567 15eo 1545 1570 1471

Deposits of Tezx Credit Rescurces
In Bark of lortheast Brazil (BHB)

Accruals 5.7 7.7 7.3  1L9.L 226, 381,11 us6.7  6EC.E 859.3  777.6

Dishyrsements - =0. -5.2 -6.7 -u3.3 -176.7 -2%2.2 -L$C.O0 -732.L -BgL.2

Net Flow During Year 5.7 7.0 32,1 1h0.7 0 163,30 172.Lk 130.95 0 150.8 L2695 -T7L.E
!

(Year-Znd Deposit 3alance) (5.7) (1i.1) (LS5.2) (155.9) (349.2) (SLi.6) (&72.1) (862.7) (989.8) (5i3.2) 8
i

Source: See Appendix Table 3.
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Table 6: MICRATION RATES /1
{percent) —
1950 1.8
1960 4.6
1970 6.0
/1 Intercensal out-migration as percentage of total popula-

tion in terminal census year.

Following the historical pattern, more than 60 percent cf Northeast migrant
have settled in the industrialized states of Sao Paulo and Guanabara. Signifi-
cantly, the share of migrants going to the North and Minas Gerais has declined

while the share going to the Center-West has increased sharply (to 2U percent),
the latter most probably relating to the opening of the Belem-Brasilia highway.

17. In the 196C's, the urban population in the Northeast grew at about
4.7 percent per annum, of which about 1.8 percentage points were due to the
migration out of the rural areas. 35 2.5 million people moved from the coun-
tryside to the cities, rural population increased only by 1.3 percent per year.

18. Qualitative information on the migrants, both internal and external,
is quite sparse. The most that can be said of them is that a majority are
vannoe {laca ‘-\nv-\ AMNY and Aanly rnvir €orr sien Avawe N NE +Frhemca wha Tanwa ttha
]Vkll‘b \dCoo Lllal "y [~ aew) ULIL] 'CL] AW a1l C Uve L [ av ] A S llIVOoOCT WU ACavoc WiitcT

rural areas most are women; women are more dispensable to the agricultural
production process. Of those who leave the Northeast to take a long and un-
certain journey to other regions in search of work, most are men. Sixty per-
cent of the resiiual to be absorbed into the urban areas of the Northeast con-
sists, therefore, of women who presumably very largely seek domestic service
and relatively low paying tertiary sector activities. This is one reason why
significant structural change within th> Northeast, in terms of the share of

labor being absorbed outside agriculture, may not bring very great changes in
average incomes. These matters are taken up in later sectioms.

10 l,l‘-..L an 1de6Ta 20 Lormimn abhaiit 2ha misvatrdan nennnca and £ha nannla
L) sIUACI LUV 1dL LA 1O 1 i auvud LIl U ELGLLUII PLU\_CDD anyu  Llic poupyac
involved to be able to give more than a very generalized assessment of its
impact on the development process. However, it is certainly true, that as

major poles of 1ndustrialization have developed in the Northeast as well a
elsewhere in Brazil, migration has transferred labor out of agriculture to
facilitate this growth. Turther, it seems clear that the migration out of the
Northeast has considerably reduced the regional labor surplus and might also
have raised the average incomes of those remaining in the region. This last
effect will have been enhanced by any remittance flows back to the Northeast
by migrant workers employed in other regions.

2o o te

20. Migration, of course, has its costs. To the extent that the migra-
tion shifts the labor force from rural to urban areas, - imposes a cost in
toerms of the gorial overhead required for urbanization To the oyt that
terms tt o overhead required for banization., To the ext that

i ent
the increase in per worker productivity resulting from rural-urban migration



is less than this cust, such nigraticn inposes a net burden on societv. A

recent estimate shows that the provision of urban amenities for a low income
worker in the state of Guanabara costs societv an amount equal to about 5! per-
cent of the minimum wage. is raises the question of whethe t would be
n

heottor to redirect micrat.on to arcas where net cost
oetter redirect migrat.on €O areas where net ¢ost

[a e |

- asdi
46dal

[47]

overhead minus increases in labor productivity -- uld be min
to frontier areas in the Northeast itself (Haranhao) or in the ”orth. The IV
and PROTERRA proarams of the Governmeat constitute a response to this o tio

21. A second set of cests arising from the mi-ration result fro- wts
effects on the labor force remaining in the Northeast. Because of the ape-sex
selectiveness of the outmigration, the average aye of the domestic populiation
has increased and dependency ratios htiave risen, more particularly in the rurai
areas. Both the male/female ratio and the labor forere participag:on rate oo
fallen quitc sharplv. Since, also, it seocns likely that those wockers wno ~.i-
t 1460 iz +msmemiy ~§ P

PO

qddlx vV o131 terms O educarion an

gratc will eiia to oL above nv'e‘-ra;:. .
tive, there is some resulting detericration in the average ocuality of the ve-
maining labor force. The fact that rnlarvvalv high salaries are curre2atlvy
paii to attract betTer grade labor (techniciens, supervisors, etc.) iuio

enterprises in the Northeast is partly a reflection of this Lendency.

22. Finally, there are the substantial private costs borne by the -
grants and thelr families which are not requited by the market wage. Currue~i
government programs “or the Northeast emphasizing rural development refiect a
reccognition of this fact. As yet, however, these programs have only a mars;ing:
impact on the mipration flous.

n “emlovment and Incoreg
D. Zmplovment and Incores
The Employment Problem
23. The employnent problem in the Northeast is best charicterire:d oy tha

fact that about 70 percent of all money earners have menetaty incones Iers ooy
the average legal mirimum wage for the region ($327 per year in 1973). In the
organized sectors, about half of the industrial workers and one-third of th:

service workers earn less than thc minimum wape. Open unemployment rates are

low, lower than in :he South. The generally low rates of education and literacy
cimmly mearlicda a heoh meancwtdan A€ winldoho werk anal arvre Ewmm am s g n
L= IIPLY PAC\.J‘IL]C a 13 )i !JlUyUI.L.I.Ull UL wovuaAu l)l— WL . agcTnc Lo L kil .LUI. na LL’ LR N W =y G 3

the ranks of those waiting for or actively lookinp for work. Further, absolute

poverty tends to force many labor force members to accept marpiral income vield-
ing activity rather than to pursue the search for productive euployment.

24. There are various estimates of the size of underemployment in the

Northeast. Based mostly on the number of work hours, tne most optimistic

estimate (Mational Household Survey) indicates a 1979 underemployment rate of
about 19 percent for agriculture and 25 percent in the urban sector, giviny an
overall rate of 21 parcent, as againsc 14 percent for Brazil as a whole. For
the Northeast, this implies that about one miilion members of the 5.2 million
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agricultuyral labor force and about 800,000 among the 3.2 million in nonagri-
culture are underemploved. Other estimates of und-remployment in agriculture

Sem mmrms et et A o CIINDOVE ) v rom e P RN £ niieeny

are availabie. PRased on an income criterion, the SUDENE pian mentions a 1rigure
of 2.6 million workers, equalling about 50 percent of the agricultural labor
force, as being underemployed in 1970. The underemployment backlog in the

‘ortheast is likely to be anywhere between 1.8 million and 3.4 million. Be-
tweea 1968 and 1970, the National Household Survey also shows a slight drop in
both unemployment and underemployment. Too great a significance, however,
should not be placed on these declines. They may simply be cyclical. More
important is th~ structural change which is implied by intercensal shift of

the labor force from agricultural to non-agricultural activities. As the agri-
cultural labor rorce increased by only 0.4 percent per year during the sixties,
its share of the region's total labor force sharply declined from 70 percent

in 1947 to 6Z percent in 1573. With steady increases in agricultural output
over most of the decad which are assoclated with increases in cultivated

»
Avoaas wndaramn nt in acrdculturo mict have darcroacod
areas, underempaoyment in agriculture mist have decreased.
25. During the last decade, the nonagricultural labor force increased

Sy 3.6 pereceat annually. It cannot be assumed, however, that labor which trans-
fers into the urban sector 1s automatically employed at such higher income
levels than previously to qualify it as fully emploved. Rural migrants have
been attracted :-o the towns bv the urban amenities, the chznce of finding work
at higher wages, and the difficulty of obtaining land or steady work in agri-
culture rather than by actual employmant opportunity. The degree to which la-
bor transfers into urban jobs results in substantial income gains will depend
very much on whether these jobs are in the organized or unorganized urban sec-
tors. There is ro reliable information to show the extent to which urban sec-
tor emplovment growth involves the expansion of lovw as against relatively high
income activities. There 1is some evidence, however, that new full emnployment
opportunities have failed to keep pace with the growth of the urban labor force.
Against an inciease of one million in the urban labor force over the 1960-70
seriod, "organized" manufacturing employment increased by 40,000 (1.4 percent
ant.ual growth rate) mainly as a result of the significant industrial investment
stimilated duriug the last five years by the 34/18 scheme, which more than off-
set a concomitant decline in textile employment. Moreover, due o the rela-
tively recent origin of the 34/13 schene, the secondary employmeat effects of
industrialization (through supporting service industries, etc.) might not yec
have haJ time to become evident bV 1970. JEVELLHCLCba, the cmp;O;ﬁEﬂL PLUULCm
does appear to be a major development issue facing both tte incentive scheme as

well ag roninna
well as regignag

Income Growth and Income Distribution

’6. Mission estimates of the growth in regional product sugges*t that over
the decade 1960-~70 per capita GDP in the Jortheast grew on average by 3.3 per-
cent per annum, faster than Brazil as a whole, thanks to the impact of migra-
tion on population growth and to the fact that regional growth was as rapid as
overall Brazilian growth during the period.
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27. According to census figures, growt} al one )
come, at 3 percent annually, was about as fast as growth in per capita repion-
al CDP. During the decade, urban incomes seem to have increased ruch nor
rapidly than agriculture incomes, thus reflecting sectoral output growth dif-
ferentials. Which iaceme brackets benefitted most frem rapid economic growth?
Unfortunately, there is no information showing how the real Incomes of the
very poorest groups (the lowest decile) have grown during the period. Morc-
over, judgments as o changes in absolute income levels are made dif¥icult U«
problens with deflating census income fijures qucted in current cruzeiros bLv
other technical difficulties. 1/ ANevertheless, the 1960 and 1970 censuses (o~
dicate that the real monetary Incomes of the poorest 50 percent of tne laver

€rvnm tommeanncad lias mes oo walom . & A mzseid a1V en s P PR T ot~
LULLE sl antd LY Uity daDuUyL |.U Pk‘l CCllL dllll'J:iLl) over ctne gecaue. n V.r. )
the averape income of this poorest 53 nercent of ‘the repional populaticn wrs
eauivale 0 - e,

nt to 835132 te be shared with 2n averare of 3.4 dependents. Thus,
the monetarv per capita income of the five lewest deciles was about USSs ).
If non-monetary income 1s added, total per cdapita income of the poor would
probably be around USS$30, as mentioned in several studies on the rural sector.

28. Incomes of the richest 17 percent, on the other hand, grew v 3.°
percent annually. Jdvilence also sucgests that growth of income of tne migoe
40 percent (6th to 9th decile) was oniv at anout 1.4 nercent. These res it
taerefore, tend to confirm a2 breoad correlation between incore levels and inz-iw
two ertreres of the distribution. Unforiuaatelv, no--

|
n

i, rovtin, at leas for @

census data on incormes do not cover tne entire decad and, therefore, are not
comparable with intercensus results. Wapre movenents in recent vears snow virv-
ing trends. Real nonacricuiturs’ wiaze rates nereased ar an avera;e anig.

ate of 3 percent since 19¢5 (Ministry cf Lahor data), while agricultura; wa e

rates declined sligatly during chis sane pericd ‘\h.kaq Foundation auta). oo
the other hand, 1n a reglon suc: as the Northeast, Where waspe @Arncrs Accoo::’

for onlv about 25 percent of tre anriculturtl labor force, agricultural wiwc
data are hardlv representative of incowes of the axgricultural sector.

29. The no mere than marginal improvement in the welfare of tae poorer
segments of the Northeast population is confirmea by the fact that the pros-r
tion of the labor force earning less than tne real 1960 minimun wape { 9rn-0

US5435 equivalent) declined slightlv from 36 percent in 1960 to 81 percent '
1970. There are also marked differences berwveen sectors. As shown in the ras!
below, progress was substantial in industry and marginal in agriculture. 1inis

accords closelv with the estimates of relative income growth in rural versus
urban areas, and wich the general knowledge that the develeprment of the sivties.
i.e., since the inception of SUDENE, hzs heavily favored industrialization.

1/  Fuller treatment of data limitations, technical problems and their
implications ic given in Volume V, Annex I.
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Table 7: ABSOLUTE INCOME LEVELS AND INCOME DISTRIBUTION IN
NORTHEAST BRAZIL, 1960-70

Average Income

(1970 Cr$ per Month) Annual Share of Income 7%
1960 1970 7 Increase 1960 1970
Poorest 57 percent 43 51 i.0 i8.56 i6.2
Middle 40 percent 126 144 1.4 43.2 36.7
Richest 10 percent 447 739 5.1 38.2 47.1%
TOTAL 17 157 3.0 100.¢C 120.0
Gini Coefficient/1 .49 .56
Agricultural Sector 84 94 1.1
Urban Sector 158 248 4.6
Regional Minimum Wage 166 123
% Labor Force Earning
less than 1960
minimum wage 86 81
(Agriculture) (94 93)
(Industyv) (82) (69)
(Services) (6%) (62)

” of Labor Force
Earning less than
1970 Minirmum Wage 70

/1 1Inequality index ranping from zerc (most equal distribution) to one
(most unequal distribution)

Source: C. Langoni: Distribuicao da Renda e Desenvolvimento Economico do

35. As in most Latin American countries, Northeast income distribution
is very skewed. In 1970, the top 10 percent of the labor force received 47
narcont af f‘o {ncome uh{]a fhn share of the poorest S0 percent was only 16
percent of income share of the poorest 50 percent wa s only 16
percent The Northeast displays somewhat more inequality than the richer

regions of Yrazil. 1In addition, the 1960 and 1970 censuses Indicate some
reconcentration of Northeast income during the decade, as was the case for
Brazil as a whole.

31. In recent months, there have been various attempts to explain the
causes of income inequality and income reconcentration in Brazil as well as in
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the Northeast. i/ The conclusions of these studies are fully analyzed in the

Main Report. With specific regard to the Northeast it should be notel that
educational, sectoral, age and sex differences explain much of the observed
income equality in 197) and of the income rzconcentration which took place
over the last decade. Of these variables, education appears to be the most

significant one.

32, In the Nertheast, a rapid expansion of the labor force with trainine
ahove the primarv level was not accompanied by a comparable reduction wn the
number of workers without education. Thus, a more skewed distribution of ecu-
cational attainments emerged by 1970.

Table 8: FEDUCATIONAL ATTAINMENTS OF NORTHEAST LABOR FORCE

In percentayge)

1965 i970

Illiterates hi.7 54.8
Drln‘avv thnl 1 3.’5=2 3{\29
Junior Hish School 2.3 3.9
Senior "iph School 1.1 3.0
Hicher Fducation 6.7 1.4
109.9 100.0

33. Variations in income growth betwien economic sectors is a signifi-

cant determinant of the overall deterinration in equality during the perioa.
The principal factor here, as alreadv described above, is tha widening of the
income differential between agriculture and industrv. Overall reconcentration
was also significantly influenced by increased income inequality in the uvhun

sector which was only partly offset by a slight improvement in income distri-
bution in the rural sector.

34. The fouregoing supports the hypothesis suggested by the precedinj; sec-
tion: first, reduction of rural underemployment owing to the constancy of the
rural labor force and growtn in agricultural output, and second, reconcentra-
tion of urban incomes owing to the increasing share of profits in value added
which seem to have accompanied 34/18 financed industrial development and to

the limited number of jobs created by this development in the highwage indus-

trial sector in contrast to the rapid pace of rural-urban migzration.

1/ C. Langoni "Distribuicao de Rendas e Desenvolvimento Economico do Brasil"
July 1972; A. Fishlow 'Brazilian Size Distribution of Income'" American
Economic Review, May 1972,
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35. Illustrative of the higher degree of income concentration in the
Northeast is the fact that the richest 10 percent of its labor force get 47
percent of total money income (see table in para. 29 above) against an average
42 percent in the Center-South. Apparently, the stage of development in the
region is such that institutional factors severely restrict access tc education
and to productive employment, sharply differentiating in an income sense a
minority of the urban labor force from the majority of workers engaged in trad-
itional pursuits in both urban and rural sectors, characterized by more or less
homogeneous inputs and generally low productivity. By contras in the Center-
South, personal characteristics can have more plav and soclal monlu.ty is
greater. This 1s borne out by the fact that although the Northeast has a more

equal distribution in nor{ﬁn]fnrn than to most ofther repions the distribution

cyual dassaadlUlail alUlilBIC MOS L QLA JLgiviis,

within the urban sector in the Northeast is more unequal than elsewhere. All
this suggests that in devising programs to alleviate Northeast poverty one
should not 1limit one's concern to the rural sector, but should take into ac-
count as well the pool of underemployed labor which has accumulated in the
wrban sector.

E. The Agricultural Sector

24 A»—JAVIPH—A wae 14e+rlan emphasized by governrent recional An'n1ﬂﬁmnnf
SV e nsLL PSSR Y 6 = wao LA LV A lll HHao a scu I.I'V F,UVC] LT - LC}.'J.UIIGJ. A5 R LAU}‘IICIIL
policies during the 19¢2's. The main bottlenecks to agricultural developrent
-~ highly skewed pattern of land tenure, lack of credit, extension and re-

search facilities, marketing deficlencies -- remained, despite some improve-
ment of programs for dealing with them. Agricultural activity continued to be
bound to the traditional methods, sometimes extremely primitive, of rainfed
agriculture and extensive stock raising. No appreciable gains in crop yields
took place, although land under cultivation did increase far more rapidly

than farm employment. There was a 4 percent per year increase in cultivated
area in the Northeast as a whole, with rates of about 9 percent in the Maranhao
and Piaul states. Increases in production corresponded to the increases in
cultivated area.

below thosge

1ds now run substan

37. With few exceptions, crop vie antially

obtained in the rest of Brazil. A major factor in the persistence of low
vields is the low nutrient content and acidity of soils. Neverthele.s, there
{s practically no use of fertilizer or lime on crops other than sugar cane.
Uncertain and sparse rainfall is another limiting factcr in some zones. The
geography of the Northeast 1s dominated by a relatively dry, drought-prone
area known as the Sertao, comprising over 50 percent of the total area of the
Northeast but containing only 20 percent of the region’s rural population.
About 20 percenc of the region's area is in Zona da Mata and Agreste, where
rainfall is generally abundant and the rest is in the western border states of
Maranhao and Piaui which have sufficient rainfall. But uncertainty as to the

time of onset of the rainy season is a major problem even in the supposedly
well-wvatered areas.
38. It has been shown that weather influences production techniques

toward low-yleld, low-risk choices. In many areas of the Northeast, molsture
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constraints may seriovusly limit crop response to the use of fertilizers. Under

conditions of water deficit, fertilized plots may yield less than unfertilized

plots. 7The same applies to new seed varieties. Many of the specific causes of

low crop yields and low livestock productivity have not yet been identified
ut

caticfCantAarilue wmiich »Aacaoaw~h e nandod 3 mdnniiata cAalatiAane awma &~ ha en
DaLLOL("-\,LULLL_Y, 11V S g ¥ ATOCT AL Ll LQ Hoocuc g 4L dUT{UAlT ouUviLiULAVIIO ar o “yU U yl
scribed.

39, Agricultural development has been hamnerad bv farm tennre patterns

which have impeded the efficient use of land and have not facilicate. the
preservation of soil productivity or encouraged investment either by landowner.
or tenants.

4n, The Northeast is characterized by hish land concentration in the hana
of the few. Sliphtly over one percent of the rural establishments have 35.

percent of the area, while 4.2 percent have only 2.3 percent of the area.

T d iy s e e rnwe m o ~E tlin emiiw = Ao t+al. T ol it bl el \Tawtll i nne aaen P R R Y-}
"<|-l'_llLy_ Hie UKILE"“L vl Lile gLt al C2LAlAd0 /Tl Us Clie NULLULIIEAD L altC CLddDD Lo LTy
as minifundios, (not sufficient to maintain a family with 2.5 labor force mem-
bers); such minifundios occupving 18.R% percent of the area. These statistics

i=Jrcate the handicap under which the small farmers work. Thewr farws are sc

suall they must try to squeeze every square nmeter into production vear after
vear. Thev cannot allow any of it tc lie fallow, and this can have only oreg
result: a lowering cf productivity unless there is a replenishment of the
hurmus and minerals.

41. Only one-fourtih of male avricultural workers are owner-overators .
The remaining landless workers are snare croppers, tenants, scuatters or we ¢
laborers. Sharecropper drrangenents aifect a larre prorortion of awricultural
land. The relative b(ry1inlnr pover of the landlerd is an important factor

y oavanag rk

in the determination of the snarecropger's shares. [n many aveas share-
cropper is under oblication to sell his snare eifther to the land!lo or to a
party designated by him. Resulting lirits o1 freedom to make deciv ions as o
when to sell have a decisive effect on the saarvcropper's inccre.  Tenancy
arrangements apply mostly to large farms. ‘lhere a contract of tenancy 1

said to exist or. a small farm, it generally differs little from snarecroun:in
Tenure is also linked teo access to credit. Under Bracilian banciag prac;;cc,
real estate is the preferred collateral. !ence, tenant farmers wishing
horrow are at a Jdisadvantage.

2. Land tenure affects not only the distribution of apricultural pro-

- L..e _1-- _________ P T Ty r:,;_: £ o PO DRI 2 ISP e S [ R S
UUCL VUL 41050V peEdbuulle dA.LULdLA.UI . OLd HLLICAII. UlldefruLtlliiacdlion vl 14dna i1t
larye estates prevalls throughout the Northeast. e major irprovement which
land redistribution could bring about is the incorporation into production of
formerly unused land together with better labor utilization.

43, Large farms show a siiniffcantly higher land to labor ratio compared

to small farms but lower value added per farm hectare. The usual explanation
for the more intensive land use by sma.l farms as compared to large farms as-
sumes that large farm owners are not profit maximizers and they hold land for
prestige and political reasons. A more plausible explanation, however, is to
be found in the land and labor distribution and the response and market behav-
for that it provokes. Small family farms maximize the total output which in
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turn i{s shared among the family members. In these circumstances, the wape rate
is the average pcoduct which the family member receives and not the ma'ginal
product. The average vield, which is higher then the marginal product, sets

the economic minimum below which wages will not fall in rural areas. Farm
workers will not leave their own farms if the market wage will not give them a
rate at least comparable to what they can earn on their own farms. Profit maxi-
mization by larger farms will, under these circumstances, lead to low land and
labor use since they hire labor up to the point where its marginal product is
equal to the golng wage rate, equivalent to the average product (rather than

the lower marginal product) prevailing on the small farms. This theory is con-
firmed by the established fact that labor on small owner-operated farms accepts

4 fantr a aha v than ac a hirad
in tact a sna r thgn as a aired

laborer.
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44, Available evidence 1/ shows that larger farm size is not accompanied
by increasing returns. Under prevailing non-mechanized production practices,
machine indivisibilities, which often yield large-farm economics, are not sipg-
nificant i1u the Northeast case. In the labor surplus context of the Northeast,
these machines, in many cases, may not be so~lally profitable if capital and
labor are shadow-priced. Even when they are profitable, these machines could
in principle be supplied on a rental basis, so that their availability need

not depend on farm size. Large size and efficiency are not synonymous, parti-
cularly in the case of absentee land ownership. The potentially greater effi-
ciency of a more knowledgeahle large~scale farmer appezrs to ve counterbalanced

by the small-scale farmer's more direct i:terest and more intensive use of land.
45. The foregoing suggests that a more equitable land distribution couid
increase agricultural productivity in the Northeast. It is true that static
comparisons of efficiency do not take into account the problems which would

be involved in moving the present situation to one of smaller family farms.

The disruptive effects of land reform, such as lower investment and discon-
tinuity of production, are not dealt with in the available literature. Haviny
established the potential benefits of land reform, the policy maker must turn
to an investigation of how reform can be accomplished in such a way as to mini-
mize these disruptive effects of speculation, fear and uncertainty. It is in

thic gense that land redistribution by {itgelf 1is not a sufficioent condition
this sense that land reaisiribution oy 1tself 1s not a suilicient congition

to agricultural development.

Agri.ultural Credit

46. Despite the recent expansion of credit to Northeast agriculture, the
regional distribution of credit is still an issue. It 1s estimated that, at
present, the Northeast, which accounts for about 21 percent of national gross
agricultural product, is receiving only 11 percent of total agricultural credit.
Thus, while for Brazil as a whole, credit as a percentage of gross agricultural
product was 37 percent in 1970; the corresponding figure for the Northeast

was 12 opercen
wad 7 peLLc |L

1/ Cline, Economic Consequences of a Land Reform in Brazil, North-Holland,
1970.




47 Un
ating expenses and marketing. There was a lack of long-term financin
ital improvements, which are basic to increased farm productivity in the cases
where technology i proved out. Ranging from a low of 7 percent in the case of
"modern input" financing to a high of 17 percent official agricultural credit
interest rates were the same -- i.e., subsidized to the same extent -- as in
the rest of the country. Then, following the 1970 drought, the National Mone-
tary Council introduced a speclal line of agricultural investment credit as

7 percent interest vhich was later incorporated .anto PROTERRA (see para. 130).

cievd iy 1as deen mad avara

til rpcunrin rmost of the credit has been made available for o
jad

cap-

48. The great majority of small- and medium-scale farmers are not reacherl

onal croadit sources When they do ruceive credit it ic usually
ocnaa ait sources. when ney recelive creglit, 1t 1s usually

tuti
from expensive, nen-official sources such as middlemen, merchants, brokers aud
landlords. 1In 1970 bank loans to ~Northeast agriculture nu~bered 133,000 as
compared to a total of 2.2 million agricultural establishments (i.e., one
credit for each 16.5 farmers). Although loans to cooperatives have increased,
it i{s estimated that due to their weak manapement about 50 percent c¢f the
Northeast cooperatives do not receive bank credit. Of total bank cvedit made
available to cooperatives in 1970, conly about 9 percent went to coorevatives
located in the Northeast. TIven including cooperative credit, therefore, 1t
is unlikely that more than one of eve v 15 agricultural establishments benciitdd
from agricultural credit in 1970}, against a national average of one of every
four.
ints on the derand side L0

49, Brazilian bankers tend to emphasize constra
explaining probleme of small-hclder credit; i.e., the conservative nature of
small farm operators, thelr unwillingness to chainge or assume debt risks, tneir
lack of knowledge of how to use credit, the absence of prefitable investnent
alcernatives on theilr farms and their fear of Jdeaiing with formnal credit aye .-
cies. However, the constraints on the suppiv silde appear to be equally severe.
The banks concentrate their funds in large loans to minimize average admiuis-
tration costs. They also try to minimize operational risks bv lendiung mainlv
to those operators with high equity credit ratiocs. The fact cthat the banks are
required to charge less interest on small than on larger loans is another in-
centive to make large loans. The access of the small farmer to instituricna!l
credit sources is further hzmnprpn hv credirworthiness rpnnxrnmentc such as

land ownership, consent of the landlord, or rrliable co-signers. Credit fror
the banks often involves delay and the completion of many formalities too com-
plicated for the uncophisticated small farmers.

5. Acrr~ss the board interest rate subsidization available to all users
may have contributed in another way to credit concentration. Negative interest
rates create excess demand and in the rationinp process, funds will be mainly
absorbed by those whe are first into the credit market.

51. An analysis of the agricultural loan portfolio of the BNB, which
supplies about one-third of total Northeast arricultural credit, suggests
that not ¢nly has the distribution of agricultural credit not been improved,
hiit there even may have heen some reconcentration in recent years. From

1960 to 1967, BNB steadily increased the number of loans to agriculture as
well as total value loaned. About 29,000 individual agricultural loans were
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made in 1967. This number decreased very sha 1
four years and in 1971 only 12,000 loans were made. From 1967 to 1971 the
BNB eliminated from its portofolio about 10,000 of its 19,000 clients who had
borrowed sums less than 50 minimum salaries, the demarcation point for the
above-mentioned interest differential. Some of the decrease in small bor-.ower
aumbers was due to drought conditions and to some shifting of small borrowers
to cooperative source of credit. At the same t’ e, however, the BNB increased
the number of agricultural loans in the 1,500 minimum salaries class more than
threefold. These data stronglv suggest that Brazil's recent credit policy

L LY £

has little positive impact on credit problems of small- to medium-sized farms.

™

rply, however, over the fo
1

52. Unfortunately, the agricultura

ne apricull P<%h
meaningful change in the technology of Northeast agriculture. Usually, credit
is used to finance traditional forms of agriculture rather than being used to
finance other production inputs such as improved seeds, fertilizers, farm chem-
icals and storage. Only by combiring production inputs and technical assist-
ance can the credit program be maximized. (See Chapter V.)

Extension and Research

53. Regional disparities also prevail in extension and research expendi-
tures. These expenditures have been expanded in the Northeast as in other parts

€ tha mainmtey 4 masant vanwe T 107D hotravar Taca than 700 flalAd warlave
O Cne Ccountry in redcent years. Ali 17 /Vy nGWEVEYLT, LS55 widail /v 11210 WoiIneIlo

provided technical assistance to about 87,000 farmers or 4 percent of the total,
against 10 percent for the rest of Brazil. Moreover, the percentage of indi-
vidual agricultural credit operations accompanied by extension services was

3.7 percent in 1970, as against 5.1 percent for the rest of Brazil. 1/ 1In addi-
tion to the extrcmely low coverage, Northeast extension services suffer from
weak linkage between research efforts and extension staff, as in the case for

the country as a whole.

S54. Again, the percentage of research expenditure to gross agricultural
product 1is much lcwer in the Northeast than in the rest of Brazil. Moreover,
inadequate institutional structure is a major weakness in the existing system.
A multiplicity of experiment stations pursue uncoordinated programs which are
inadequately funded. Parallel with this ingtitutional problem, the selection

of research projects has not responded to economic criteria. The system has
tended to ignore problems requiring multidisciplinary approaches, particularly
where economic and natural sciences should be interacting. Although the sensi-
tivity of fertilizer use, as well as of a seed variety or farming practice to
water, is an extremely important consideration for the Northeast, there has been
little concern for this characteristic in the experiments. Finally, some of the
exlsting experiment stations in the Northeast are located at sites where solls
and other ecological features unduly restrict the geographic area within which
research findings may be relevant. Also, large areas presenting distinctive

1/ Excluding Sazo Paulo where -- due to the state's own extension service
the percentage was much higher.
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environmental problems do not have stations located in them. The lack ot
integration with the extension service is another shortcoming of the present
svstem. '

Marketing and Price
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biting Northeast agricultural development. The agricultural
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sector is frequently subiected to gluts and shortages hoth geographically and
over time, because of inadequate transportation facilities, lack of storage
facilities and inefficient terminal markets.

56. Government price support activities in the Northeast have been far

from commensurate with the region’s importance in the natiorn’s agriculture.

Only 10 percent of the price support program's total outlays in 1971 were made
in the Northeast. The main problems impeding the performance of the program

in the region are: the lack of knowledge of the program on the part of producers

and +tha Fart that than middTaman Aar tha mansavliandas 3¢ tha main hanafiriarv nf
and ¢ f{aci nat (né migaieéman Or neé money.ienger 15 Tne main oeneéiacirary oL

the program rather than the small farmer who has to transfer to his creditcr
the possession of the crop prior to harvest. 1/

57. Input pricing is another major problem. Because of distributional
bottlenecks, lack of feeder roads, etc., farmgate fertilizer prices in the
interior otf the Northeast are between two and five times higher than prices
prevailing in the rest of Brazil, which, in turn, are as much as two times
the international price.

The Economics of the 34/18 Scheme

58. During the last decade, Northeast Brazil has experienced a spurt
of industrializstisn in response to a system of incentives administered by
SUDENE. SUDENE stressed from the start the major importance of encouraging
rapid industrialization in order to increase the opportunities for nonfarm
employment and to raise regional income levels. Another important objective
of SUDENE's industrialization policy was diversification of manufacturing

UULPUL Lll uluer to dCﬂ-LQ:Vt: a ngLUlldL structure LH Lllc LHLCI.III!:UL(JLC auu LdpL—

tal goods fields which would approximate that of the rest of the country.

s of course relates to the poor distribution of agricultural credit.

the small holder or sharecropper had access to such credit, he would

Cammm Sm =2alV -~ &b oeiee e '\A e N ha 4o
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owever, on non-official credit sources the small holder/sharecropper
an be forced by such creditors to sell at lower prices.
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59. The main instrument of ths industrialization policy was a powerful
incentive introduced in 1961 known as the 34/18 scheme. By depositing equiva-
len¢ funds in the Bank of the Northeast (BNB), Brazilian corporaticns may

ofiset up to 50 percent of their income tax liabilities each year. SUDENE

uses a point system in determining the degree of priority of projects submitted
for approval. SUDENE may authorize the release of these funds for financing
projects undertaken by depositors, or by other private entrepreneurs up to a
naximum of 75 percent of total equity capital involved. 1/ In cases where no
loan financing is involved, thezefore, the minimum required contribution from
the investors' own resources would be 25 percent of total cost. Since “he
Bank of the Northeast may make a loan up to 50 percent of the total resources
required for a SUDENE-approved project, the "own resources' required for
SUDENE-approved projects may be as little as 12.5 percent of the total when
loan firancing 15 included. This powerful investment incentive is supplemented
by several others conceded by the Federal Government, official banks and the
ortheast states. These additional incentives include exemption from federal

income taxes, and from state sales taxes (ICM) during the early years of the

1/ Points are awarded according to plant location, essentiality, use of
regional inputs, import substitution, broad-based ownership, labor
absorption and labor participation in profits. Depending on prioritr

as indicated by the points attributed to a project by SUDENE, 34/18 tax
credits may be used up to 75 percent, 60 percent, 50 percent, 40 percent
- £
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project and access to official working capital finance. 1/ Finally, individ-
uals are allowed to deduct up to 50% of their taxable income on condition

that they invest it in registered shares of incorporated enterprises installed
in the Northeast (so-called Art. 14 1Incentive).

The 34/18 scheme has created a capital market —-- separated from tuoe
tal markets in the country —— in which venture capital can be taised.
cess of new Northeast enterprises to 34/1% capital is act costless
I heorv, cost is determined by the return on alternative projects in which
34/18 deposits may be investe.d. In practice, ! the depositor is not the pro-
ject sponsor, he usuallv receives nonvoting pref-arential share., which are
not transferable for five yeors and normallv earn a nominal div.dend rate of
between 6 to 12 percent per annum. Added to this cost L0 the now enterprisy
in some cases is a brokerage fee for bringing tne depositor togetier «~ith the
project sponsor. [mtil recently, the brokeraye fee has been in the S to & per-
cent range, penerally shared equally by the depositor and the project sponsor.

1/ All new Northeast manufacturing firms are pranted at ledst 50 percent
dr~nnama avw ovowmntdaan far 10 yanwas TF #hao Fiem n{nnon-r- s mats evwees li s
Al LVIUC ;cu\ CI\CI!IFLLUII AW A LA ycna.a. AL il A AR UL }‘, uvoiLo a LW }Jl\'uh\,h,
the tax exemption 1s increased to 100 percent. In both cases, the ex-
emption can be extended to 15 vears for firms located in the poorer

states. Approved projécts are also eligible for loans from the 5N,

Its terms, although still concessionary, have been hardening in recent
years. Until tre end of 1968, BNB loans were extended at nominal inter-
est rates of 14 percent. In 1569 the interest rate was railsed to JU
percent. In 1970, in connection with an IBRD lecan, the system was
changed to permit full ex-post monetarv correction of loans of mcre tnan
five years term and a maximum real interest rate of 8 percent. Most bor-
rowers, however, chose to use loans of l¢ss than five years, on which
monelary correction was not applied. Finally, 1in 1972 the BNS star
applying monetary corrections on loarns of more than one yvear terq, f
lowing a nationwide rule imposed by the Monetary Council. The YNorth
states have added a series of incentives. For five years aflter 1nila
lation, firms can deposit up to 60 percent of their state value aduiw
tax (ICM) liability in a state development bank, from which these funds
can be drawn as ''own capital' for approved investment projects. State
banks have also provided loan and equity financing, albeit to a limited
extent due to their scarce resourcrs. This, however, has enabled some
investors to contribute as litnle as 6.25 percent of their own funds in
34/18 projects. Most states have set up industrial parks which provide
a variety of services, such as access transportation, electrical substa-
tions, water supply, telecommunications, housing, schooling and commer-

cial ceontara The meost famous is the Aratu Park., which accounts for
¢1al c¢enters. ine rark, NLICH acgeounts 10T

about 40 percent of Bahia's industrial production. Ia Aratu, as of
January 1972, 39 industrial plants were in production, 29 under construc-
tion, and 80 in various stages of study, financing, etc., with options
for location in the park. Total! investment in Cr$3 billion and the num-
ber of jobs created is 21,000. Other industrial parks have had varying
degrees of success.



.
Since 1970, however, the demand for 34/18 funds has ex

this brokerage fee has increased sharply. If the project sponscr is not well
known he pavs now as much as 30 percent to the broker who can put him in touch
with a williug depositor. The system discriminates in favor of those large
Brazilian firms whose own tax credits are sufficient to finance the installa-
tion of branches n the Northeast or who have the renown to be able to mobil-
ize depositor capital readily. In these cases brokerage fees are eliminated

or, at least, minimized.

61. Promotion of industrial development in underdeveloped regions,
rather than countries, is hampered by the inapplicability of instruments --
such as tariff{ protection -- frequently used in national cases. Public Luﬁdiﬂg

of regional Jevelopment banks, used elsewhere to stimulate regional develop

ment . nrchabhlv also would have been insuff{icient to induce private enterpri

ment, prohably woul been insufficien Pr erpri
to move into the Northeast. Brazil has found a way out 5f this dilerma as
the 34/18 mechanism represents a rather ingenious way of channelling public
funds into the underdeveloped region while having the decision about the use

of the funds and the operation of the resulting enterprise wholly in private
hands, except for the SUDENE approval. The 34/183 scheme has been effective
during the last several years not only because it is s»o massive a device but
also because it nas been coupled with drastically improved federal tax enforce-
ment. Once some investment was attracted the market gained dynamism and the
system became self-propeliling.

£ Tha I1Q s
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d a far more powerful ins

cre cha .5 a far more powerful instr
than the income tax exemption Income tax exemptions for new industries
make a profitahle venture more profirnhlp but thev do nothing to reduce the
loss to an enterprise in case the new venture turns out not to be profitable.
The tax credit mechanism, on the other hand, by drastically reducing the
amount of equity the entrepreneur has tov supply for a giver venture, auto-
matically reduces the size of a prospective loss. If uncertainty about future
costs and markets rather than the sheer absence of profitable investment
opportunities is the principal obstacle to 'ndustrial investment, as it was

in the Northeast, the 34/18 scheme is ideally designed to overcome the obstacle.

63. soreover, et edi c
tariff protection. Unlike tariff prot
clearly the cost of industrial promoti cy m u
a periodic reexamination of the continued need for paving these costs. In
addition, the tariff protection equivalent even of the substantial capital
subsidv constituted by the 34/18 scheme and associated tax exemptions is low,
since the firm must stiill meet variable (labor and materials) costs which in
most manufacturing operations exceed capital remuneration by a wide margin.
Using a 2.0 capital-output ratio, which has been the average for SUDENE-approved
projects through 1971, a 10-year average life of eyuipment, ond further assuming
that the average 44 percent contribution of 34/18 funds to firm's capital is
free, the firm receives in effect a subsidy equivalent to effective protection
of a moderate 15 percent. Thus, the combiuned effect of all the fiscal incen-

e 4 v ¢ [
tives is to yunmiu Northeast firms to PTGJJCC at a cost 15 pe

the Center-South firms and still be equally profitable.

8
cers
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64. In the context of the Northeast situ-iion, however, it seems more
approprxate to rc ate the amount of the subs dy to yross sale
t

B
t, since

>
ide the

wale

L4
sales) affor ed by the regzional -ucewt
inofficioncies (3 relation ¢ n

inelirticieoncies (1n reiaftilo

firm (external diseconomies) as well as inside the firm (as reflected in the
value added). This does not mean, however, that invectuent in the Mortheast
is not financially attractive. As the Table below snows, whilie prortectien iIs
lov, differential returns on capital are hipa. 1€ the Zorrneast ence
is as efficient as his counterpart in the Center-Souti, nis return on equity

mav be as much as threc times higher (47 porcent agafnst 14 percent In the
example) .

65. In this cortext, it is interest.ny to nete that for th- Horthe st
"average" firms the IC) exeaption is prebablv merc important than tne 34/°°
raniral auheidyu 17 (Uhiecrn de avewonccad hi #iha A2 Fforanca in {ntFfarsc> yaveot
L.uxJL\.(xn_ SUDSAULY 1/ yWilica 1S ApPTESSC OF it QA7 0C 10 A0LCTTs o payoeins

in the Table on p. 27). The inpact of ICM exempticn in the finances of Lortae.
states is examined in Chapter IV-C beleow. The preliminary counclusion is that
there is no great dangcer of serious unisallocation of resources resultias Jiom

the 34/1§ mechanisn and th:ie other regional incentilres except in fhe cdSe !

Wighly capital intensive industries, where the import Jutv equivalent of tie
incentive package can be {airly hien. For example, for ar incustrv witi o
capital-output ratio of 5.0 the resulting nominal protectiorn wenld be 1) per-

cent and the effective protectinn as high as 24 percent. Iv chould b alce
however, that the highest averace capital-output ratio by subsector jor 57

approved projects tnrough 727 2.4 {(met:l industries). we atve s
for examined subsidies e: : st fire i i y
where in Brasil. wverld,

should he adled. I N ool -
lished Center-Soutn firhs openlng nches in the

Capital Intensitv

ne, The 34/10 scheme has beeu criticized because, bv rarreasingz the
availability of cheap capital to entrepreneurs, it favors capit i-ingues
rataer than lébor~intensive production techiques in a region with a heavy
labor surplus pro»lem °/ Some analysts hold that when a method is sought thoae
1 to subsidize
ding on labor and
n

activate lﬂVBbL“"EﬂC G(’CLSIOIIS it l" blmply m
tal rather than labor. Spending on capital
b

sidy of anv civen gize is thovrefare far m
a Sudslay of any giveéen 1z¢ 1s, tthercrore, iar more

the investment dec1sxons if it is aonlied wholly to cap
spread in sone fashion over both capival and labor costs. lowever, evidence
suggests that despite the capital biu: of the 34/18 system, the technologies of
the firms that chose to become established in the Northeast are, by and large,
comparable to those prevailing in the firms operating in the rest of the

stimulatirs

Cinuiating

1/  As the impact of ICM exemption and of the 34/18 scheme is proportionate
to value-added and to capltal, respectively, their relative importance
for a specific firm depends on the capital/output ratio of the firm.

2/ As to capital intensity, the ICM exemption, heing based on value-added,
is neutral.

-



Table 9: THE EFFECTS OF INCENTIVES
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Northeast Center-South

Firms Firms Subsidy
Total Investment Cost 1,000 1,000
Finencing: 1/
31,/18 Resources (Lo} 5/
™~ Resources (310) (500)
loans (250) (500)
Cross Sales 1,200 1,200
Tradeable Inputs 700 700
Value Added 500 500
(Depreciation) 2/ (100) (100)
(1cM) 3/ (35) (75) o)
(Interest) b/ (20) (50) 30
(Labor and Other) (175) (175)
(Gross Prof}t.s) (170) (100}
{Income 1ax) 5/ (25) (30) 2
(Net Profite) (1Ls) (70)
Total Subsidies 15
Return on Equity (%) 6.8 1L.o
Effective Protection (%)
(Total Subsidies/Value
Added) 15.0
Hominal Frotection (%)
(Total Subsidies/Sales) 6.2

v

R g rR

For Northeast firms, average shares of 34/18 resources,
sponsors' own resources amd loans in SUDENE-approved
projects in 1963~71; for Curnier-South firms the prevailing
1:1 debt/equity ratios as found by the 1972 Special
Industrial Mission.

Assuming a 10-year life of equipment.

For Northeast firms, 17 percent rate cn value-added and 60
percent exemption; for Center-South firms 15 percent rate.
For NWortheast firms, having easier access to officlal
institutions (BNDE, BNB) B8 percent real interest rate; for
Center-South firms 10 percent.

For Northeast firms, 50 percent exemption on the 30 percent

Fedaral corperate income tax.

The extent of the 24,/18 subsidy is shown on the "Interest”
line below.



country. The average investment approved bv SUDENE during 1967-70 was about
t5510,000 per worker, l/ somewhat higher than the corresponding USS$i3,300 [{or
the whole country. Most of the difference, however, can be explained by (a°
predominance ¢f investment in new plants rather than in expansion of existing
firms in the case of the 34/18 projects; (b) predominance among SUDLNE-uapproved
projects of local subsoil resource-based industries such as chemicals and
metals, which are capital-intensive by nature: and (c¢) over-invoicing of in-

vestment costs by the project sponscrs in order to reduce thelr ovn contrio ;-
tion.

h7. Apparently, therefore, the impact of tne 34/13 scheme on canitna!
intensityv has in practice beecn marginal, as the choice of techniques in the
cases where there is any, is iniluenced by nere irportant factors suen ac
_u1litv cnwpotition with the resr of Brazil and the world and li-ited avay -

a1l

14 e $11ad manmoeerar- Tomtbmr ovriog dletmetrdvme e e #he P
dll‘JJ.L\ U D'\LLLV’K 1 l})\.'-' Tl . DaAaCuisL ]ll Lo LS O R S IR R Y B Y ad> wil o < L i SRS L=
tion of imported technoloyv to the needs of a lasbor-rich econcmiv sec T &
national rather than reeiona: prohlerms.

[, In sectors like chericals and metals that loor very large in "ozt
east industrv the spectrur of techniques is very narrow., itlowevoer, 10 the . <
cf nen-subsoll resource based activities, there {s scoepe for 1proviis caa
facturing emplovment growth Hv uirecting investrent tu laver-intensive 1o

try branches (e.g., garwent 1acustry, electronic cenponents, wate.es, &ic. .

As the point svysten adopted by SUDTHL [or rating and anpproving lihvesZinent r: -
jects 1is biased towards capital intensitw, this oc~ortunitv nns not seen o o

firliv advantage ¢f . The poiat swsten ga:pa preicererce o gapzta} TV PN
mediate goods industries that ave genzraliy capical 1ntensive. Tris auoic: -
critericn airs at develoning a nore bhalueed and reiativelyv autonerese repgion,,
industry structure. Civen toe cencern {0y the nmemni vient orebie s oof L
lortheast, nicit capital intensity is In {tseil undes:rable, otnes thinys oo
ecual. This is deoubly so, if in facr sueh in~uﬁtr1ns do not ntave a cor, orLt
advantape in the Northneast, and are nreofitab e cnin Jiven voecial psrefere

over other types of product.

e, On the other hand, tne Northeast mav not presently have a co o 2
advantage in labor-intensive products. Tt {5 wellunown that relatively low
azes do not invariably mean low labor costs, since productivitv may he reia-
ivelv as lov. Wages in the Northeast are around 40 percent lower than in
e rest of 3razil but productivity Jdifferentials presently more than offsct

his differential. Wape/productivity comparisons can be made in terms o
respective shares of wages in value adaed. 1If Brazil as a whole had an in-
dustrial structure similar to the one prevqxling in the Xortheast. the per-
centage of wanes and salaries in Brazil's manufacturing value added would be

1/ This is derived from the average project cost shown on Appendix Table
less an estimated 15 percent for workiug capital. 1In the case of BN3-
financed projects in 1969-71, the average capital cost per job was about

{
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21.5 percent. 1/ Presently, wages amount to 23 percent of value added in the
Northeast. 2/

70. With the development of industrial skills and infrastructure it
can be expected that the manufacturing costs of some labor-intensive Northeast
industries might fall below those elsewhere in Brazil and eventually elsewhere
in the world. Ome thing which 1s needed 1is expansion and improvement of
E_-J‘:L-l - — - AY o QI e ﬁt

racriities LUX’ CUULdLLlIg dllu lelu.l.llg LHE LdUU[ u)rce. HNLS0, LHE O U ULV, pU
en should be modified to give greater weight to job creation. The point

t
tg__ should, at least, aim to hold the degree of capital intensity over the
i

region's industrial sector as a whole to that which would result in the absence
the 34/18 progran.

The 34/18 Operation Through 1571

71. It 1is appropriate at this point to present a picture of the indus-
trial projects which have been approved by SUDENE. Between 1963, when the
34/13 scheme started operating, and the end of 1971, about 800 projects with
a total investment value of 1971 Cr$12.4 pbillion (corresponding to about USS$2.3
billion) were approved. About 60 percent of the projeccs were approved dur-

domes 106071 anAd allmrinag Fawv 2 I_( woar rAeACn mmot AfF tham had nar hannm
ANg 1700=/771 a4fNda, GLLUW&llb i0i a J ygax avcxabc J.db’ mos T O Tnem aau nasot oeen

completed by the end of 1971. The 20 largest projects, about 4 percent of the
total, accounted for more than 30 percent of overall investment value.

Slightly less than 70 percent of total investment value is accounted for by
four industrial branches; chemical industries, 22 percent; metal industries,
19 percent; textiles, 13 percent; and, non-metallic minerals, 13 percent.
Seventy percent of the investment was concentrated in intermediate goods, 25
percent in consumer goods and 5 percent in capital goods. Despite SUDEMNL's
efforts to spread the benefits of industrialization throughout the Northeast,
some 71 percent of approved investment value is located in three states:
Bahia, 39 percent; Pernambuco, 23 percent; and, Ceara, 9 percent. The program-
med composition of the total investment financing is shown, year by year, in

Appendix Table 29, The 34/18 funds have played an increasingly important role
in total project financing, averaging about 44 percent. Firms'

accounted for 31 percent (much higher than the theoretical minimum 12.5 per-
cent under the SUDENE's point svstem), the remaining 12.5 percent corresponding
to official bank loans and foreign loan financing.

omIn resouraoas
OwWwil TCS0UICES

1/ Calculated on the basis of the actual shares of wages in value added
prevailing in Brazil's industrial sub-sectors in 1969 according to the
IBGE's industrial sector survey of that year.

2/ This straight comparison could oversimplify the issue because it assumes
the same capital intensity in ®he Northeast and elsewhere. Lower per
worker productivity in the Northeast may be attributed to lower capital
intensity in the region, despite the high cost of the new industrial
jobs.
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72. Before the starting of the 34/18 operations, Northeast industry was
characterized by inefficient small units, rudimentary technological processes
and low quality products. Lack of entrepreneurship, the small size of the
regional market, lack of external economies, poor infrastructure and low labor
productivity have traditionally hampered the growth of Northeast industry.
High transport costs protected obsolete Northeast industry from Center-South
competition.

73. The 1ingenious 34/18 scheme was highly successful in mobilizing and

transferring resources to the region and in committing these rescurces to
Iransierring resgurces regioen ngommitiing Thesge resgurces

investment in manufacturing industry. Despite some failures, the region's
economic base has been broadened, the industrial structure has been diversified
and the whole region has been exposed to a modernization process. The sub-
sidiaries of Southern firms have brought with them an inflow of experienced
senior managerial staff that has already sipnificantly improved Northeast
entrepreneurship. Lack of local entrepreneurial capacity is the main cause of
the failures that have occurred. The family nature of local enterprises is,
however, gradually losing ground. As for infrastructure, the federal highway
system has been greatliy improved in length and quality, thus reducing sharply
intra- regional and inter-regicnal transport costs. Transport costs no longer

..... Al et ot oA Frne Aw A howwd e thha davoalammamt ~F
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Northeast industry. 1/ Substantial progress also was made in power and tele-
communications; electric generating capacity expanded 4.5 fold during the
1960's. It is in the fileld of interindustry relations that conditions in

the Northeast still appear to be primitive due to the lack of subcontractors,
component suppliers, maintenance units, etc. SUDENE and BNB could help small
and medium industries in fully exploiting the linkages of the industrialization
program. Another bottleneck facing Northeast industry is the shortage of
skilled blue-collar workers (e.g., plumbers, electricians, sheet metal workers,
toolmakers and repalr mechanics) as well as of middle-level manpower in such

areas as accounting and office management.

74. Higher production rosts resulting from manpower and management
cehAwtanan Awma aremease A~ ohn mmallase orncala A Annwmatinmma ~AF mact RAwesdly
iV (.15“3 aLw LUIIIPUUIIUCU Uy LIIC SWariCl DLaLc v UPELdLAVHO Ul TLUS L b WOT LT uDL
firms Moreover, while there has been abundant loan and equity capital avail-

able to 34/19 firms, many of them have sufferad from delays in project approval
by SUDENE and, more recently, in capturing 34/18 funds. In order to cover tic
financial gap during project implementation, those firms have had recourse to
short-term, high-cost financing, which in many cases, has impalred their finan-
cial viability.

75. Very little is known about the actual performance of firms that
were established under the 34/18 system. Since very few of even the small
proportion of projects already completed have had a full run-in period, there

1/ Among the firms interviewed transport costs (on input, as well as on
output) were below 3 percent of total production costs.
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does not as yet exist an adequate empirical basis for such a judgment. This
should be an area of further research in the future. IBPD analysis 1/ of the
prospective profits anticipated by 487 new enterprises approved through the
end of 1968 showed an average ratio of profits to total capital investment of
32 percent. A Brazilian study showing a 22 percent expected average internal
rate of return on roughly 400 industrial investments approved by SUDENE during
1960-69 confirms the IBRD finding of high prospective prefit rates. 2/
nlthﬁubu most of this investment is bE‘Lﬂg made u] firms 011"680’] EStnbliShed

elsewhere in Brazil and experienced in their lines, and consequently competent
to estimate costs and sales, it is 'l‘lkp]v that difficulties in nrnvln_lino skilled

manpower and in capturing 34/18 funds must have prolonged the period required
for the new plants to achieve the efficiency levels implicit in their profit

projections.

76. SUDENE-approved industrial projects have been characterized by high
abandonment rates, reflecting the difficulty of obtaining good information
with which to pre-evaluate their feasibility. An idea of the Northeast firms’
financial performance can be derived from an analysis of BNB's industrial loan
portfolio. As of April 1972, 24 percent of total loan portfolio was in arrears
more than 3 months or had been rescheduled recently. But only 19 percent

nf tha navretfalia wae Iin ~Aramnanioac wvhnce nracnastce wvare yacardad Ly TE2RD cuinor-—
WA il }JUL LiVadw OO iy LWVl GlldA v wWilwo o !JL\J‘D}IL\_\_J we Lo AT paLuT U U’ L2V R AN 4 Juyk'l
vision mission to BNB as being uncertain or poor. Poor management was the main
cause of the firms' financial difficulties. Inadequate accounting, delays in

project completion owing to technical problems or difficulties in obtaining
34/18 resources, marketing problems, as well as delays in raw materials supply
for new products were frequently mentioned as factors adversely affecting firms'
profitability.

77. Finally, a survey conductec in 1970 by SUDENL among 154 projects
completed by the end of 1968 showed:

{a) sixty percent of the firms were operating at full capacity;
22 percent at 70 to 99 percent of capacity, and the remaining
18 percent at below 70 percent of capacity.

(b) About 50 percent of the firms working below full capacity
attributed it to lack of working capital, 21 percent to raw
material problems, 14 percent to demand constraints and another
14 percent to manpower and marketing problems.

(c) The actual labor absorption was 90 percent of the forecast and
average capital cost per job was around $12,000.

1/  Appraisal of Banco do Nordeste do Brasil, DB-52 (1969).

2/ E. L. Bacha et al. "Analise Governamental de Projetos de Investmento
no Brasil", IPEA, 1971.
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(d) The Northeast market accounted for 60 percent of the sales,
against 35 percent the Center-South and 5 percent exports.

(e) Despite generous tax exemptions, federal and local taxes paid
by new firms in one year equalled about 30 percent of the
34/18 financing.

78. What emerges from the SUDENE survey is that there is some excess
capacity among the newly established Northeast industrial firms. It is hard
tn haliavyae haowever that the main cauge of it 1g lack of warkine canital

v Vo AL T VL y HUWT YOy =BICR LST Ly A A S LOWOR WA -~ - AN WA N A I\A-AIB \—GP& QA .
Although credit shortage prevailed during the stabiliz tion vears (1964-67),

short-term credit availability was adequate by 1970, at the time of the sur-
vey. The f=ct that the firm was still in the run-in period, in some cases,
or insufficient planning, which led to some overinvestment, in other cases,
probably were factors more important than the alleged lack of working capital
to explain why the firm was operating below full capacity.

79. Another interesting finding of the survey relates to marketing

patterns. It has been frequently aileged that the Northeast market is inade-

quate even for subsidized industries and that these can exist only by selling
=== NDesmaadl  TL.. Joote- cedel o man & e a1 L .

their products to the rest of Brazil. The data with respect to actual markets
clearly refute the charges made. Further, another survey 1/ indicates that

the new firms are expected to have close I{nlr:op to the region, which will

the firms xpected have close linka regior i11
provide most of their material inputs as well as their principal market. Fears
that the program will generate a great deal of uneconomic transportation to
and from the Northeast would appear, therefore, tec be unwarranted.

G. The Transport Sector
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major bottleneck to interregional flows. Between 1960 and 1970 the length

of paved highways increased fourfold, thus reducing sharply inter-regional
transport costs. By 1975 when the present construction program is completed,
very few federal highways presenting any economic interest will remain un-
paved. What remains to be done now is to complement the primary system with
an inmproved rural roads system in areas that have been uneglected thus far

and that have an important agricultural potential. Preliminary evidence
suggests that in these areas the high costs of moving prcducts from the farm-
gate to primary assembly points are responsible for a large share of high
marketing margins. The same applies to farmgate price of agricultural inputs.
ONNE  dth eha finannaial ipport of USAID in the form of a nc¢9< mf 114 1o

LNy WAL LT financias ouy!lvtl. Vi in e Iorm o1 & mi2i1i0nN J.vnu,

is engaged in the financing of a US$80 million nationwide program of feeder
road congtruction. Although this program is especially directed to the North-

east and Center-West staCes it is understood that the present resources will

1/ 1969 IBRD Appraisal Report.
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be far from sufficient to cover all Northeast needs (see Chapter V). Construc-
tion and maintenance of feeder roads should be handled at the state level,
either by the state highway departments (DER's) or by semi-public corporations
(consorcios rodoviarios), such as those already operatirg in several North-
east states. In addition to extending and strengthening these local opera-
tional enterprises, there Is a need for a national or a* least a regional
intersectoral committee to formulate, coordinate and coutrol a transport pro-
gram to meet the developmental objectives of the Governrent in the Northeast.
SUDENE, as the main development agency in the Northeast, could play this role

if it received strong support of and collaboration from both the National
Highway Department (DNER) ~- vhich should get more involved in this domain
than it pregently 18 -- and BNDE (Banco Nacional de Dese.wolvimento Fconomico).
a1. The Northeast cities of Recife, Salvador and Fortaleza are experi-

encing urban trangportation problems. These problems have largely to do
with existing ports in the oldest parts of these citles and with the lack of
bypass for thru traffic. To remedy this, peripheral highways are being built
(Recife) or studied (Fortaleza). Recife and Salvador are also in the process
of developing Urban Transport Master Plans.

82. The Northeast railwav network was desigzned primarily to reach

isolated inland cities. The geographical layout of the network, as well as

the very noor condition of alignment and roadheds and the obhsolescence of
ry poor condition of alignment and roadheds and the obhsolescence

rolling stock explain much of the inefficiency of the Nc:-theast and railway
network, especially on long-distance hauls. The 1969 B8razil Transport Survey
recommended the closure of part of the Wortheast railway system, which was
uneconomic.

83 For social and national security reasons, the full program of line
closure recomrended by the Transport Survey pas not been strictly implemented;
in fact, a new line was opened to traffic in 1972. The regional railrocad
system is incurring heavy deficits; its operating ratio current expenditures/
current revenues is about 4. Given the present network size and rates, traffic
on the NE system remains much too low to ensure the economic and financial
viability of its operation. No changes are expected in the near future that
could modifv the present picture: (1) prospective tra”fic increases are not

important; (ii) rates cannot be revised upward since the railroad would then
certainly lose traffic to the roads; (iil) the remaining lines to be abandoned
under the current RFFSA program are few compared to the total network; and

(iv) planned personnel reductions are marginal. If the Government is not
prepared to close down the uneconomic limes presently under operation, then

the Transport Survey's recommendation concerning "normalization' should at
least be followed more strictly. This would require that the part of the
railway deficit attributable to maintenance of uneconomic lines for national
security and social reascons be clearly and precisely 1ldentified and that ade-
quate compensating transfer be made to the railway by the Federal Government.

84. in the Northeast, shipping, both coastwise ard deep-sea, no longer
holds the privileged position it used to have when there was no highway com-
petition and all goods transitted the ports. Although half of Brazil's ports
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are located in the North and Northeast, they handle only 18 percent of the
total traffic and 7 percent of the international traffic. tost of the ports
are small, with poor natural conditions, and they have obsolete equipment and
organization. A modernization effort is underway consisting of: (i) build-
ing specialized terminals (for sugar in Recife, for salt in Areia Branca, for
oil products in Salvador); (ii) constructing new port facilities or extendiny
the old ones (the new pott of Itaqui, to replace Sao Luis; tte improvement of
Recife); (iii) creating mixed economy companies to replace th: rigid, over-

centralized administration of the National Ports and Navigabl2 Waterways De-
partment (PNPVN) management (Sao Luis/Itaqui, Belem, Mucuripe).

85. Any further important new infrastructure investments should awafit
the results of ongoing and future studies. The modernization effort which the
Government has addressed itself to should deal more urgentl- with the specific
problems of pgeneral cargo. Contrary to liquid bulk traffic (petroleur and

oil products) and dry bulks (salt, grain, sugar), general cargo traffic is
declining steadily as a result of the truck competition, especially on the
North-to-South hauls. This decline will continue unless mthe competitiveness
of coastwise navigation on long hauls is restored by means of its inteyration
in an intermcdal transport system. Conditions for this rehabilitation in-

(a) fostering the development of joint truck-cabotage companies,
offering door-to-door services;

(b) granting shippers more freedom in the use of port accomodarions
and easing from them the burden of DNPVN port regulations;

(¢) 1increasing the reliability and speed of coastwise transporrt;

and,
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H. Social Sectors
lealth
86. The health picture in the Northeast has been improving in the last

decade, although not at the speed required to cope with absolute needs and
regional disparities. Despite the persistence of communicable diseases and
thn Taml, Af Loaiwd o mamdtabdoa -}~ ) 58 hamew o wad.inbdamem Jia Anemoeen
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infant mortality rates, but the latter is still at 150 per thousand; high
engugh to stinmulate h{nh Forrilirv and thus to be an imnnrr nt hottleneck to

the achievement of a more stable rate of population growth Ht lcwer fertility
and mortality rates. While the number of hospital beds has increrssed propor-
tionally faster in the Northeast than clsewhere in Brazil, this increase has
not been accompanied by a similar increase in the number of doctors. This
points to one of the region's main health problems, the underutilization of
existing facilities.
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87. Although some improvement occurred in recent years, malnutrition

is one of the reglon's most pressing problems. It largely accounts for high
pre-school mortality rates. B studies indicate that calorie deficiency

over the whole Northeast population averages 25 percent per capita. The poor-
est one-third of the population suffers a calorie deficlency of more than 50
percent.

88. Vater and sewerage services are still very inadequate, thus consti-
tuting a principal cause of disease and disability. Significant progress
however, has heen rade in water supply. The share of urban population supplied
with water increased frcm 19 percent in 1960 te 30 perce nt

14
in 1970. (The lat-
ter compares with 50 percent for all Brazil.) The BNl “s presently financing
a water supply program which, {if implemented according to schedule, sheculd
meet €9 percent of the Northeast's urban requirements bv 1980. One problem
that the program may encounter is the unavailability of state counterpart funds.
This issue 1s further discussed in Chapter IV. The proportion of the urban
population served by sewerage facilities 1is not only very low -- about 7 per-
cent, as apainst 26 percent for all Brazil ~- but has Yeen decreasing in

recent years owing te the rapid growth of the cities. 1In the two main centers
of the Northeast, Pecife and Fortaleza, 25 percent of the population live in

L mnsantl an "—.--._ nmdl ancen e marnd VT ahildetew do ren PP RN 4 ~ o an
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There, only 0.6 percent of the population is supplied with wsater (apainst 2
percent for Brazil as a whole) and mere 0.2 percent is served bv sewerage s

.4
ys—
tem against 0.5 percent for Brazil. This also reflects the priority that in
the allocation of scarce resources urban communities re¢ :eive since they con-
froat much larger and more difficult problems.

/
/

1
i

Education

89. Quantitatively, the education and training svstem of the Northeast

has responded impressively to the growing national commitment to education.

Retween 1964 and 1970 enroliments in the formal education system increased at

an average annual rate of 5.1 percent at the primary level (grades 1- 4), 12.9

nercent at the ginasio level (gorades 5- R\ 15.7 percent at the colegio level
o level (gr percent colepi

peIenc vae iasSi

(grades 9-11), and 18.3 percent at the higher level. The primary and colegio
enrollment growth rates surpassed those for Brazil as a whole. Vocational
apprenticeship training provided in the Northeast by twe national associations
of industr, and commerce (SENAI and SENAC) also increased substantially. 1In
addition, in its first vear, Brazil's national literacy campaign (MNBRAL)
involved 75 percent of the Northeast's municipalities in proprams of adult
education. By mid-1971 the Northeast accounted for 340,000 or 42 percent of
the adults successfully made literate by MOBRAL.

90. Despite these gains, however, there remain significant regional

disparities regarding the uistr‘“"tion of education cpportunities and attain-
ments as well as the efficiency and quality of the education system. Enroll
ment ratios for the relevant age g!QLpS in the Northeast are lower than for

1/  Full treatment of the subject is given in Volume V, Annex II.
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Brazil as a whole at all levels of education, amounting to only 45-50 percent
of the primary age groups versus almost 70 percent for all Brazil. With
slightly less than one-thirq of Brazil's population, the Northeast accounts
for about one-half of the country's 15 million illiterates over 14 years of
age.

91. A comparison of education efficiency shows that 81 percent of

primary school students drop out before completing grade four in the Northeast,
compared to 64 percent for all Brazil. Due to wastage in the system caused

by repeaters and dropouts, it takes eleven school years to graduate one student
from four years of primary school in the Northeast, compared to eight years

for Rrazil at large.

2. Secondary level education dropout rates are much lower than for
the primary level but still show a similar disparity betweer. the Northeast and
all Brazil. A selective examination imposed on students moving from the pri-
mary to the secondarv level has contributed to lower dropout rates in secondary
schools. About cne-half of primary graduates continue to secondary sch»ool in

the Northeast.

93. Comparisons between the Northeast and all Brazil should not obscure
the disparities within the Northeast itself be:ween urban and rural areas.
Enrcllment ratios, literacy and labor force education attainments, and (in most
Northeast states) education efficiencies are all lower in the rural areas than
in the urban areas of the Northeast. In terms of these indicators, the rural
areas of the Northeast also compare unfavorably in most inst.aces with rural
areas in Brazil as a whole.

94 Contributing to the low efficiency of the Northeast's education
system is the fact that at least one-half of primary and secondary school
teachers are unqualified. Most teachers are part-time and mav hold another

job or teach :n several schools. Another contributing factor is the lack of
sufficient physical facilities (70 percent of primary schools have a single
classroom) to keep students in school for more than a few hcurs each day.

Most primary and secondary schools operate on a triple-shift basis. In addi-
tion the curriculum at both levels is crowded and difficult and textbooks

are rare. Socio-economic factors, such as seasonal agricultural work and
distance to school in the rural areas, also undoubtedly contzibute to the sys-
tem's inefficiency.

95. Manpower data required to evaluate the response of the formal
education system to the needs of the economy is lacking, although 1 maln
criticism of the present system is that it is too theoreticalls and academi-
cally oriented and thus limits the adangabiligv of graduates and dropouts to
jobh tasks in the labor force. Academic and university oriented streams
accounted for approximately 80 percent of secondary school enrollments in
1970. The percentage of total enrollments in the industrial and commercial
streans declined slightly during the 1960's (amounting to 12 percent of

ginasio and 23 percent of colegio enrollments in 1970). Enrollments in
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96. ' Between 1964 and 1970 total public education expenditures in the
Northeast increased at an average annual rate of 15.5 percent, with education
expenditures at all levels of government making substantial ga‘ns. The growth
in expenditures was not enough, however, to improve the Northeast's share of
total Btazilian public education expenditures. Wit more than 20 percent of
Brazil's enrollments, the Northeast in 1970 accounted for only 14 percent of
total national public education expenditures, the same share it accounted for

in 1964 Interrecional differentials in per student expenditure may be
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explained by lower teacher salaries in the Northeast, (which is, in turn, re-
flected in lower productivity) and hy a smaller teacher/student ratio prevail-
ing in the region together with very limited educational materizls.

97. Recent trends show that the states have been cormitting to education
an increasing share of their budgetary resources and that reliance on these
resources has grown in compair.. >n to that on transfers .rom the Ministry of
Education. An average of 92 percent of tlLe states' budgetary resources devoted
to education, as well as a considerable portion of federal transfers for
education, go to meet recurring costs, mainly salaries. With the present

Tdmd *tad availahd14r yry -
limited availability of funds the states cannot affora to devote any s:gnifi

cant amount of their own resources to capital investments in education.

98. Federal and state authorities are well aware of the auficiencies in
the education system. Recent reforms enacted by the Government are intended
to:

(1) change the structure of the education system by corbining
the primary and ginasio levels into an eight-year course
of basic education;
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t11i1) €xparna €eagqucatiorn opportunities at this new level 1o luciude
90 percent of all 7-14 year olds by 1975, while reducing
the incidence of repeaters and dropouts through improved
efficiency:

(1i1) end premature specialization by providing exploratory pre-
vocational courses only during the last two vears of the
elight-year basic cycle; and

(iv) orient curricula and enrollments at the colegio level to
job opportunities, providing adequate profe._sional train-
ing to students who will not continue to higher education.

[e]+] The implementation of these reforms rests with the individual
77 . Al LIIIHLC ULl CO & AV A LSRR SRS ) = &% A VAo AT IV Lo L S Y ) i< A AN A Y AR A
states. Consequently, the reforms' success will depend largely upon the
states' physical and financial censtraints. Federnl assistance will be

channelled through the Education Salary Tax, an earmarked transfer mechanisn,



and several Northeast states will receive additional assistauce from USAID
through a nationwide USS$50 million loan as well as from other extermal sources.
No cost estimates for the reforms have yet heen derived; these are to be
determined on the basis of results of a school mapping and inventorv of exist-
ing facilities now being conducted by the states as part of an evaluation of

thelr education systems.

100. There is a clear need to strengthen state ecucation planning units
and to relate planning at the federal level to state and regional disparities
and priorities. ©National education objectives may not be consistent with
state and regional development needs, and national enrollment targets have
1deela — o= -~ - cxd ol koo Voo -
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101. If the Northeast states were not to increase the present share of
their budgetary expenditures devoted to the current costs of primary education
and the growth of primary school enrollment were to continue at the rate
achieved bhetween 1964 and 1970, the mission estimates that by 1975 the operat-
ing costs of the system would greatly exceed the availability of budgeted
resources. In addition, larger expenditures at the secondary level will be
required simply by virtue of the larger flow of students adritted from the
primary level. The combined impact of current and capital expenditure for
primary and secondary education on state finances is further discussed in
Chapter IV. It suffices to note here that the strain on state financial re-

sources resulting from the past ranid expansion of the educa.ion svstem

SCUTCES YaeSuaivang LTOM e pPast dapad CRPausiVll U «af uda.aon s5YysScem aub’
cests that the Federal Government should give serious consideration to in-
creasing the share of its resources which it transfers to the states to cover

education expenditures.

102, The rapld growth of secondary and higher education enrollments has
reduced the shortage of middle level and professional manpower, although the
situation is still critical in some areac. A faster and mcre efficient re-
sponse to increasing manpower requirements is, therefore, necessary. Because
of the overwhelming attention devoted to the new basic education cycle, upper-
level secondarv education appears to be neglected by state strntcgy As lony
as migration continues to be an important sclution to the Northeast employment
problem, resource allocations to the education sector should be responsive to
nrpv—n]*lno migratory patterns, and the mechanisms of compensatory fund trans-
fers for education should uften be reviewed to recflect these patterns. Current
federal resource allocations for basic and secondary education are based on
criteria rhat favor slightly the poorer states, but they do not take into
account the benefits that the richer states receive from the inflow of manpower

that may have been educated at the expense of the poorer s*:ates.



103. As in 1958, the 1970 drought jolted the Government into a major
reformation of its policy toward3 the Northeast. The vulnerability of the
Northeast economy was displayed by the drought. The limited role of industry
in absorbing surplus labor was recognized. It was decided that the main
solution to agricultural underemplcrment and poverty must lie within agricul-
ture itself. Two new dimensions were added to Government policy: labor
mobility and agriculture. With the creation of ihef Nat'onal Integration Pro-

gram (PIN) in 1970 and the Program of North/Northeast Land Redistribution
and Aarin-ﬂf-urn] NDevelopment {anTFRPA‘\ in 1971 50 percent of the 14/18 in-
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come tax credit resources, corresponding to about U5$280 millioun annually,
were preempted and channelled to finance agricultural development and related
infrastructure in the Northeast and Amazon regions through 1976. Another
major component of the new rcgional development strategy is a program to re-
organize the inefficient Northeast sugar industry. Together, these new
programs constitute a major attempt to ease the agricultural underemplovment
in the Northeast, partly by removing workers from this area to new agricul-
tural frontiers and partly by increasing the productivity of workers remaining
in the area.

A. The Natinnal Integration Program

104. In 1970, the Government created the National Integration Program
which :s preempting 30 percent of the irnvestment tax ~redit resources and
applyin, them in (a) construction of the Transam./onica and Cuiaba-Santarem
highways; (b) colonization of areas adjacent to iuese roads; and (c) construc-
tion of various irrigation works in the Northeast. The 1971-74 budget for

the three schemes 1s as follows:
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1971-74 PIN EXPENDITURES
(In Cr$ millions at constant 1971 values)

Total
Actual Projection %
1971 1972 1973 1974 Value Discribution
Total 518.7 690.0 757.5 831.0 2,797.2 100.0
Transamazonica and Cuiba-
Santarem Highways 363.0 213.0 280.0 350.0 1,206.0 48.2
Colonization Program Along
Trans .mazonica and Cuiaba-
Santarem .(ighways 30.0 175.0 175.0 175.0 555.0 26.9
Irrigation Programs for
Northeast 71.9 227.0 227.0 227.0 752.9 26.9
DENOCS - Irrigation (71.9) (82.0) (82.0) (82.0) {(317.9)
Transfers to PROTERRA -
Irrigation (-) (65.0) (65.0) (65.0) (195.0)
Transfers to PROVALE -
Irrigation (-) (80.0) (80.0) (80.0) (240D.0)
Other Projects—/--l 53.8 75.0 75.5 79.0 283.3 10.1
/1 Includes ~- inter alia ~- aerial mapping and surveying project and the

construction of river wharves.

Sources: Ministry of Planning: and IBRD mission projections.

1n5. The construction of the Amazon highvays is much more advanced than
the other two components of the PIN. Between 1972 and 1974, the Government
will invest over US$200 miliion for transport infrastructure in the Amazon
reqion, a figure 50 percent higher thasn the oripinal estimate as a consaquence

md Awademana wawl-o
of earth movement and arainage works

106. The Government balanred the nationul s rity
of the Amazon roads against the Northeast underemployment probl
second objective been preponderant, the nature and the phasing of the program
would have been different: more time for planning aud surveving, construction
periods spaced out, priority given to the more easily accessible pre-Amazonian
region in Maranhao and Para. A 1,000 km penetration road such as the Maraba-
Altanira first section of the Transamazonica highway can be economically
justified as a component of a colonization scheme. A 5,007 km construction
program in areas where the ecological and agricultural environment in unknown,

is more difficult to defenc cm zconomic grounds. Moreover, highway investment

sect
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does not seem to be a wecessary condition for prosvecting and exnleoiting
mineral resources in the Amazon repgicn

. Prospecting can be achieved as in
al o P P 'S S £ - 4 - Aaemommlomn codal ciiie ot o8 o .1 = - ol o
Lige Cdd>¢c Ji e b(lldJ ad L0 orée CEPUSILS WAL UUuL nigJliy ol rodia 4CCes> =0 Lne
site and, for most w’'nerals, highwav transport would be too expensive to b~
considered. The hizh transport costs cesulting from the location of Amazon
subsoil resourves arve a major decercent o tiaeir exploita.ion and only lar
scale production can offset these costs.
107. The two Amazonian nighwavs -~ the Traasamazorica and the Cuiaba-
Santarem -- apparznrly are eventuallv co be par' of a laryzer network which

would provide all weather road access ce Brazil's northern and vestern borders.
The National iHighwav Departrent (I%NER) has undertaken preliminary studies of

the construction of the Perimztral Norte, a 4,470 kr leny peripheral hichway
which will run along the northern and western borders of the State of Amazonas,
touching Brazil's boundaries with th:o fGuyanas, Venezuela, Colorbia and Peru.
The timing of construction as well as the source of firancing have not as

yet been dacide’. Tr is hoped t*at any acticn will b2 deferred until taere

is more evideuce of the economir justification of this massive additicnal road
project.

108. Govemment colonization schemes along the new Amazen highways are
procecdirg Tat a much slwwer wacz t"an originally fourecast. \painst a target

of 110,700 lamilics settled Ly 1974, 1.200 families were settlesd in 1971 and
3,000 are expected to he settled in 1672. Settlemeat poiicy in the Amazon
region is still in che process of deiinition. As a planning basis for such
projects, 3razilian authoricies are gradually shiftirp fror the ad hoc system

which sicovlv allocated fised areas of iand {or settlement to a T gt d s
WLCIl Jthl L‘V AL AU Ll 4 L AT G dlt’Jb wi ALctiiti L DSCL L LENICH o LU a ¢ wWitL It
has as its vasic vhjective the achievement of rescttled family income tarcets.
1n3. A namber of different methads of prometing settlement are being

used. Over the past Ilew years chere has bLeeu a great d=al of spnntanecus
settlement followiag the opening of new roads, notaly aloang the Nelem-
Brasilia highwav. As settlers acquired no legal tenuie riphts and were not
assisted elther financlially or technically by the Governmert these settlements
have been characterized by rapidly declining yields and eventual abandonment
of the land, or its transformation into low-yielding grazing areas. Along

the new Amazon highwav, the Government has introduced limits on spontaneous

-1 A PR TS U, dae .41 A 12 E£EL 10 -~ PRGN -l £..11.. PR [ |
STLLATHICIIL, dJ.LllUUL_" 1L Wlll VDT Jdirlidtull LU 8Ll oce Liienm Lulily ovuce Toac
access has been provided. Also, the Government has started to establish a
controlled settlement near Altamira in the State ~f Para. Each settler is
given about 50 hectares of cultivable land and the Government provides housing

and amenities in well-planned residential areas. Besides being expensive
(over USS10,000 per settler), settlements of this type receive a high legree
of administrative supervision and rely heavily for the.r economic viability
upon the settlers' capacity to achieve high-value crcpping patterns.

110. The Government has undertaken to desipgn and experinent with other
settlement models. At one time the Covernment stated that it was its aim

~

to setrtie /UU,’)UU families in the Amazon reg ion over the next U'l(’hty vears.



If this target is to be approached, costs both in terms of finance and of

rha Crvarnmant'e 1{mitoad adminictrvative canacity will hava #1 ha kanr ac

the Government's limited administrative capacity will have t> be kept as

low as possible.

111, ,One such alternative model is that selected in the IBRD-financed

Alto Turi project in Maranhao at a per settler cost of only US%1,700 and an
annual family income target of USS600 plus subsistence. This represents a
practical, low-cost avproach to the problem, somewhere betweer the hieshly ad-
ministered scheme mentioned above and undirected spontaneous settlement. The
pattern worked out for the Alto Turi project is also the starting point for
the preparation of a new project in the Amazon, upon which tne Governrent and
IBRD/FAO cooperative program personnel are now working.

2 Although officially financed and administered settlerent will be

ucially important in promoting general settlement and also in improvins the

u 31arl oLing seliller 2230

11
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Government's knowledpe of new and unexplured regions, it is likely that
occupation of the lands opened up by the Amazon roads will be predominantlv

of the spontaneous type. However, spontaneous settlement need not be uncon-
trolled. the Government can impart order to 1t by accompanyiag it with a
svstem of land ticling and with other externalities such as feeder roads,
production and marxet research and related extension services. Not only is
uncontrolled settlement unlikely to achieve reasonable resectled family income
targets -— in the end it probably would perpetuate the econonic dualism pre-
sently prevailing in Northeast agriculture —-- but it could also seriously
danage the eccloyy of the Amazon region.

113. In this context, the results of a recert IPEA stud- on colonization L/
are notevourthv. Past experience with official colonization in Brazii shows

that unsuccessful settlements were characterized bv: (a) absence of secure
land tenure: (h) prevalence of subsistance crops and (c¢) lack of marketing
organization. Cost per family settled shows wide variation for both successful
and unsuccessful settlements.

114, Another issue in colonization policv is the relative desirability of
the various frontier regions and their settlement over time. In considerin
alternative frontier areas, the Central West and the frontier Northeast

1Ay

o a 11 nrneoa Ffar tha oot ~An 1dontrdnm aletnrmatrduwn At Avacant A
I LO€ UeSt COL0NLZACL10N dicridulve ao preseiic. AS

states still appear to oife
compared to the Amazon, these regions are close to markets and have land

qualitv which is proven to be agriculturally productive. Th: potential of the
Central West region in particular is appreciated bv the Brazilians as shown by

the recent promulgation of PRODOESTE. 2/ There are also several existing

V. P. Tavaras et al. "Colonizacao Dirigida no Brasil'.

1

2/ PRODOESTE is a Cr$650 million three-year investment program covering the
southern part of Mato Crosso, Goias and the Federal District. It in-
cludes construction of (a) basic road network (Cr$460 nillion) and feeder
road system (CrS$50 million); (b) storage facilities (Cr$90 million); (c)
water supply and sewerage facilities (Cr$50 willion).
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colonization schemes in the Northeast that might be rehkabilitated. Many of
these have good proximity to markets, a distinct advantage over more remote
settlement.

f colonization techniques eventually

o
ad *tha svantan * oo -y o we o Ene &bk
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115. Regardless of what mix
4
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emeTges and where l.ut:y avTeé appiic
Government to prepart itself now for making adequate titling arrangements
and for orienting settlers in terms of the commodity mix of output and the

techniques applied in its production.

116. The PIN originally contemplated irrigation of 49,000 hectares by
1974. However, the irrigation funds allocated under PIJd through 1972 corres-
pond to onlv about 50 percent of the amount needed to reach that goal. In
addition to project delays, it appears that the Brazilian Government wants to
proceed cautiously in this field by implementing only clearly viable projects
in the next few years.

7. The discussion Chapter II, E on Northeast agriculture emphasizes

need for technigues enabling Northeastern farmers ir the gsemi-arid parts
eed Ior techniques enadbling Northeasterr 1 Iarmers semi-aric parts

of the region to make the hest use of available rainfal.. The direct approach
for solving the water problem, of course, is by irrigatrion. The Northeast

has been building dams for nearly a century, originally and primarily as a
means of storing water ir order to cope with recurrent droughts. Until the
1960's the {irrigation potential of these works was little exploited. Irriga-
tion that was installed was poorly managed, so that soils became waterlogged
or saltladen. Recently the Government began to design and implement larger
irrication projects with greater attention to proper exploitation of water
resources.
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DA) was established in 1968 tec coordinate national policy and programs for
egation. GEIDA has identified 56 prnipnrq in the Notheast with economic

rates of return of at least 10 percent assuming forecast production can be
marketed. These projects, with a total area of about 200,000 hectares (more
than twice the area presently under irripgation) tend to be large government
schemes rather than plans for small-scale private firrication activities (such
as multi-pump and sprinkler systems). The schemes generally involve a family
farm colonization structure with 5 hectares per family, although planners
appear to be considering private large farm structures as well.
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119, Many of the projects involve the use of water already in reservoirs,
constructed in the past in anti-drought programs which gave little attention
to irrigation use. Degpite the resulting avoidance of new dam construction in

most cases, the projects would be costly. In some ins.ances, the terrain is
hilly and long conduction canals are required to reach the flat cultivable
areas. In others, the lands to be irrigated require drainage; elsewhere,
high purmping from rivers 1is necessary. The average investment cost of the
proiects reaches US5$2,800 per hectare (or US$1,700 excluding buildings, farm
machinery and workers' houses), a very high level by internaticnal standards.
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120, The projects are capital intensive. They would employ 0.59 workers
per irrigated hectare, giving a capital/labor ratio of US;34,870, more than
seven times the average capital/labor ratio in Brazilian agriculture.

121. High value per hectare crops are required for ‘the projects to pay
their heavy investment costs, and vet these crops are "lixury' goods with

limited markets. The level of output of such crops (e.g., tonatoes, prapes,
melons and pineapples) required to make these irrigation schemes economically
viable appears to be grosslv out of proportion to Brazil': domestic and export
markets.

22, Their high capital intensity means the projects vo.ld contribute
verv little to labor absorption. Lven if the full arca of 200,000 hectares
were implerented, only 155,000 permanent jobs would be creaited directly.

This level represents approximately 2 percent of the rural Northeastern labor
force, and would not be fully reached until completed project installation in

1090 Nespite the small imnact on Northeastern employment, the nroiects
19459, Despile smail 1mpact on astern employ 1@ projects

would require the very sizeable sum of USS$548 million in investment.

123, Thus, the fact that the Government 1is proceding much mere slowlv
with the CFIDA {irrigation program than called for originally by the PIM scens
entirely justified. On the other hand, it is to be hoped that the funds
liberated therehy will! he channelled into development of dry land agriculture
in the Northeast rather than to the expansion of an already ambitious /Amazon
road propram. Moreover, for those irrigation preoiects which are undertakenr,
it is to be hoped that the degree of labor intensitv implied by their oripinally
anticipated small farm structure be retained. There appears to be some pos-
sibilitv that after public construction of the irripation works, the project
areas would he sold to large firms for agricultural production, to avoid the
institutional burdens of extension and organization requir:d for a snall farm

structure. uch a revision would concentrate the henefits of the projects
inte the handb of an even smaller group and would have disturbing implications

for income distribution.

B. The PROTERRA

19/ nnr\mrnnA maamrmaz ) o m b d Lea T.oloe 107 anta andda ’) ...... ~E €fdann
os . FCRULLRRA, plUlluLgdLCU 411 July Y7701, OFCLO dOS LU LU Pt'Ll,LllL Of Lid>vail
incentive funds over a five-vear period for a broad range of activities under
the overall nh*nnf1"no of Facilitating the access of npnn]: to Northeast land,
creating botter conditions of rural employment, and srimu1at1n9 the growth of

asro-industry in the North and Northeast. The total amount would be US$750
million equivalent.

Seven main sub-programs were identified in the decree:

(a) acquisition, or expnropriation with compensation, of land for
sale to small and medium farmers,
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(b) real estate loans to small and medium farmers “or the purchase
of farms and for adding land to farms that are too small to
afford adequate employment for the family,

(c) 1rinancing of agro-industry projects, including sugar, and of
the production of agricultural equipment and supplies,

(d) financial assistance for the reorganization and modernization
of farms, for agricultural research, for storage facilities,
and for marketing, transportation, electrification and agro-
utilities,

(e) financing for the acquisition of modern agricultural inputs;

(f) minimum price supports for export products; and
{g) demarcation of public lands and supervision of the use and
possession of land.
125. Not until late 1972 were the implementing reculations issued. The

delay in the definition of the PROTERRA illustrates that technical and
administrative limitations are serious constraints to iaplementin~ any North/
Northeast agricultural development strategy. It also shows the difficulty of
striking a balance, under budpetary and political ccnstraints, between market--
oriented policy instruments -- such as credit and price incentives -- and
pregrams directed to structural factors retarding agric.ltural growth, such

as unsatisfactory land tenure, ineffective research and extension, poor rural
education, etc. The pay-off of market incentives tends to be rapid and their
claim on the very limited technical and administrative skills is relatively

modest. On the other hand, market Incentives -~- even though effectively .im-

plemented -- will not reach the mass of farmers, unless they are accompanied
by effective policies dealing with the structural problems of Northeast agricul-
ture.

126. The 1972 allocation of PROTERRA funds gives an idea of the relative
importance of the various programs.
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Table 11: PROTERRA, ALLOCATION OF FUNDS, 1972 /1
(In 1972 Cr$ million)

value percent
A. Agricultural Credit 450 54
(Investment and Modern Inputs) (200) (24)
(Farm Ownership) (150) (18)
(Agro-Industryv) (100) (12)
B. Agricultural Infrastructure 250 30
(Roads) (185) (22)
(Electric Power) (6%) (8)
C. Research and Extension 80 9
D. Land Reform 60 7
TOTAL 849 100
/1 This is about 15 percent of the total amount to be spent on the program *
during the 1972-76 period. Applications for the years subsequent to 1972
havo natr vatr hoon hudeotad
ave not yet been budgeted.
127. With regard to the dimensions of Northeast agrarian reform, INCRA --

==of

by Februarv, 1973 -- i{s to subject to expropriation in varying degree
latifundios located in the socially tense areas of Pernambuco, Paraiba and
Ceara. Only properties of 1,700 ha and above which are not efficlently ex-
ploited will be affected as follows:

Table 12: THE IMPACT OF NORTHEAST AGRARIAN REFOKk.1

Area (ha) Percentage of Land Expropriated
1,000 20
1,001 - 3,000 30
3,001 - 5,000 40
Above 5,000 50

These lands will not be subjec. to expropriation if, by Fcoruary 1973, their
owners present to INCRA and Banco do Brazil settlement programs involving
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the splittinpg-up of the estates. The landowner is stimulated to present a
settlement project by the fear of being expropriated and, therefore, of being
paid with Agrarian Reform bonds, 1/ instead of cash. The beneficiaries may

be either landless laborers or minifundio owners. Thev will become owners

of the affected land by buving it from the landlords tarough the farm ownership
credit line (credito fundiario) established under PROTERRA (sce para. 130 below).
The value of land will be determined by Incra, in accordance with forthcoming
regulations.

1]

128, The nrooram seexzs to as mich of the burden of nroie
rogram s much of th Y ©oF t

nlac
The p seexs teo plac urder projer
formulation and execution as poss ble on the landowners thus lim itinr the role
plaved bv INCRA. The notorious lack of managerial capability of many
latifundistas, however, does not bode well for the success of the operation.
Apparently, the landowners will select individual beneficlaries as they will
become cosigners for the farm ownership loans. This system lends itself to
distortions due to the risk factor, it is possible that newly divided land
could be made available only to an elite minoritv of small holders or even
former urban residents. If this happens, the reform clearly would not be a
significant instrument for improving the distribution of land and per worker
productivity. Although the limited technical capacity of I'CRA persornnel is
recognized, more government participation in the pregram may be needed to
avold biases as well as to assure availability of extersion services, inputs

and credit to the beneficiaries.

a
i

129. At this juncture, it 1s extremely difficult to measure the impact
of the agrarian reform element of PROTLRRA in terms of land affected and
number of bheneficiaries. According to a rough estimate, some 710,900 hec-
tares mav be subject to redistribution in the first vear of the prorranm.
This might benefit about 15,000 families out of more than one million rural
families in the three states concerned. At a cost of $2,¢00 equivalent per
family, the land settlement program will preempt a substantial portion of
the PROTEZRRA funds. A major cause of this high settlement cost is the iand
component, which represents 32 percent of total cost. 1f the tarpet is to
reach the maxioum number of families within the exlsting financlial constraints,
compensation procedures should perhaps be modified to lower capital costs to
the Government.

130. In addition to land purchase, the agro-credit component of the
PROTERRA centers on a series of credit lines for fertilizers, improved sceds,
farm mechanization, farm improvement, agro-industries. The following are the
terms of the various credit pregrams: 2/

1/ They usually yield 6 percent interest plus ORTN monetary correction, with
maturity up to 20 years.
2/ Note that the lender is assured a minimum return of 15 percent in all

cases since the Central Bank will cover the difference between this
return and those specified below out of its own funds.
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Table 13: TERMS OF PROTERRA CREDIT LINES

7/1

1
Interest Rate Maturityi— Grace—
(percentage) (Years) (Years)

Agro-Industrv 17 12 3
Land Purchas: Up to 12 12 2
Investment 7 12 6
Tractors 7 5 3
Modern Inputs 0 8 3
/1 Upper limit. Grace is included in maturity.
131. Some of these programs are alreadv under way, followiny earlier

deliberations of the Monetarv Council. This is the case of the fertilizer
program, (part of the modern inputs credit line), which centers on a wide
demonstration camnaign spor.zored by the manufacturers' asscocriation (ANDA).
The extraordinarily heavy degree of subsidization implied bv the zero in-
terest rate for this credit is justified bv the Government as being necessarv

to promote {mnrnunnnnf‘ of Northeast 20!‘1 cultural technoloov A similar

122 9 gvaenent oI NOTinheast cull 10208y - A S ihiza

prosram for 1mproved cotton seeds has recentlv started.

132, The plans for massive injections of subsidized credit assume that
increased use of machinery and other modern inputs is economic and that
distortions in relative prices are irpedinn their applicatichi. Certainly,
ttis 1is true to a certain extent as is demonstrated by the hirh cost of
fertilizer. In fact, the value of the interest rate subsidv probably 1s not
sufficient to offset the distortion in fertilizer prices although some im-
provement in this respect will be achieved once the new low-cost ammonia
plant based on Bahia natural gas comes into production On the other hand,

-
thic ica nf guheidiznd Avadir aco vl Anun‘lnn nt tasrhn.cus nores oo
this use of subsidized credit as a rural gevelopment e dannaique, a.,,uu;ca WO

kinds of problems. The first is the problem of equity; existing credit
mechanisms simply are not capable of extending subsidized credit to the
najorityv of small farmers. This is true even if small farmers had the knowl-
edre necessary to apply modern 1inputs effectively. The second problem
applies over the entire income range of potential subsidized credit benefici-
aries. Present knowledge of optimum agriculture production functions in the
Northeast is far from sufficient to justify a massive shift in production
techniques. FExtension agents and research workers alike frequently complain
of the lack of basis fer makinp valid recommendations. Fertilizer trials
show dependable, profitahle recponses for some crops in some areas, but a
disturbing frequency of uneconomic responses for others. Moreover, even if
production function research were adequate the exte¢nsion

assure the efficiency of the subsgidized credit proe
1SS > efliclency ©f the supslclized program

ﬂ

services neceded to
e not available.

>
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133. The Gevernment can be expected to provide funding for agricultural
research in the Northeast out of the Ministry of Agriculture budget as well as
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via PROTERRA. Irn fact. about 5 neccent of the ‘Y72 PROTERRA budget is destined
for research and demonstratien activicies. However, the Government is not yet
organized institutionally to conduct the volume of research needed in the
Northeast; neaded reforms in this respect can be expect d to require at least
a yvear for inplomentation.

134. Most of the tequirements for a more effective research pro
have been idantiiied Fv Ryazilian research admi-isttrators on the b351.
own axperience auc their past collzboration with e¢xteraal agencies -- FAO, IRI,
USAID, 2nd seversl American universities. wNeeded iastitutional changes at the
national level are under consideration. The Government is planning to set up

a nationcl corporation for agvicultural recearch which will have adequate
administrative and financial independenc2 to carry out an effective research
program. Th7 new corporation, teinpg 2 separate public entitv and not part of

a Ministry, could hHe in a position to atrract ccmpcient scientists by paying
adequat> salarieg, i.e., salar:~c well in excess of civil sarvice pay scales.
In order to perfotm successfully the new corporaticn wouid need tec expand the
number of prcfessional researchers rnot enly well bevond the present level but
perhaps even beyond the training capacity of cxisting educational institutioms.

Physical research facilities couid also neei to be madernized and greatly

L4 2ran A CNY ide

The "RCV'LE

115, In Fetruary 13972 the Brazilian Government launched a 1S5150 million
specle” pregram for the Sao Francisco Valley (PROVALE). This is fertile land
ir the states of Pernambuco, Bahia and Minas Gerais, v~olatively well suppliod
with wat~r. PROVALF will be alnost entively furded by >IN and PROTERRA re-
sources. w2 pUrogram calis for financing of:

(a) feceral Tcad coustruction;

{b) wcrke %o improve the navigability of the 3au
Francisco river; and,

¢y colordization scnemes and agre-inductTy rrolecs.

Whi = the infrastricture component of PROVALE is w2ll defined, the agricultural
prcgraas have not set been formulated with the excoption of the ADElA-sronsored
$1N6 rmiiiion preject in the Petrolina-Juazziro aresz. Under ADELA's plan, de-
velopnent of the irvigated area wouid L2 accompani=d L+ agro-Industries for
processiryg the output. If the viability c¢f the ADELA prerosal is subsitantially

Py ey erm wn 4

better than that of an earlier version of the sroject, it may be because of
engineering modifications to reduce rroject costs, zad improved market pros-
pnits linked te the norn—{nﬂne*—v aspects s e ADELA wersion. A full economic

-- as distinct from financizl --- reappraisai o7 .he orof s, ncwever, war-

ranted (s¢e paras. 116 ~ 123 2bove zin irvigatica).



136. A program for reorganizing the inefficient Northeast supar industry
was introduced in 1971. Heretofore, distortions in the structure of this
industry have been the principal cause of underemployment in the most densely
populated area of the Northeast, the narrow coastal sirip known as Zona da
Mata. The zone produces little besides sugar, as it has since colonial davs.
The highest incidence of latifundios in the Northeast occurs in the Zona da
Mata, which also presents the highest concentration of landiess labor.

137. The Northeastern sugar economy has the lowest productivity of all
the world's sugar expoerting regions. Cane yield per hectare is only 45 tons,
against 52 tons in Sao Paulo and 250 in Hawaii. The yield c¢f supar is 90

kilos per ton of cane in the Northeast as compared to 94 kilos in Sao Paulo.

138, In surmary, too great a reliance on marpinal lands, low use of
technical inputs (only one-~third of the acreage under cultivation is being
fertilized), inefficient utilization of labor, obsolescence of processing
machinery and excessively small processing units are responsible for the

lowv productivity in the Northeast supar Industry. As regards cane, preduction
costs are hipgh, not only because of low yields, related to p.or nutrient con-

tent of the seoil, but nalco hecause 35 nercent of the gugar cane is presentlvy

sol but nlsco bhecause per can presently
produced on slop:s of 20 deprees or over, which result in inadequate assimila-~
tion of fertiliz:r and moisture, prohibit economic use of tractors for deep
plowing and lower cane cutters' productivity. Another factar neratively
atfecting Northeast production costs is the distance of sugar land from mills.
The problem is magnified by poor transport infrastructure.

139. As shown below, sugar production costs in the Nor“heast are
approximately 22 percent higher than in the Center-South. Most of the dif-
ference is due to Northeast inefficiency in sugar cane production rather than
in sugar factory operations. The cost of a ton of cane in the Northeast {s
about 27 percent higher than in the South, despite the lowe: wages paid by

the plantations located in the Northeast region. Cane production in the
Northeast requires a 2-1/2 times labor input bhecause of less efficient use

of labor and lower level of mechanizntion. To attain the same yield requires
mere Input in the Northeast in view of the poorer soil conditions. In addi-
tion, lower sugar content resulting from delays between harvest and processing
contributes to higher production costs. Sugar factory operations are slightly

less efficient in the Northeast in relation to the Center-South.
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Table 14: PROFITABILITY OF SUGAR PRODUCTION IN CROP YEAR, 1969-70

(In 1969 Cr$S)
Lan 19063 Lry)

-~

Northeast
Northeas?t Center-South Center-South
A. Agricultural Costs 20.65 16.27 1.27
{1 ton of cane) /1

Direct Labor 12.14 8.57

Other Inputs 4$.52 4.3%

Administrative Costs 0.7 0.43

Transport 2.28 2.28
8. Cane Price Fixed by TAA /1 22.47 17.8C 1.26
c. Margi (B-A) 13 _1.82 1.53
n. Industrial Costs /1 20.76 16.95 1.22

(60 Kg of sugar)

Raw Material (cane) 14.98 11.36

Direct l.abor 1.25 1.22

Other Inputs 4.80 3.84

Administrative Costs 0.53 0.53
E. Sugar Price Fixed by

IAA /1 23.37 19.56 1.19
F. Margin (D-E) /2 _2.61 _2.6°
/1 Excluding ICM.
Zz To cover profit, land rent, interest.
Source TAA,
140. To protect the Northeast from the Center-South competition, the

following system was implemented i'ntil late 1971:
(a) the interregional shipment of sugar was prohibited;
(b) maximum cane and sugar production quotas to individual

producers and to states were :ssigned regardless of the
efficiency;



(c) higher Northeast production costs were borne by North-
e¢ast consumers, as producer prices were fixed at a
level about 20 percent higher than in the Center-South;

(d) price fixing and sugar marketing were the responsibility
of the Sugar and Alcohol Institute (IAA) which, t»ogether
with the Bank of Brazil controlled the financing of sugar
production. Additional subsidization required by indivi-

*

A:al Nawrhaas sroducers was made availabl he thaca
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141, Despite all these measures, Northeast sugar producers were unable

to pav legal minimum wages to their labor force. Little or no progress was
made toward improving the efficiency of either cane production or sugar
processing. Less than subsistence wage rates prevailing in the zone generated
serious social precblems. Various unsuccessful efforts were made by the Govern-
ment to resolve the problem, the penultimate one being the creation of the
Executive Group for Rationalization of the Sugar Industry of the Northeast
(GERAN). However, GERAN's technical staff did little more than study ex-
propriation of marginal lands with a view to redistributing them to displaced
cane field workers. GERAN was abolished in 1971. Earlier c«fforts had re-

sulted in the crcation of a few model canefield worker resertlement areas
Suited in tage creation O a &w moegeld 10 WOorker rvesettiement areas.,

These exercises encountered two kinds of problems: disagreement as to whether
resettled workers should hold individual title to redistributed land or work

it in common; and, lack of ready market for crops altermative to sugar cane.

Recent Changes in Sugar Policy

142, In 1971 the Ministry of Industry and Commerce, tc which the IAA is
subordinated, adopted a program ro improve Northeast sugar producitivity up te
the levels presently being achieved in the Center-South. Briefly, the program
congists of: 1/

(1) redefinition of the quota system: state quotas are abolished
and replaced by two regional ones (Northeast and other);
transfer of 1nd1vidual cane and sugar quotas between ogera-
tors 1s facilitated; provision for withdrawal of ,uota from
any mill inoperative for three consecutive seasons beginning

with the 1968-69 harvests is made;

(ii) creation of special financing facilities for producers who
will (a) merge and/or reequip sugar mills; (b) integrate
and relocate cane production and milling. The credit pro-

- amd o o Bemamm An Dewmand 1

- N, cem A mma e —
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from the IAA's export profits. Lending terms are 12 percent

nominal intoervresr rate, up to 12 vears maturity in
res rate up ye€ maturity, in

three-year grace period.

1/ The following (1) and (11) apply to Center-Sou .h sugar industry as well.



IEEERY '~‘-\A adorsion nf a udfarm grioar nvrian thranoalingt fha anisat e

\4idiy G AGUT LA Ui G WdaaUad owpar prall i Cupnpiiuce i Counoly
fixed 2t a level corresponding tc Center-South production
rosts. Up to, the 1572--73 harvest, uniform srofit marains

are assured Uy a subsidy paid by the IzA from its export pro-
fits. The subsidy 1s equivalent to the 20 percent production
cost difference between the Northeast and tb2 Center-

South. 3ut stacting from the 1973-74 the subsidy will

be gradually reduced tc nil over =2 six-vear period

ccecordirg to the followinpg schedule:

Tnrbie 15: SCHEDULE FOR GRADUAL ELIMINA 1CN OF NORTHEAST

Qeen a

SUGAR PRODUCERS®' SUBSIDY L~

1971-72 -
1972-73 -
1973-74 5
1974-~75 10
1975~76 15
1€76-77 20
1977-78 25
1578-75 25

‘ 106

71 Subsidy originally equzls the 20 percent
reduction in sales prices imposed on
Nertheast millers in 1971,

(1v) the allecztion of PROTERRA funds to financs the weoccupation
cf cane aad nlll workers left in surplus by productivity im-
provements.

143, The ircentive prnvided by this program to rebuild and reequip
g inte and mexge so as to achieve economies of scale and
erd &t Arman 4o heodn Al o hey md11 [Ty ey
WL-II IIY‘V WHIT D &9 U( ,I.ll), L"’y\!ll\l(‘\l wv U) lIIL.I.J. WIITID-

s had been suhmitted and 10 approved. OQuotas of 34

many years, have beer cancelled.
144, The problem of landowners' adjustment to the nsw program, while

seriouvs, probably remains small compaved to that of th: displaced canefield
and m3ll workers. In the shoxt run, the sugar mode:maization program will
bring about a reduction in employiient, which is difficult to quantify, being
tied to the number of projects that will be eventually presented. As already
discussed, the sugar jindustry venrganization decree called far allocation of
PROTERRA funds to finance the reoccupation of cane end mill workers left in

surplus by productivity improvements. Unfortunately, sco fac no scheme has

been set up for titds purpcse. More recently, tha Jovernment has dccreed that
land refern will Le extanded o the sugar canc zone (see para. 127 zbove), but
no program is being lmplemented as yet.

o
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45. The present government program ccrtainly represents a step in the
sht direction. Uhat is nmissing, however, is an overall anproach to the
preblec and adequate emphasis on tho emnlovment effect and on land prodiucti-
vitv. Taerc is a danger of lack of coordination hetween the IAA program nri-
marily related to modernization of the supar mills and the aprarian refor
action of IMCPA. Tn addition to improvinsg che productivity of cane producrien
through abandonment of marsinal lands and impreoverent of technolory, a ceerdi-
vated pregrar should also envisarse alternatives to cane production for labcr
and Tand left i{dle by the reor<anization. According to a study prenare: by
U'.S. consultants, l/ preduction from snitable Northeast lande that wonld re-
main under sucar could be increased frox the present Jevels of 45 tons to .t
least 77 tons of cane per hectare. Thus, with a 30 peicent reduction in luand,
rtheast should maintain its n i

’
r volurie of supnr pr_duction Jaiie

1 pr.duction,
this productivity improvement would incrense ware rates for retained labor,

the consultants concluded that emplovment wourid have rfo he retuced fro- <5, u o
to 325,70 iohs in a 19-vear rederni-zation prisram. Thus a coordinated -ra-
srarm shou'd envisare the diversion of ahout 199,000 hectares presentlv in

sugar to other crvops as well as the recccunation of some 115,70 /) cane ‘ficid
worlers. l!oreover, the land left idle would not necessarilv provide e-plov ent
for the laher liboroted in this process. Soill conservatior measures, such as
Hench terracing, weuld in an. case he necessaryv. Unfortunatelv, one of the

ost financially attractive alternative uses for the land -- livestock prodoc-
tio -- vould create little emplovment.
146, It has been estimated that, at the present status »f azrononmic

knowleder, crop and livestock activities on released sucar land could emnltovw
about 35,000, The remaining 82,001 woriiers would have te find emplovrent
elsewhere. This reemphasizes the importance of acricultural research which
could well jdentifv more labor intensive merhods of exnloitin: not only the
cane fields to be left idle hv supar reorcanization but, perhans nuch more
importantly, the approximately one million hectares of lane already idle on
the suenr estates.

147. Most of this already idle land is made up by the tabuleiras (elevatec
plains) which bhave been the object of study for rmere than a decade. There

are indications that the tabuleiros could provide emnlovment for severa:
thousand families 1in a nc ?_};; distant future. Soil fertil’ty is the major

hnvo vervy lovs capacitv to hold mlneral nutrients. Soil moisture deficit due
to water scarcity is another factor affecting yields. However, Alagoas sugar
prowers have demonstrate:d that under proper management, the tabuleiros can be

used to produce sugar with a falr depree of efficiency. Presumably they could
also be used to produce other crops given use of proper tcchnology.

r exis ini soils, any comprehensive program of sugar zone develop-
template the retraining of a labor force whose technical competence
1 iro
Jimicte

v nraducer
1 (98 8

1/ Hawalian Agronomics International, Diversification and Modev.ization
of Agriculture in the Sugar Cane Zone of Northeast Brazil.
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149. A sugar diversification preoject is presently being prepared by the
Permambuco State Government. It will bring about land tenure modifications
while placing emphasis on vertical integration of agpricultural production

with processing of tropical fruits (such as pineapple, passion fruits and

cashew). Seventy-five thousand hectares of surplus sugar land will be ex-
propriated and redistributed among large establishments belonging to proces-
ging industries and 2,500 family farms of around 20 hectares which will be

devoted to both subsistence and agro-industry crops. The cost of the project,
which has an important infrastructure component (feecder roads, electricity,
ete.) is expected to be around $US30 million. Again th» success of the proj-

ect will depend on the experiments presently being conducted on alternative
crops.
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TIV. GROWTH PROSPECTS AND RESOURCE AVAILABILITY

A. Prospects for Growth and Emplovment

e e ! t agz d 8BNS, are engaped
in indicative planning for Northeast development in the 1970'5. Ten percent
per annum growth 1s considered feasible to be achieved as follows:

Table 16: THE SECTORAL COMPOSITION OF GROWTH

COP Structure

Growth Rates (Percentave Composition)
i960-69 1970-80 (Projected) 1970 1980 (Projected)
Agriculture 4.8 6.5 28 20
Industry 7.5 15.0 25 36
Services 7.2 10.0 47 44
GDP 6.5 10.0 100 100
Source: BNB.
151. This would he a substantial achieverent, ewven for economies witi: a

greater resource endowment than is currentlv visible in the Northeast. The 10
percent rerinnal growth tarcet reflects the concern of the Government with
narrowing the per capita Income gap hetween the Northeast and the rest of
Brazil, as well as its ambitious growth tarpets for the ceuntry as a whole.
With an expected population grovth of 2.4 percent, the per canita income of
the Nerdestinos, growing at 7.4 percent annually, would double by 1989, 7Jn
that year. it would reach US$340 per capita, still only about 59 percent cf
the ratinnal average, on the assumption that the Brazilian economy as a whole
expands at an 8 to 9 percent pace and that overall demopraphic growth averapes
2.8 percent.

152. Northeast growth would be accompanied by substantial structural
change, as the share of industry in regional product is expected to increase
from 25 percent in 1970 to 36 percent in 1980, and that of asriculture to
decline from 28 to 20 percent. Despite further industrialization, the struc-
ture of the ‘iortheast economy in 19870 would be comparable to the one prevail-
ine in Brazil in the late 19401 's.

131, Ranid acceleration of Northeast prowth 1s predicated upon (a) the
coning on ﬁfrpan of the industrial and infrastructure projects formulated in
the 1940's, and (b) the impact of government prorrams, such as PIN and
VROTERPA, on agsricultural crowth

OGN Aglicuicuraa sector bl\lwgn.
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154, Agric -ltute 1s expected tc plav 2 ¢ 11 e in N : deve
ment during the 1970's. It st provide fo-d for a ponula ion renchiny 36
millicen by 1980, raw materials for expanding industry, exports to the rest of

the country and also abroad, as well as empioyment to a sizeable portion of
the labor force.

155. At rates of econnmic growth averaging 10 percent per year, regional
demarid for Northeast agricuitural products will be such that the growth of the
sector could be expected to average 6.5 percent annually. Thus, the bulk of
tie renion's products will continue te bHe consumed locally, so that rerionai
population, per capita income and income demand elasticitv are the most impor-
Exnnrts of Northeast apricultural pro-

tant saraneters on the demand side
tant paraneliers On ne aemana 1qe. LXpNYTsS NOYLNaeast agrituiturax

ducts can be w=xpected to grow more rapidly than 6.> percent annually, but

their impact on agricultural sector growth is limited by the preponderant role

------ F

now plaved by regional lemaud. 1In 1973 exports to the rest of Brazil and
abroad accounted for ly 17 percant of totai Northeast agricultural output.

Table 17: FROJECTED GROWTH F DEMAND FOR
NORTHEAST AGRICULTURAL PRODUCTS, 1970-80

(1970 producticon = 100)

) o T 97680
: o 1970 1920 (Projecte;) Annual Increase (7)
Food 71 128 6.1
Exports 17 23 7.9
Mon-food 12 27 8.4
Total 100 183 6.5
156, The ccmpcrnents of the projected 6.5 percent overall rate of growth
in demand for Northeast agricultural products, therefore, are: regional de-
mand for foodstuffs, 6.1 percent; export demand 7.0 percent and regional demand
the latter

for non-food produvts such as cotton, sisal and wocd, 3.4 percent,

being related to the expected armrh ir product ion of textiles, wool and paper.

veas

157. Underlving the projection of regional demand for foodstuffs are the

following parameters:
(a) populatiecn growth: 2.4 percent;
(b) g¢rowth in per capita income: 7.4 percent =n the assumption

of a regional GNP growth of 10 percent and ne change irn the
rejationship between GNP and dispousabie income;
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(c) 1incorme elasticity of demand for food: 0.5, on the assumption
of no change in the historical coefficient. 1/ This, in turn,
assumes no basic change in income distribution.

158, A 6 percent annual increase in food demand, as compared to 2.4 per-
cent population orouth- implies a suhstantial improvement in Northeast avera:e
caloric and protein intake, although minimum rpquiremcntq will still not be
met, on an average basis. This means that, substantial Incor ¢ redistriburion
probably would have to take place in order to eliminate nutritional deficien-

cles by 1980 even at 10 percent economic growth.

Table 18: CALORTIE AND PROTEIN INTAKE AS

PERCENTAGE OF FAO MINIMUM PEQUIREMENTS - 1970 AND 1980
Calories Pg_;—T;;_m_—M_
Vegetable Animal Veretable Animal o
Origin  Orlgin  Total Ori~in Oripin  Total
1970 130.3 22.8 76.6 9%.1 51.7 FAR
1980 (Projected) 142.2 29.9 36.0 112.5 66.9 82,7
Source: BNB.
159. As incomes grow, demand for protein rich food lile meat, milk and

eprs will expand much faster than demand for traditional components of tne
re~ion's dlet such as manicc flour, beans and rice. The expected structural
changes in food demand should serve as ¢uide for re-orienting regional a«ri-
cultural supply in the next few years. In addition, there would appear to
be scope for programs designed to modify the diet of the MNotr theasterner witi.
a view to Improving his calorie and protein intake at prospective inconc

levels (See Chapter V).
160. The outlook for Norrheast agricultural exports is, on the whole.

favorable. Fxcept for cotton, demand prospects for the major Northeast export
crops are verv good. 2/ Export prospects must also be considered within the
context of Center-South supply situation. In the next few years, it is likely
that the contribution of Center-South production to exports of crops that are
grown in both regions (e.g., sugar and cotton) will decline. This will be the
result of increasing coempetition that supgar and cotton will encounter from
other crops in the Center-South., For example, cotton Iirn Sao Paulo State com-
petes with coffee and pasture, in addition to such annual c-ops as cora and

1/  See the 1967 FGV study "Projections of Supp
tural Products of Brazil.

For details see Main Report.

i
.



soyhean Ali thesa crors coirpeting witli cotton ave excellent demand prospects.
0a the 2inet hand, bocausz of ecolcgical! conditioas, beth cotton and sugar in
the Mortheast ares faced wiith iictle econcmic cemperition trom other crops.
Despine lnwer productivity §5 tha Nerar ast, in the lenger term, {t may pay to
limit Center-South praduciion of sugar a4 cottou to resional demand and to
expanc Mortheast’'s share of the domestic marker in orde to cover Northeast
denand ac well as z2xpevtz. Tha Inresiegzicne) production =hift may be helped

bv con-caltent incireas2 tn Nevtheast - lioada.

161, Fypected devsslvpment In the (olfze sector mav also contribute te the

growth: ~f larthnass ~xpori: .  as a conseqneince of the mid-1960's cefliec diver-
sitication proprans, and. more recertly, ct the ccffee rust, as well as of the
1972 fr~st. Pra.i. ls prerently confrontad virh a supplv preabler., 1/ A wide-
ranging nrogian desierid to pronoce the nijantine of 500 million new trees over
the 1973-7% pariod and te increase productivity ihrough application of fer-
tiiizers, fuugicide. vosticide and tree spacing kas hoen put into effect.

Avmathone cdin ~f ols mennernt clant dan aracrrars (o e caem A ceffee nroduction
[aY SRS S Y ) 1 AT ~ L -y }'qu AR RN P'ﬂllLLll O 'll ' 4 <3 -3 ~ J PAU I"LL L e © ‘ AVMIML LAV
ir a-eas avtside the Center-Sonth, sucn &3 Dapirite Sac o, Novtheast and
Amazoris., In the Centoyv-South, _ofiog s 5till tho most profitable of major

1y to enccunter incer:asing competition.  First, freeze con-

or rrewers in the wajor producing areas (such as Parana, and
to a iess & S2o0 Paulo! which Is nar prevalent in the case of alterna-
tive c¢i22s. Second, the expori covridors propram will ircrease the attractive-
ness of zrops aliamative to - ffee, bv praviding crecit, infrastructure and
processin;, faciiisies. Anoth. . factor ¢.v:zving the Mortheast is the labor in-
tersity ¢f nnff-2 production for which ..o mechanized tecindoiogy has been de-
vaady complain of the shortage of

veloned. Z.imercs in the Center--South

seasoi3. jahni.,  AS Y l#bot surpius is acasthed in the lony
term, ona Cconis °nvi“ an inopnreprisle crop for traditional
areag, hot iy aaft e o Y the ﬂn;:heécf where nalternative in-
vesinont Oog o.tuﬁitl s attractive and labor is abundant.

162, waoking %o the nearer fMiture. the response of Northeast states to
the specinl eaffes credit pregrans has Leen very gocd. Firancine for the
nlanting o7 55 milifor trees fin hLohla, Cenca and Pernarbuce during the cur-
rent plan’ iun:, sorson has alreads heen contracted with hanks. This would

permit th2 dcubling of Northzas® coffee production 2/ 4n the next four vears.

it
If the planting prcgran is stepsed up %o 0N million nev trees, by the end
of tha (¢escade, Moriheast corfee production should be sufficient to cover
regional -lamand. Tn the 1987'c exports ta Center-3outhy conld be envisared,

-t

~offec

iitie de: not ailow coffee arine In mo Morth-
fad

Alttovgh Zeningical conditliens d or i st
east areas, the areas wiere coffee can grow are genern.ly free from coffce

rnst and freoozao
rnst and [reeze,

163, Turaiag *o export crops which do cet compeie willh the Center-South,
prosrests (o7 Irereasi=g cccca expnits are also favoratle. World demand for

1/  To7 furthevr dzirlis een Msin Report.

2/  One Luadrec and four thousand begs in i970-71,



coceoa products is likelv to continue to expand at the present 5 percent zrowth
rate. At the sare time Brazil, whose production is totallv concentrated ir
3ahia, mav he able to keep its share in the world market {f the CRPLAC corna
tree rehabilitation program proves to be successful. TNue to the present low
level of world stocks and the substantial increase in world :roductieon which

is estimated to be necessa to maintain supplv and demand in balsnce, cocea
Prices are exnected to increase somewhat in the next few vears. In the past,
‘razil’s ecccca oroduction has been hanpered by vienlent fluctuatiens in ev-
nert nrices, ant! trerefere, in wroducerz' returns.  The Covernieut i sar
study the feasibility of estahlishing a airnum price proprar for cocca as

is imnlied in the PROTERRA decree (see para. 77 above). As a first step,

the present 15 percent export tax could be made variable to vetlect chances

in avnort prices. The casheu nut is another exrort product with excellent Jo-
wand arospects.  There is also great potenrial for other crens whose dresent
iyht in toe Nertheast's enport trade is niniral: sesame, sonf lover, melcas,
nineapnle an:d other trepfcal fruits (freren manpo, trepical frujt cocrtay i,
etc.).  In additien to tne expansion of external and interna’ de—and, imore

s
(Y

B C or
i

snhstiterion ceuld be a source of cutprt evowth. Tapor frer other re s

(S0

of Srhzil, however, orobably account fov only about 5 perceat of Nort:east
temand.  Rwoen for i-pert substitution exsists in the case of rice, veoer hiles

C s
ne that tae recion's deficit in bee! preduaction
mav herome ircreasingly 1 Approximatelv 15 to 20 percent of the fre-.
veef consured in the recion supplied by inshivpments of live cattle. Assnrn-
ine rhat elasticity of derand for fresh beed is around 9.7, s receat stuiien
reint out, and furtner assumiap a populatien crevth of 2.4 percent and incore
per c1rita provth of 7.4 sercent, ortheast demand of fresty beer -7i11 dou ie
in ten vears. It is honed that the interest of intermational lendin - arercie |
such as 198 and TREN . {n tie !ivesteeok seector pav help the “ertheast in over-
cemine the sinelv deficit. The =meat critical deterrvenr o ani-aj oreinetizg:
in wost of the Northeast is ahortare of ".n;-:ﬂ,(".:(-"r*t“ll food Curine tae lone

and meat. There are indicnt
criti

se1sanal drv neriods.  The problest requires loae-r3 a
~ro~rams te find ansuvers.  Apain, the eceoporie ‘n:::“:]lt\ of Yerrilizin-
. 1

»>ine nv-n,l. ctivity hag not Hoeern cle: |r‘\- definesd ia
14 roauct t11g S AT L corines 1n
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the Nertaeast.  TNvidence to dute indicates that phosnirorus is the nost
crirical elerent and that wore needs te be known about ifts use unier atlf-
fereat so0il and climatic situations. There is no a prieri cconemic reason
why the “lortheast should becore self-sufficlent in foodstuff{s, but import-
substitution activitv such as meat production conld improve the use of land
ard labor. despite its low labor absorption.

1hd, Turning to the supplv side, the 6.5 percen \pected growth in de-
rand for ‘iortheast's acricultural products compares with a «.5 percent lonu-
term crowth rate of the sector. Acceleraticn of the rate of agricultnral
wrowth in line with proiected demand should be feasible, particularly in
viev of the recently formilated government proosrans. The ranid prowtn of
the agricultural sector, however, cannot be sustained only bv hrineiap,

more land under cultivatien. If land usare continues to increase at 4-4.5
rercent per vear, a land deficit will appear in some of the Northeast states

by 1930 and in most of them by 1990, Maranhae, Piaui and nahin, on the other
hand, offer land available for cultivation that, at this evpansion rate,

is not ¢oin~ te be exhausted until the end of the centurv. However, infrastruc-
ture in these states is lacking and little is known about their soil performance.



1605, Productivity gains become, therefore, necessarv. Therc are some
crops, such as sugar, cotton and cccoa, whose ylelds can increase with the

introduction of improved, disease-resistant varileties. In addition, selec-
-l
L1l

an i s mm Tdmmemes dom T de odel. . leb Y. -~ 1 PR 3 I S R S
Ve Use Ul Ll"lLLlLItl-‘a L1 LANIAS W1l Sulitdode S011 Culdilcions and water
availabilitv mav lead to tncrc ased productivitv. Moreover, agrarian reform
should bring ahout 1 mcre intensive use of lands alrea-dy under farming and

the impact of the Jrrigation programs stould also be felt durine the 1970's.
Further gzips fron expanded cultivation and margiunally unproved productivity
can be enhanced bv imprcrsements in transport, storaye and narketing facil-
ities which will reauce the enorwmcus wastape of agricultural products nov
being experienced. Summavizing the prospective i~mact of the develor-ent
program on apricultural ouiput in the Northeast, it aprecoars that, withiout
special efforts, the rate of growth could rewmiin at historical Jevels (4-4.5
percent). A concerted effert on research, extension, surervised crelit,
infraztiucture {feeder roads and storage) and agrarian reform could lead

to an increase of the growth rate to ¢.. percent.

Manufacturin~ Tndustry

166, Despite the snilt in gevernrient policies, =-rafacturing industry is
likelv to remain the leading sector for regzicnal ~rovth. SUDETE and BNI con-
sider a manufacturiag grovth of 15 percent per annun feasible. At present,
about 72 percent of regional industrial production is directed to the North-
cast market and the remaining 2& nercent is experted to the vest of bLrazil
or akreoad. On the demand side, constraints should not appear as incomes,
and, therefore, demand for industrial ecods, growth i. the region, and inproved
efficiencv as rsell as better transport infrastricture factlitate the iccess
to markets o- side rthe repion. ny 1950 Hortheast u0nutntlon will be aroun:
36 million, half iiving in the cities, with an income per carita of $370, on
nal LOP wi}l oY e anaual rate of 10

cal demand elr
ed googs is
rv should jnprove substantiailv in the next few years,
as nanv enterprises that weve estahlished during the 1961's will have completed
their rua-in period. In additjon, an improvement carn be expected in external
econories such as infrastructure and inter-industrr relations, as well as in
the quality of the labor force and management. Under these circumstances, 15
percent per anmm increcase in regional exports of marufactures should be feas-
ibie. As to interregional exports, the Northeast shovlid be able ro {increase
its share 1in the manufactured goods market in the rest of Brazil, which 1s ex-

i
, the expected growth
rent. The competitive-

‘St
armmrl 14 n

pected tc prow bv at least 10 percent per annum in the next several years
Criticism of the 134/1°% scheme has sometimes attacked the idea of interregional
exports made from 34/18 projects, pros nablv from a2 helief that suhsidized
competitinn for sales to the rect of Brazfl was In scome way more unfair than

such competition within the Ncrtheast. Interregicnnl exports, however, are Aa
valuable sign of the prejects' econoric visbilitv. It means that the firm is
relativaly efficient bv Brazilian standards ~- the flist step toward competing
in the world market. This applies particujarly {or products such as tex-
tiles, nen-ferrous metals and chemicals. As to evrnerts abroad, the point
svatem will he revised shortly by piving more emphacics to production for
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exports. SUNENE has been recently verv active in stimulating manufacturec
exnorte inrouel, the creation of various exnort nrnmnrinn centers . Althougn
still at verv low levels, Northeast manufactured products, such as textiles,
shaes, telocemmmications equipment, air conditioners, etc., are alreadv
he'lne exnorted to Furope, Africa and North America. At present, Northeast
manufactured imports, from the rest of Brazil and abroad, correspond to 55
percent of the regional market. A production greath rate of 1) percent ac-
companied bv a similar irncrease in recionol exports would be consistent with
A decline in the impoct share of tne Northeast market to some 53 percent by
19%0,  Import substitutio therefore, is not likely to plar a major role iv

'
et | I Dy LN PSS S S S PR (R PR Y N K e T
Ui¢ qeve IU[‘IN‘HL (U SULD LA™ Lll(lu."LlV QRIL LIy e 1777 S
1A7. M the supplv side, the increase in manufacturing gross< value adde

that the proiects annroved throvcih 1971 mav he expected to pred:ce Is esti-
rated teo be about 14 percent per annum fron 1949 to 1974, comnared te a rote
of 5.7 perceat for the period 13°3-£0, This preiection is based on the ac-
surntion that prejects approved tareagh 1971, mest of which nave net started
preduction vet, will operate at 25 percent capacity. 1/ The same proiecticas
show also sovwe interestine develonrents with respect to the altered structure
of industrial output which mav be anticinated from the projects approved bv
SI'NTNE thus far. The relatfive snores of the so-called tratl.tional and the
more dvnamic industries had alreadv been chancine in faver of the latier.

The nrojecticns indicate that this process will be accelerated and that in
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civersif{icd one than thint of earlier vears and therefore, less valuerable
te teompeorary criais In any parzicular «octor.

17, Rearding new prodects to he aspreved in the 1777'¢, the comnar -
tive advanta e of Lortheast {adnstry resices i (o) o lGit. tien of notural
resources: (h) use of cheap Tabor. As for (a), {rvestment js cunected to
concentrate io nen-ferrous retals (cepner, ampanese and aluninun), netro-
coe~icals ard processing of asricultural ~cous. As for (L), !2bor intensiv
suhsectors stuch as textiles, shoes and electronic cornonen.s shonld artr.et
additional investment. A better integration of rercional manufacturing in-
Justry, by tovine adva
stirmilus teo investvent.

U L.} .

wvard and forvard linkacves, 71l be acror or

1749, An interestiug new nolicy developrent in forei~n trade should have

a nositive irpact on Northeast exports. As of August 1972 the Governrent
authorized the dutv-free transfer te Braznil of entire used industrial estab-
lishments on ceonditions that at least one-third of their citpnt be evnorted.
This iIs departure from past poliey, forbidding the irportation of used equip-
rent, on account of had experiences both in the Northeast and elsevhere.

The Northeast is Jikely to benefit from this neu orientotion designed to exploit




Brazil's comparative advantage in the form of chean laher aud rav materials.
A Canadian firm deoling with sisal processing and textlle concerns from Japan
and Taiwan have alreadyv expressed their interest in transferrin its plants

to the Northeast. In addition to labor, the ropion con offer an adequate sup
ply of the associated raw materials.

The Bahia Fetrochermical Complex

170. A major absorber of scarce 34/18 funds is almost certain to be the

Bahia petrochemical complex to be installed durin~ 1972 .90 at a total cost of
USS1 tillion (including fourth generation firms). The Government has deter-
mined to instell in 8ahia a second petrochemical! compler almost equal ir ca-
pacitv and rost to that of Sao Paulo. Apart fror re~founal develonrent nolicies,
the location s justified bv the existence of natural ~as, rock salt and potash
deposits in Rahia and Serzine. Develiopment of the Bahin petrochemicai comnier
has been studied by Japanese and Freuvch consultineg fivms. The studies are

B Y- W e )

corplete and the Covernment 1s expected to take an earlv decision as to tie
timine and compnsition of the investment. The central eleaent of the nev
complex will he a basic feedstock production unlt costing about USS159 ril-

1
lion. This unift would preovide ethylene, propviene, benzene, toluene, xvlenes
and other basic feedstocks te the second, third and fourth ceneration down-
strean nlauts, making up the bulk of the new zomnlex. PFTROQUISA, a PETRORRAS
subsidiarv, will he reasponsihlie fer the construction anc managerent of the
basic feedstock preduction unit, although dovastreanm ~lants will be asked
to share 1ts cost. A mixed company will be formed for that purpese with
PETROOUISA, domestic enterprises and foreign iaterests, each contributing te
the capital of the new enterprise. As the natural cas reserves will also be
tapped by a new Petroqnisa 1,700 ton per day amnonia lacility, {er fertilizer
production, the Covernment now contemnlates feeding the Rahia fecdstock plant

i
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with a mixture of natural gas (OrC'LIlLL('[ nanning \LAU_LIILLU\}. Such a
mixture weuld give the Bahia facilitv an important advantage vis-a-vis 3ao
Paulo's basic feedstochk unit Petro mu‘l—n_c_'a_ Iniao0, which is Pl\tl!’-“1\' n.a',.‘ht‘\.—-

oaill 0ast Lo lL. o

afed it would vield a relativelv hircher ethylence (polyester fibers, householc
plastic goods. ccnstruction materials) and relatively lower propylene (de-
tergents, acrvlic glass and {ibers) content.

171, The Hahia rescrve is estiunated to coutain 27 billion cubic meters
of natural gas. Althoupgh some of this gas presently is beiny reinjected,

even more -- 41Z.z nillion cubic meters in 1970 -~ is being lost in connec-
tion with the extraction of crude petroleum. Petrobras had assured respon-

510111‘1eq to pr0v1nn W").) TLLJL ud i

ammonin operation (377 millien m
(229-é m{11inn m ). and fer r}e

ion m’); an t )

¥l d s )]
million m3) Tf the Rahia feedstock facility were to be entirelv ras fe-,
annuai eas consumption would rise to about 1,965 millien cubic meters and

the reserves entirely denleted in 15 years, too brief a perlod to justifv
the plan investment involved. With gas coverin~ onlv one-third of the
feedstock plant's requirements, on the other hand, total gas use will ap-
proximate one billion cubic meters annually, so that reserves would be
depleted in 27 years. An additional factor to be taken into account is the

(98]

r-c«- =

on ¢t
); fo
9 A



gas reserves located in the con-
" ;n

at ipe. With the
iciency of overall petro-
1s port costs imposed by tie
fact thac moet of the output of the Bahia complex will have to be marketed

in the Center-South will tend to be offset at least to a certain extent by
the location of the Bahia pole at the source of its natural gas {nnut. Per-
haps the malor uncertainty assocla*ted with the petrochemical develerrent con-
templated bv the Government has to do with the competition between {ertilizer
and petrochemical production for natural pgas, a scarce resource in Brazil.
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absorb about 30 percent of overall 3 available for industria
investment during that period. Given the nttonnl relevance of the project
and its low labor absurption, a smaller participation of 34/12 funds, associ-
ated with a larver inflow of external resources mav be justified.

Other Sector

173. Turning to the other branches within industrv, a rapid srowth o
the construction sector can be also expected, takinn Intoc ac-ount the B0
housing propram and private and public sector investment pro,ects in in-

frastructure and manufacrurine With rhe recent intensification of =ine

astructure ang nanuracturang. witn ne cent nténsiriealie Oor mand
research, mining is expected to contribute substantiallv to the region's
crowth in the 1971's. Expleoitation of petroleum, potash and natural ecas

in Sergipe and of copper projects in Pahia 4s lirely to be the main com-
penent of the sector's prowth. Finallv, as to electric pover, ELETROBRAS
plans a 16 percent annual growth of electric eneryv preduction in order
to meet expected demand.

174, The Northeast offers gpreat tourism attractlions stemmine from its

climate, beaches, historical sites, folklore and proximite to the Amszon

repion. This potential began to be exploited onlv recently. The upper-
1 s
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nortant market for Northeast tourism. Unfortunately, international tourisn
to the Northeast, as well as to fLe rest of Brazil, 4Q hampered bv hich air

fares. By 1930 the potential market in Rio and San Paulo should conserva-
tivelv generate a flow of about 140,70 visitors annually, against 60,NN0

in 1979, Foreipn tourists mav increase from 15,000 {n 1970 to 60,007 in
1789, mostly as a result of an increasins share of forelen teourists to Brazil
visiting the Northeast. 0n the supplv side, efforts must be made in order

to enhance the attractiveness of Northeast. In addition to the improvement
and construction of the hotel network, construction of tourist beach vil-
laces, restoration of historical sites, lowering of dJdomestic alr fares for
international tourists mav be considered. If the 200,000-tourist tar;et

is reached, the sector's contribution te recional CHP by 190 may reach
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some one percent. 1/ Thus, developing tourism in the backward recions of
Brazil, may hecome a significant factor in redressing r~oional i-balances
in employment and income.

Emplovment and Income Distribution Imnlications

3

175. Even with both agriculture and industry expaadinn ver:s fast, the
existing larpe pockets of underemplovmeat plus the continming ranid pgrowth

of the labor force are such that continued interreciecnal miyration will be
necessary to ease the poverty problem in the Northeast. Using the SUVERT/
BNB grouth targets discussed above, it 1s possible tc qain a general iwpres-
sion of employment prospects. The employment impact which would follow the
achlevement of the sectoral targets depends. of course, on the future chances
in employmet-outpnt elasticities. This is difficult to forecast. The nro-
jections below assume that past elasticities continue te prevail for agri-

- AnfFind e+, {ntfarmat
culture and services. For manufacturing, there 1s more definite infermation

in the form of the pipeline . f SUDEME-approved projects, which is expected
to creite about 370,000 jobs in this decade. In addition, it is reasonable
to assume that construction anc¢ utilities sectors expand their eriplovment
by roughly similar proportions in response to the growth in manufacturine.

Table 19: EXPECTED GROWTH IN EMPLOYMENT AND LABOR 1ORCE, 1970-80

Absclute

Annual GrCWth %) Flastic-ty Increase, 197030
Vo YT T O N o [, R Y s 'I'\ﬁl\\

UULI‘UL lli)lL Yo ll - e \ ity _
Industry 15.0 5.5 3.317 64N
Services .0 5.4 0.54 1,241
Agriculture 6.5 n.s 0.98 6k
TOTAL 10.0 2.3 Nn.23 2,140

Expected Growth in

Labor Force 2.9 2,7h7
Deficit Hh22
—_—

176. These magnitudes indicate that, even if the expected employment
growth is achieved (which would be¢ a considerable accomplishment) there

would still be a need for the migration of a little mere than 600,000 North-
east workers 1f the existing backlops of underemplovment comprisinge about

1.8 million were not to Increase. The prospects for reducinp underemployment
in absolute terms are thus dependent upon how great tie outmigration is in

1/ | T, —~a = maacm demens e Yo o d o el mm e Amciamd o Lm ;e = Voo AL o
_l[ Lven VL a4 VUi LL SULH a3 JallalCd, wWiéere LUUX. Lﬁul ll ~8 vecoms a ‘Lcauxug
sector's net contribution to GDP {s no
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179. The growth of incomes withia agriculture will depend to a large
extent on the successful implementation o the various public preerams to
boost per worker productivity. Land redistribution could improve rural in-
come distributicn, 1f the berneficiaries are, in fact, minifundistas and/or
sharecroppers and if rthey are ahle to ~xploit rheir new land economically.
On the other hand, efforts to increase productivity through the use of

novrvarens dAiccsdbatrdanal 4w 1nne Thavra avra
Lere arc

hadddand cvmadle wmnw hava > ‘
PEIVELOY GirociarUulONias all 'aCl.

subsidized cradle w3y nave a
two reasons for this. One 1is the existing structural bias whereby credit
institutions fend to restriet their lending to the larger farmers. The
second 1is that especially by virtue nf the subsidization of credit conceded
to finance labor -saviung technology improvement, the principal benefit of
productivity increases 1s likely to accruve to the landholder in the form

of profit. 1/ Tue policy implication is that if perverse income redistribn-
tion effects of nodern inputs are to be minimized, no* only mus: the cresit
mechanismn mare inputs available to smeall farmers on an equal footins with
large, but there may also be a case of skewing the channels towards the
small farmers, so that the differential impact on prcfits versus wage bill
will L2 lessened by reaching farms employing primarily profit-sharing family
labor rather than hired labor.

180. Finally, it should bLe nored that improvement in the distribution
of apricultural zredit would not, by itself, guarantee i7provement in rural

L

incomes. Many smnil farms in the MNortheast mav stiii be not viable because
of the land limitation.

. Investrment Requirements

The Capital-Cusp-it Ratio

131. The amo:nt of fixed investment required to s 'ppurt rapid resional
growth depends on the value oi the incremental capital-output ratio (ICOR).
The historicsl evideace 2/ for determining the ICOR of the reglon is severely
limited. In the iate 60's, the Noitheast ICOR was probably around 3.0, as

2 o 12 00 - N T T e S
ine agllirerence 1s atirioucapble 1o parce Lo

agaiast 2.1 for drazil as a whoie.
the fact tha: while there was ccasiderable excess production capacity in the

rest of the country, Nertheast growrh during these years was characterized
by heavy infrastructure expanditures, as well as the build-up of industrial
capacity which has yet to come fully on strear. Unfortunately, there is

not enough hard evidence to test the hypothesis attributing intervegional

1/ Use of fertilizer and improved seeds tend to ral e the profit/value-
added ratio as labor costs remain unchanged to the extent that wages
are congstant and labor requirements are proportional to land area
(plowing, weeding) rather than output (harvesting, threshing).

2/ It consists of 5 years of observation (1365 through 1965) for the whole

economy and 10 years of observation for the agricultural sector and the

public sector. See SUDENE - Produto e Formacac Bruta de Capital do

Nordeste do Brasil, 1965-69.




values in terrs of censistent hiecher reraras on hetn
nvestnent in t)o Center-South vis-a-vis the Northerst.

1
Thnrn Arnla {nfremas
itio S

The orly rration available foned data —ante Tafe
of retur: calculation for SI'MYMF-sacproved prejects, averatiie hetween 27
At AT nercert (see paras 75 ohove), and the actual averate return on in

:

vestnent of Yrazilian cornorations durine 1965-69, cerresmondineg te 15
vercent.  Moreover, those are finaaciol, rother than econenic rates of re-
tums.  The {ssue requires further studv. Anv atternmt to ispreve the pros-
ent "rcouleire of the subject should aeal. inter alis, wuitih the eviluation
of the interrecional opnortunity cost of lahor (ee para. N, aboeve),

10, s to the IO woalye arevoiline in the 1970%s, the rission estinote
t rill averace .7, V/ The seclection of this ratie, which 107 ties
o the {stihe -

-
J.
~
-
-~
—

v <l ht o reduction in rvetarion with the recenr nase,

Do oconsiderations: () the comine inte fruitfon of the tndustril ol
infractrecture projects started {n the 1775 as w1l as ¢ meete! f-orove-
meat i the nroductivity of neo investrment, s a4 conaeauence of eveerns,

crenerices, hoetter nrojeet ferrglation, cte. (D) the Inecressed emdYiasic on
socirl fovestoert vill accossarily offset nart of the 1092 re'ucticn which
faA) mav Hyrine ahent,

171, Tf the 10 percent ceoenemiec crevres tarcet establishe! for the Yorth-
st U te heoachieve ' theretore, fisod irvestoert voul ! e to erees O
1hout 14 nercent annu~llv: fined imveatmert weuld Love to rise to the oo -
aient of 31 nercent of recfocal NP hee 1976 ac gmainst 7 pereent in 130

T A o~ s + L P |

LA As o oconsequenrce of the rocent 70 i federal pgoveranent nedyen
terard rthe Sortherst, the resnective reles of orivate and panrlie (dlreect or
indirecr) investiment i1V charer substartictle v the next feuw vears.  Jheve -

a=s An tne lare 19/0"G the shoare of the poite seetor investoent {n tor ol
Yortheast {nvestroat averssed 40 porcent in 1M70-70 it is evpected to in-
crease te 57 percent.  This {4 a result of the 52ift of SN nercent of 70710
furds fror private manufacturine inveseqonr te fedoral {(adirect anl indirecs)
investment ir apriculture and related infrastructure u'er the P17 and
PPOTEPPA preorrams.  State social investrent will alse coatribuce to the
evparsion of the rele of the public secteor.

vestment

(1) Vofqin] inven
hv the Tederal Covernment and federal autarkies plus the
T drrication proorar and PROTTNPA evpenditures ir the

“ortheqst as shown in the 1%72--7% Tederal Irvestrent Sudyet.

Lent, earrespordive to direer investrnent

1/ The projected 2.8 ICOR is the weighted average of:
(a) 2.7 for agriculture, as compared to 1.9 in 1960- 69;
(b) 3.0 for industry, including 2.0 for manufacturing, as
compared to 3.5 in 1965-69;
(c) 3.0 for services as compared to 3.7 in 1965-49.
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Table 2}t @ UITHEAST BRAZIL - FIYED INVESTMERT BY PUBLIZ SECTOR AND BY FRIVATS SoCTCH, 197.-7

(I, Cr$ millions at ronstint 1973 values)

AvVArage Annus
Zstimated Proinating Increase (i £
1971 1972 1973 16 /L 1G7¢ 197 16571 1971-7

Tot-2 Fixed Irvestment in ~rtheast 1/

E,
2

9,257 16,172 11,803 13,21% L0 5.0 h.o

Puhlte Sentor Fired Inve tment

Priv-te Sector Fixed Investrent

Q
Bz

Feder:1 ?
(Direct)
(PIN-Irrigation)
(PROTERKA

States 2/

Municipalities 3/

-

170 5,€% 6,038 1,295 P aog 5.7 22.¢
§7557 BN RS AN A S b4 24,.0
(2,500) (>,R75) (3,300) (3,%00) (ii,370) 6
(227) (227) (2»7) (227) 207) .
(cu0) (£,00) (670) (750) (£40) - .
1,59 1,800 1,927 2,100 2,308 5.7 2
300 3t0 YA S1t 2

—_
(SR
-

— )
SIS b D o2
[UIRVL B B AV

Nt o

A
38

SYDENE-Approved Industrial TnvostrentV

—
-~

0.0

0.0

236 4,290k Ef% 5,F20 Al 11.3 6.5
?,330 7“'3‘3'? 2,1 me 2,60 Lh.B 8.8
2.8

3.7

4 » 75C ] .
(vith Ars. 2WAF Investrent Funds) (770) (1,009) (95C) (f:50) (e00) (ro0) L5 .
(W{th Supplementary Funds) (v ) 1\‘,’\ o) (1,4h29) ‘,G(“‘) (1,565} (1,865) L. A 113,
SUENE-Approved Other Investmant £/ 146G 208 -
"

(V1th rrt, 3L/15 Investment Fanl-) (1) (79) (-) ( ) (—) (-) vee
{(With Suonlementarv Funi-) (1) (115) (-) (-) (=) (-} cee
Other Privats Investmont 4/ 2,550 1,550 1,519 2,550 ,aen 3,h90 1.4 AN
Py nj"‘a A tat -l .'"-,- Pt savrempor 1 Lo verass [SCR (et onee joar lagy of 2406 for the
elotal Northeast seonn v s vooverape 1700 (W0 aneeya s 1ag) o 1.0 during the four-yunr
reriod 1566-65, rrinr o th‘ Arnusht 5 1070,
Proie=tt foderil T4 2l ivestment (167 -79) L otnegsimnt oy W Pedinral cjovernment 2nd
fodur .l sutorkies rlas FIL dnwve-tmane 0 irrise =11 o*ther rra et%d fzacral transfers of
invect=ens rocrirces to the Dorthos st are Ie2loded el te o runiciy flyad dnveotment {(1sing rescurse:
fror Farcizipatior Panis snd - Lo 4 tran=fop~) ap in gt . sretrent (1lirg Act. 3L/1S lnvestment funis or

sredit frar 50000
Proiected fived i
(A2

I leuding tn tittisns).
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(1i) tate and Vunicipal fined investert, correspondin: to tie

atates ant manicipal sector investment precrars as presented
tr the SUDENE plan 1/ and adjusted by the missfon's own esti-
mares of Investnent requirenments for the irplevertation of
the e lucationul refori: and for the carrving out of a procram

of state roads and municipal feeder roads.
t

A5 shoun in tae table above, in adeition to the PTY and PROTETRA proyrans
Nich have been analvzed fa Chapter TTT (Sections A and H), federal invest

vhaic

ment in the Northeast will mainlyv cor cice ,,r DETLYADAS LA ¥ I £ .
e i CH MOTU W daS L WLIJ Marily U150 I l'\ln'\/\7 ln:llu.;.ul'ﬁ 1or v. =
nloitation of metrolerm and natural cas, ELETRODPAS' exnendtturcq fer electric
DoOUer nro1octa the Ministrvy of Transrort's exnendirures for the exnansion

, the Ministrv of Transport's itur cpans ion
and improvement of Northeast federal road network and, finally, the capital
expen’itures of the Ministryv of FEducation in the Northeast.

1o, These plans call for direct and indirect investment bv the Federal
Covernment and autarkles equivalent to ahout 11 percent of the projected valae
of aross rewional product, as agafonst rourhly 6 percent durine 1966-71. Thus,
federal investment i1s expected to expand at an annual rate of 24 percent dur-
inn 1972-7A as compared to h.4 percent in the past quinquennium. Moreover,
even disrenarding the special orograms such as PTY and PIITERRA, the investrment
expenditures in recads, electricitv and the like are bud-eted to expand at a
t t e 5

rate ~nFf Aalsns it MY movrsannt amniial T wiirh fFhactoay #£han he tarcgata ]l aveancdan af
gt Ul AU URET i pETUCHC aiidil 344 Y, TR dasuvCd Caicaig e Lal Ol CRPAnSIVUn Ul
overall econonic activity. See Tahle bhelow.)

1°7. Muhliec sector investrnent undertaien by the Yortheast state govern-
ments and municipalities 2/, ineluding aurononous entities and public enter-
prises, ceomprised an estirnated average of 4 percent annually of gross reeioral
product 1in the !ortheast duriry the period 196A.71, Tts rate of arcwth aver-
acced somethat less than 5 percent aanuallv. 3/ The state public investrment
nreeram is primarilv financed out of feders] transiers te state covernrent
hudr~ers as well as capita’ transfers from the National Road Tund and the
Mational Ilectrificatien Fund which go directlr to stat - autarkies aod state

f

PErTN ares 1~ . s e

nternrises. e O ina v obunpet revenues o tie state a0 Gt cover
curre"t operating expenditures plus curront transfers, and state autarkies as
a oroun do not generate in:crn. aheence of transfers from the
state budeets. Thus, in the the state public sector relied on

1/ SUDENE -~ Plano do Desenvolvimento do Nordeste, 1972-74.

2/  The operations and investment plans of the state governments and the
municipalities havp been consolidated for the purpose of this discus-

sion. The term "state" 1is used here to designate this consolidation.

3/ Growth was all concentrated in the years prior t) 1970 when ICH revenues
plus transfers from the Federal Covernment were expanding. The level
AF gtate nnkl{n gecgtor Invactmant 4o acatimatad A hava Aarldnad «I- 1070
LA F LA AN L= A= AEVC O W ll‘— lb - P WA U LS v (310 A= UCL A AlICU LA A
and 1971 below the peak reached in 1969 as a result of the stagnation
of tax receipts and reduced transfers from the Federal Government.



- 71 -

federal transfers to cover the deficit on current onerations and to finance
more than 60 percent of total state public investrent. The remainder of the
state Iinvestment has been largely financed by berrowine from federal and
state banks and to a limited extent, from foreign sources (including finan-
cial cre-its).

Table 22: DIRECT INVESTMENT BY THE FEDERAL GOVERNMENT AND

v wr e amr LY P4

FEDERAL AUTARKIES, 1972-76

(In Cr$ milliens at constant 1971 values)

Projection

——— - e, — e i i [——

1972 " a7y T Ti97a T n7s anan

Total Direct Federal Investment 2,510 2,775 7,307 3,700 4,30
Agriclture 242 27¢ 3290 37" a5
Yinin» and Manufacturing

Incdustries 745 ano 1,710 1,157 1,224
Elcctricity 53N 610 700 305 9 -
Nasic Sanitaticen 57 57 €5 75 o
Tronspertation 305 351 4n2 A0 53"

Ro1's (261) (319) (344) (397) (45%)

Nailroads and Ports (44) (51) (5. (67) 77
Cor—minications and Storage 73 A S, 119 127
Fducation 422 445 557 6H21 737
Health ©7 100 115 132 152

Colonization and Cormunity

Nevelepnent 15 1« 21 24 2n
Cencral H 12 13 1 23
Source: SUVMT and ‘Hnistrv of Planning.
188. The projected state public investment progr:m for the five-year

period 1972-7¢ calls for a rapid exponsien of activis s at an averape rate
of 2™ rercent per vear and is projected to comprisc about 3.7 percent of

nross repional nroduct annually in the Northeast in those vears. The srate

and runicinal publie sector investmert by sccetor preposs ' for the Northeast
is as fellows:

(1) 1In agriculture, the state covernmonts will contrihute to
rosearch and experimentotic: arograrms desi~re! to find new
crop opportunities and ¢ raise pro activity in the soctor.
There will also be fixe:s iuvestment in storare facilicirs.
Yevertheless, Investmont in apriculture 1s projected to
comprise less than 2 percent of the total state public scc-
tor irvestment program on the assumption that federal gov-
ernment prerrams (e.. .. PROTEPRA) will meet the public in-
vestment needs in thi cector.
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(11) 1In the industrial sector (minin~ and manufacturing), state
investment plans call for the enlar~ement of industrial
rarks in the Northeast and survevs of mineral resources,
hut less than 5 percent of total state public sector in-
vestment will be directed te these activities.

(1i1) he investment program in electricitv bv state autarkies
o state public enterrrises in the Northeast is outlined
in a five—yenr investment budget prepared by Eletrobras.

Toaem V.. 08 o o .\.._.'A Py LA-'_—.‘ s acm od v wa Py Ry ;.. 'S} SO o TV o 1
LXC lll('lllz' Llll.. },7[( JeECLS belll g unaer qu‘~€ll vy e odn rranclsco
i'vdroelectric Company (CIESF) and the Boa Esperanca Hydro-
o’ectr1r Companv (COHELE) with direct federal govornment

volvement, seventren other state electric companies in
t*e Northeast are preojected to make investments larrely
i~ transrission and distribution, which will represent
ahout 15 percent annually of total state public scctor
investment.

(iv) Basic sanitation is the sector which is projected to ab-
sorb the largest share (apprexinately 30 percent anrually)
of total state public sector investment in the Northeast.
The ennhasis on basic sanitation is the result of the

inmnlementation of a Mational Saniration Plan fD! ’AIAKA\

OTMENILALION O a saciidias. oani on LR V)

under the ausnices of the National Housin~ Bank (HVii)
whereby state governments earmark S percent of their
revennes, to he supplemented with loars from BNH, for
investment in water sunnly and sewerace.

(v) Traonsportatior i3 projected to ahsorh the second larrest
share (anproxi-atelv 26 percenr annuallv) of total state
public sector {nvestrent. The state fnvestnent activity
is almost exclusively concentratec in buildine and aain-
tainine state roads, since ports and railwav investents
are cenerally planned and financed bv federal autarbvies.
The state road investmenut requirements have been estimated

on the hasis of the detailed investment pregran contained
in the 19A9 Brazil Transport Survey. Municipal investment

in feeder roads is also included.

(vi) Comrunications and storarcec are prcjected to absorb less
than 2 percent annually of the total state public sector
investment prepram. The planned investrents involve the
expansion of telephone service ini ahia and the instal-
lation of microwave transmission in other states of the
‘lortheast, to be carried out by state public comnmunica-
tions enterprises.

(vii The projected state investuent in education is based on
an IBPN mission analvsis of future requirenants at the
state level for the implementation of the public school
educationar reform in primery and secondary education.
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The projected investment represents a Iarre (ilros¢

threefold) increase over prst levels of state public
sector Investmeat in education and in relation to the
[P | -t... NS b e A Trevae 1A sedom CLomem 7 e mnis 2~
LUL«L L Xl VLDL ICCIL PLU'L(( I Wi i ilo¢ LT Us ' }I(l LLIIL Py

1972 to 10 percent and higher in 1976 and beyend.

(viii), State public investment in healti 1s project2d to con-
tinue to comprise a very small portion (less thian 2
rercent) of the total investneut program. The ain is
consolidation of existing facilities which, at present,
are not intensively utilized: ongfeine prejects will be
comnleted and a number of Lospitals properly equipped.

(ix) Investment in tourism is proiocted to be minuscule on

the part of the state public sector, on the assumntion

that the private sector will doninate the activity in

this area.

General investment in buildings and equiprmert is projected
te grow at 11 percent per annum, correspondinc to the in-
creasinrly inportant role to be occunied by public admin-
istration at the state governnent level in an econorv ex-
panding at an average rate of 10 percent or more per annua.

~
£
e

Private Sector Investnent

1R9, Expansion of private sector investment will be essential to sustain
the rapid grewth which is targeted for the Northeast economy. As in the rast,
most of the private Investment will take place in nmanufacturing. Assuming a
2.0 caoital-ocutput ratio, the fnvestnent reqnired teo sustain a manufacturine

production expansion of 15 percent annually is on the order of Cr$12.5 hillien
(or USS2.4 billion) during 1972-7¢. In the irmediately preceediny nuinquen-
nium, investment in 34/12 industrial projects amounted to about Cr$5 billien.

1en, Whether or not this increase of private investment in industry can
be achieved in view of tne cutback 1n the Article 34/18 resources availahle
for industryv is one of the princip»l uncertainties associsted with the feq-
sibilit of the overall investment requirements for 10 percent repional grouth.

C. RgsgurggrAvai}ah}}jty

191. Following the diversion of 34/1% funds to finance the

and cclonization proiect, there is a prowing concern in the Northeast about
the outlook for resources mohilized outside the rerion to support private
investment in the Northeast. At this juncture, ir is nccessary to asscss

the 1likelihood that the overall investmeut requirements of the growth strateqy
for the Vortheast will he met. To male this assessment, resource availabili-
ty for the three main components of Northeast investment ({.e., federal, state
and private investment) will he examined. These pileces will first he con-

sidered separately and then incorporated into an intezrated frameworl:.

the AmAaron rnad
Amazon read



Table 23t NORTHEAST BRAZIL - STATE AND MUNICIPAL PUBLIC INVESTMENT: 1967-76

—_——

{In Cr$ millicns at constent 1971 values)

Actual Estimated Projagtions
1967 1568 1969 1970 1972 1972 1973 197k 197% Ty it

“eata and Munizipal Public Invesmnty 99 1,215 1,237 1,125 1,148 1,86 2,180 2,3 2,613 2,068

szrteul e 25 oY 2 ... ... 16 1 12 W i
Minqpe eana Mamfacturing Industries 18 LS 13 ‘e i) LA GA o ]
Tla~te ~ity Q" 1h6 150 vea e 280 e} 205 27 0
~asie Zanitation “¢0 79 101 “re e ar €37 €92 L RN
“eansportation 250 L14 37% . fes L7s Saf GoH 0T K
trads (ch2) (ko) (3sP) (...) (... (Lo2)  (882)  (579)  (€x<)  {rew)
atlroass and Ports (1) (2; (11 (o) L) (3) (L) (5) (=) ()
Oth"r (s) (2) (%) D N PP (10} (12} (n} (17} (rn}
Commini~ations and Starape 1S 13 55 eee 2L 2b 31 10 WO
Aucation 35 28 Ll 110 10 157 18 AR
“palth 1 12 10 s e 17 20 24 29 3
Tourism - - - s e 1n 10 10 16 "
mnaral (Mulldings ind Leulpment) 27 L37 u5? libh DY 5 “i3 AN
- {4+ fotual Ticures (1967-49) for stats and municipal public investmenl acco-ding to SUDZNE, Assessortn Teantra-
"Tnfarme sorre Formasao de Capital Fivo do Setor Publico do Nordeste, 1540-59", {Recifs, April 197 ),
(14 Prate~tiane (19°2-7) are acsording to STDPNE, "Plans de D%samolvlmento 4o Nordaste 1972<74" {August 14
ind ot-er secto- lnvssiment plans as riled belouw; protections (1975-76) are based on findings of the I[UAD

(a) Apriculture: SUDENE (1972-74) plus no pro-ested increase after 1975 on the assumptton that Fecers)

0 nt programs will meet the sublis {nvestmant nesds in this sector:

(=} “ininp ard manufacturines industries: SUYDENE {1$72-7L) plus ~onstant level after 5 for ~ontinuattion

~7 wireral exploration and enlarpement of iondustrial parxs;

v~} Zlectricitv: Eletrobras Pluriannual Investamnt Budget (1972-75) followed by acceleratad growth of
11t imvaatmant after 1975 in order to extend tranamission lines to rural areas;

1+ st~ Sanitation: SUDENE {1972-7.} lollowed rr investment growth by 9 percent per annum - accordanne
wit' National Housing Hank {BMH) estimates of investment needs to furaish water and sewerags to ¥
prrcant of L urban population by 1940;

(e} Traasportationt the amount and growtn of 1nvestment in roads (1972-£0) has been determined as - sunctios
A" the earmairked transfars af fede-~al tax reveque (IUCL) to the state rand apencies and taklag fata
~onst jeration o feeder road wropram Lo te financed tn part by the BNDE and fore.gn Aevelopmen® laant
s for ratlroads and ports, no malar new stata investment {5 oro-eztsd, which implies that the st-u
of Fernamburo does not construct & new nort linked to « ~ew inuustrial park outside of Res:fe; otrwr
transportation investmant is linked to urban oudblis transit and will rise bv 20 parcent annually;

(*)} Communicatinns and storage: SUDENE (1970.7L) followed ov a constant level of state invesi—n® pri et
the-eafter on the assumption that federal and private investment will meet Lhe growing needs;

{g) FEducation: ovrojected investment (1972-7A) based on IBRD mission analyaia of reouirements 1! tne ~tate
lavel for the implementation of the public school aducational relorm for primary and secomaary rduzai-n
(see Mama\, D., and Tsantis, A., "The Educatlon and Training System of Northe.st Hro-i1¥ - mu=e-agaph,
duly 197205

[ ‘ha?th: SUDENE (1972-74) followsd by a contimuation of the trend rate of grewth at 20 percent per ye.r;

(t)Y Tou-ismt IUDENE {1977-7L) followed by a constant leve! of investment thereaftar;
I Y Limamal:s nmalastad tncaatmant {1o'mJln\ hasad on A trand rate of growth at 11 peree anmriam (o
{ ¥ eneral: protectsd investment asad on A trar of growth at 11 percen annum L

at ner
b per

acrordance with the needs of stale government in an economy expanding at an averase rate of 10.7 percent

per annum Jduring the sams period.

si=spi SULENE; Ministry of Planning; Eletrobras; National Heousing Bank; National Development Rank; and IBHD mis«ion
f! niings.



Resources for Federal Investment

192, Among the various covponents of Northeast investment., federal in-
vestment is probably the only one which is likely not to suffer fror lack of
resources. The overall analvsis of financin~ of federal investment in the

Northeast as well as in the rest of the country will he develoned in the

Main Report. tere it is enourh to mention that the cxnected volume of

federal savines and net external loans in 1972-7A will he sufficient to meet
i 11 as in the

the financing needs of federal investment in the Northrnst as we
rest of the countrv, as outlined in the plurianpual investrent budret. If
slinnaces in federal Northeast investnent occur, the cause will be hordlv of
a financial nature. It will rather reside in delavs in project preparatien
and implementation.

Resources for State Investnent

an N -1 e A . £ S ,_;_4 Y o G SRR S ) R S

1% 5. ine prospects I1er an exXnIng10on Qi 1Lnvesrmen ov NOortienast otares

in the next few vears are predicated on increased federil governreat trans-

fers on strricror osxnenditurs control as wvell ag an vonravernent and chinoec
s, on stricts ture contrel as vell! as an roverient and chinaes

in th. state valuc-added tax (I1C') administration.

194, Most of the Yortheast states are not ahle to reet their current

exnenditures from their tax revenues. Federal transfers plav an important
role in the firmancing of their current and carpital enpenditures. About 95
perce:t of the state tax revenues are derived from a valueadded tax called
IC'. The IC' was iuntroduced in 1957, in place of a cascadetvne sales taw.
Althiou~% [t was foresceen at the tine of tie reform thet the Northeast states
micht suffer a decline in revenues, ICY collectinns recorded an antual real
increase of 15 percent betaeen 1906 (the last vear of the old tax) andl 1900,

Y. 10 TR Wl B 1 1 -

7 the economaic activity related to the

In 1870 and 1971, however, a decline 1

drounbt led te 1 slipsht real drep in 10 revenues. Ancther factor 1n the
poer revenue performance in 1071 was the beninning of a series of anmnol
reductions in the ICY tax rate frcmn 17 percent in 1977 to 14 percent bv
1974, This dowmward adiustment in the incidence of cthe ICY wvas cenceive!

bv the Federal Covernment to offset the contributior by firms to the newly
created Social Intenration Prosram (PIS). hether the loss of revenues teo
Northeastern states resulting from this nessure wili be compensated Dby al-
location of PIS rescurces in the repion remains to he seer.  Face!d with
declining revenues and mounting current expenditure, the states Have in-
creasingly resorted to short- and nmedium-term horruwing frenm dormestic and,
to a lesser extent, external sources.

10¢ Anv oroiccrtion of th revonue nerfeormance te he anticinared for
V7 Ja & IV :)L"]\ L v v (SRR AT Ve iiuc FET L A LTIV LR AL A L4 oy - e
the Yortheast states during t}e decade of the 1970's must necessarily con-
centrate on the overvhelringly important state value-added tax (ICM) The

limited historical experience with this tax in the Northeast suggests that
approximately one-third of total value-added in all sectors of the regional
econcrny 1s effectively subject to the IO levy. A number of factors limit
the effective incidence of this tax. First, {r is irpossible to apnly the
tax te value-added imputed to subsistence preduction. Second, adrinistrative
constraints make it impractical to impose the tax on the unorganized service
sector. Third, many catezories of veods are exempted from the ICY tax. These
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include: baslc food-stuffs (te miticate the recressive element of the tax);
manufactnres exported abroad (to pernit the product to be competitive in {n-
tornnttonal martets); and productq of enterprises newlv established ir the

PR Aot L2 e e mm v d b lines set bv SI'MENE
ortheast in accordance with yu;ur;;xra S5€T 0OV oU LN,

194, tthereas the first two tvpes of stat: Y

anply fairly uniformliy throughout Bra=il, the special exerpricns made avail-

arle te newlv establishe! manufacturine industry are most concentrated in

the llortheast states. As mentioned ahove, most of the states in the Northeast

allow firms te deduct up to % percent of their TCY Tiabilitv to tae state,

nrovided the sun deductes is anplied to new or ervomded invest—ent !r tio

state for a seriod of 5 years. The effect of these deductions reinferces

that of tne 34/1% incentive in permittine~ a firm lecatine in the Northeast

to effective’ undernrice competition fror outside the rOxxoﬂ (esruclwllv

from the Soutieast and South) whieh is subiect t

irterstate rrade.  In addition, however, connntirio
ir

statoes the
states the

utorv exverntions mentioned above

o Lt‘l\ﬂi an
Nortaeast

1ol to
it te o

smacolyog ro attract mtre witin he
nseave e atiract 1 < Loelny 12

certain arennat of wilidcat bar~alnins hetueen states ard pnrtinn!nr investors
which has resulted in additional deductions or total exemntiern bein: sronted. 1/
In the case of one YNortacast state wnich has attempted to evaluate tlie lous )
A% revenue e both to the unifors [0 exemntions assoeociated with the Articic
uI17 scheme plus additieonal exemptiors cranted by that state, It was deter-
sine. that by 1970 rhese ewcrntions were ecdivalent to 19 nercent of actual

IC coallections.

fe7. For the purncse of nroijcctiace T revenues for the state covern
nents of the Mortheast, thw prenortion of verfon-! sreluel whiileh will ge-
> .1 | . P N e -~ - Trer o oa .. N it P B R N 5 I SRR e 2 B .
[ R VI [ RS T L Ly Lot [ [N S AHTTT S S R A A L e Popercent it
1072 to 41 nercent by 1974, Prejecte? iopreve went of tha ol fvvctive IO o)
Dayeo agrare s that an ivep sl aeencrtiey o roe o beal oredact w1l he in-

cluded in tne mnonetized secter and tuqt tiere will e So-e 1 rovenent 1o
taw acmdnistration by e atote coverni entse PO G cortarn et teat, o
¢ pmndon of thie tv e Wit be ofTacr L tie o roTacrien Tre 17 perceat
Lo 1370 te 17 percent i 1970 of the rate of the It asnecinten st
tie inatallotion of the PIS” 8ee parn. 194 above). The act reo.cle i ot
I revetae s are preojectec to grow in re~! terms by oahout 11, nercenr -
aually i1 the 17 pereent crouth tircete of the reaenal eccan'y are aecnroves
ut espenditares are projoctes’ to incerease
res vith: an averace incrrase of 11 per
t (a) an increase in recurrent educari

| GES -1 .
L et e

! curr
by 17 sorcent per vear.  This comp
e orejecti

in 1967-71. Th
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>
3
n
n

m

-

l/ In an effort to prevent firms from exploiting the rivalry between the

states and further eroding their ICM tax base, the Ministry of Finance

of the Federal Govermment has 6fganized a council of the secretaries of
finance of all the state governments, and no new deductions or exemp-
tions from the ICM may be granted by any state without the approval of

at least three-quarters of the membership of the council. However, this
regulation does not applv retroactively; therefore, any previously exist-
ing deductions and/or exemptions from the ICM liability remain in effect.
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expenditures by 11 percent in the 1laht of expected enrcllnent growth sten-
ning from the educational reform; (b) an 8 percent arnnual increase in wapce
and salaries (other than education) in the light of recuirements for traineld
personmel for development; and (c; an 11 percent increase in purchases of
coods and services, to support the evpanqion of minimun social service

e mea dne Vm mmmmic D emm d by the sTovine popi PP R Po ) IPREE T PO S S e o
SLANAATUD thur.x [ & l)_V U tl (J\Vlllg pL'x“JL acion. Liear l_\', Lhe PAS U["‘Urll"l y'
for some cconemies, particularly in the (b) area.

199. Tf Nortiieast state and municipal revenues ancd current exrenditures

crow 1long the lines suprested in the precedine naracrani-s, the resultir~
current account deficit (before transfers received) will ~rov from Cr$625
millin~ in 1971 to Cr$824 million in 1976, But, duc to a hisher crewth rate
of rcwennes (11,5 percent) vis-a-vis expenditnres (10 percent), the current
account deficit as a percentarr of current cwnenditures vill decline frem

25 in 1971 to 21 nercent in 1976. This represents an imnrovement in the
fiscal performance of states and municinalities.

290, The 1947 tae referm, wvhich created the IF", aknY{shed all ear-arl-

2 € Lo VamaY Lo loa s mmmiioai e Laee e . _ .

L I - Tl "UU"('L:!I" tevenues 10r Hpe C res

e., the thrﬂ]LdP tax (

as o At the sarme
7

ece

the various sale taxes: 1
x (11U !7\ an: the mjng < . At ¢ ,
alities in the TI'CL frem 49 percent to 40
percenr. These channes were more than olfset, hewever, bhv the etier majer
innovation of the reform, the introduction of tax sharin~ in the form of

the Participaticn Fund, vhereby states and runicipnlities receive -~ in

equal narts -- 20 percent of the federal incore tax aud industriali-zed pro’'-
ucts tax (IPT), 1In 19A9, this share was reducerd to 10 nercent while a Specing
Fund was created to distribute an adqditional 2 percent, poarticularlv to peorer
states. The sudden decline {rom 20 percent te 12 nercert in the tnr sharing
mechanism is exnliained by fiscal difficulties encounteres” bv the Federal Cov-

ernment in that vear, as well as by the unexpectridlv coos revenue vield from
y !

tha TV ai{ness it intraldusrtrian in 10x Thic avaotam 1< 26311 Grawenf{liae
e in Si4ce w Ll SYSU 145 SUL11 ! 14 3 LitY, .

It has 1 strong redistributive effcct owluge to the need element built into
the fer-ula for Participation and Special Fund distribution. The Mortheast
t»s about A percent of federnl income tax and TPT revenues an', there-
fore, tie same percentage of total rescurces available te the two Funids. Tt
receives, on the other hand, sorme 4) percent of total Fund transfers. 1In
the cace of carmarled federal taxes, such as I'CL, IT™7 and 177, the
recdistribhutive elerent is marzinnl. At present. about 37 nercent of all
federal revenue sharing wvith states and municipalities is allocated to the
Northeast, while its contribution to the sharerd revennesn is about 7 percent.

S 1InTroaucTion '\‘1- idlis

72X ] [ § WU st - e = . P r ) £ - Y ol N a

(SO I tnrer tne prescnt reveaue-sitring s/sJemn, 'eooeri1l grans.cern to

Northenst states and municipalities will arow at an annunl rate of 12.7 per-

cent fanter than the ennected Brazilian D0 Thir i dan tn the face rhatr
iter than the expreted Brazil con, Thia is dae to the fact that

the shared federal taxes (such as incerme tax, IPI, eic.) are characterized by
fairlv high elasticity to changes in neminal! PP, Thus, federal transfors
and curront state revenues together are going to more than offset current
state expen:itures. State and municipalities' savinrcs (after transfers) are,
therefere, projccted to increase at ahout 17 percenc annuallv. They veuld
finance, on average, 4% percent of »rojrcted satate investment, as against
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65 percent in the past quinquenniim. In addition, the states should be able
to borrm' Aemestically a part of the resources needed. From the officinl
hanking system (BNH, BNDE, BIIB) they are expected to horrow .bhout CrS$2,360
nillion, corresponding to ahout 20 percent of the total investment prosrs-,
Finally, for the next five vears, the finoncing preiecction envisaces an oxn-
ternal capital inflew of Cr$224 million, based on loans from the IMPD, the
IDE and the TSAID that have heen alrcady anproved or are inaluded in their
present lending programs.

212, itnder the assurntions discasse’ above, the states wnu!d'rrnfrﬁw:
an unfinanced gap of about Crs3.7% Lillion. [t is exnnected rhat, woirh sone
furtiier effort on preiect preparation, reoaphly Cr$302 =illion nmav acome froe-

ation
disbursements on external leans still to Ye included 4o tihe lending procrar
of the development amencies. in the field of sewerape, oducation and feeder
reads,  Thus, a residual internal pap of about Cr$3.9 hillior counld erer-e.

Finding 'ore Resources for tne Jortheast States

N3, The- nrojected savines eap for the strate public se~ror in the YNorth-
east can be reduced by increasing the transfers fror the Feicral Governrent
to the ‘lortheast states and/er by broadening the tax bYase of the I8 in the
Northeast. Yoth of these possibilities merit seriocus constderation in view
of the need for a high leve! of state investrent both for productive and

social purpeses. One {ssue that has been the focus of much dehate concerus
the allepced bias in faver of richer states that results from applving the
IT! at the origin of prodaction rather thin ar the destinatien or poiat of
sale. The chofce of the orisin princi-le or the ICY was lirwely deteringd

by administrative considerations; ¥r 1sier to collect a large portion of
the ta+ revenue fror a relatively sra surber of major sroduacers insted of
havine to cover a2 ruch larser nurher o7 retatl distribators (as ~yould he
necessary utler the destination prir  ple) i~ order to cellect the sane
amcunt of revenue. Nevertheless, rae orisin principrle of 107 levv creatoec

a siruation ~therehy pooids are subject to the tay ar tho peins of wroﬂnrrion
and, when secid to a consumer onrside of the produci t o1
the good inclades the amount of tax pnaid at the o "Huﬁ,

the final consumer outside the producer state bea 1
which is collected bv the producer state. 1/
204, The Northeast states have become Increasinely a n»t importiny re-

rion. Northeast exports to the rest of Brazil as a percentace of revional
domestic proluct fell steaiilly from about 12 percent at the beginadng of the
1960's to less than 6 percent by 1968, the last year for which fairly complete
information is available. Meanwhile, Northeast imports from the rest of Brazii
as a percentare of repional domestic product have tended to fluctuate in a

P,

range from 14 percent to 21 percent. Thus, the interresiovn:

1/  The inverse would prevail under the destination principle of ICM ap-
plication, in which case the tax revenue would be retained by the state

where a product was sold even though the value~added in the production
process had largely been carried out in another state



Table 24:

STATE AND MUNICIPAL FINANCES:

1967-76

(In Cr$ willfone at constant 1971 values)

Actusl Estioate Projection Totsl Total Ratio
1967 1568 1969 1970 1971 1972 1973 1974 1975 1976 1867-71 1972-76 (8)/(A)
State and Municipal Revenues 1,400 1,610 1,818 1,730 1,810 2,214 2,361 2,510 2,816 _Elllﬁl 8,388 13,062 1.5
State Budget Revenue 3883 1,163 1,295 1,232 1,300 1,5%%0 1,590 1,788 2,012 2,263
ICM Revenue (95%)  «1,093) (1,255) (1,166) (1, 212) (1,494) (1,584) (1,674) (1,888) (2,128)
Other Taxes and Fees (24) (50) (40) 166) (88) (96) (10¢) (114} (124) {13%)
Municipal Budget Revenue 417 4u? 523 498 530 624 571 122 804 898
1CM Revenue (240) (273) (3195) (292) (303) (374) (39¢) (620) (472) (532)
Other Taxes and Fees (177 (194) (208) (20%) 227 {(250) (21%) {302) {33)) {Ibb)
State and Municipal Current Expenditures 1,614 2,000 2,139 2,160 2,455 2,723 2,994 3,295 3,626 1,985 10,378 16,621 1.60
State Current Expenditures 1,144 1,429 1,516 1,531 1,740 1,930 2,122 2,335 2,570 2,825
Munjicipal Currend Expenditure 470 585 623 629 715 793 872 960 1,056 1,160
Current Budget Deficit 214 -400 -321 -430 -625 -509 -6313 185 -810 -B26  -1,990 -3,561 1.79
State Current Budget Deficit -167 -782 -221 ~299 540 =340 -132 -5y -358 =362
Municipal Current Budget Deficit -53 -118 =100 -131 -185 -169 -201 -238 -252 =262
Total Federal Transfers to
States and Municipalities 162 1,329 1,066 1,156 1,250 1,48% 1,685 1,811 2,003 2,217 5,%3 9.20% 1.65
Transfers to States 493 624 759 814 850 1,074 1,217 1,315 1,455 1,613
Transfers to Municipaliries 269 50% 107 342 360 411 468 496 568 604
Total State and Municipal Investment 795 L2135 1,237 1,125 1,148 1,85 2,180 2,341 2,618 2,868 5,520 11,862 2,158
Fiuancing ;
Savings after Federal Transfers 548 929 745 726 625 976 1,052 1,026 1,193 1,393 3,573 5,640 1.58
External Borrowing (Net) n 40 [$) 3 33 78 88 154 100 100 183 524
Durestec Borrowing (Net) 216 lab 447 365 490 34 4Bk 487 506 536 1,764 2,360 R
Bank of Northcast Brazil (BNB) [ ] (...) (...) S | (... (10) (15) (20) \29) (36}
Nat{onal Development Bank (BNDE) {,..) {(...) (...) {(...) (ond) (L (58) (58) (50) (50)
National Housing Bank (BNH) (o) (...) (...) (...) ...) (29) (413) (409) (431) (456)
Other (ovd) Gl ) (...) ...) ...) ... (...) C...) ...) (.0.)
tnfinanced Gap - - - - - 456 594 570 819 839 - 3,338

Source-
1BRD mission estimates.

Ministry of Finance (Subsecretariat of Ecunomy ond Finance): Ministry of Planning; SUDFNE;

Rank of Northeast Hrazil; Nationa)] Hoveing Bank;

-6l
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of the Northeast witn the rest of the country prew from the equivalent of
percent of “IT-vepicnal nreduct in 137 te 16 percent in 1947, -0y 1977 jt
is esti~ates to have risen to about 27 percent.

this trade rresently is sub-

Considering that abo
st g an average rate of 145 per-

t to I taxation hy the

PO -
e
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0 W
v
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~
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H1ve been free -~ the ”ortJeast prohably has made a net CrS A million in
IC* tax navments to states elsowhere in the country in 1672

296, In order te counteract this revenue effect of interregional traue,
it has been sungested that the IC!! tax revenues generated by it be split equal-
1v hetween the exporting state and the imperting state. Such an arrangelent
wonld he a compronmise between the origzin principle and the destinatien prin-

£ 1 Y L B . PURE Y - T e h 2P P T 1 F RV T} e la¥al - a1 LIS U §
ciple or apprilcacion or tne LU, LT would yi1¢ld LY‘_)U" l'llLLLOH o the vorodn-
cast, corresponding te about 29 percent of its ICM revenues in 1972,

227. The adoption of an equal sharing arranrement for ICY revenues from
iaterstate traded gpoors would have widelv differing effects in various North-
east states. For example, Pernambuco, the most industrialized state in the
ortiheast, would receive the smallest benefit, with an incrense of IC! rev-
enne of at hest 17 percent. On the other hand. states in wiich primary orc-
ductior comprises the major part of economic activitv, such as in Piaudi,

the potearial increase in IC!' revenue could reach 35 percenu. 0f course,

i¢ the states in the lortheast as well as other "consumer” states in Hra.a]
wonld benefit from the adoption of an equnl sharine of I revenue on itews
entering interstate trade, the gain weuld be at the errense of the 'producer”
o. 1'ad ecual sharins been in e foct In 1947, ahout
actuallv collecterd H ?a Pavlo woulst have been
ove e e

r the hul.. of these rovw

r, 2SN

A e e — oy} . [a g ko) <. 1
SLALES SUCHT s >d0 "dauld
] 9% of the TCM revenues
laost to that qtate Mar

nies vceuld ner hav
that sftate. .o T ]

shifted te the Northeast states hut rather te the meore afflaent states in
the Center-South which are Sao Paulo's princiral tradine partners. Un'er
oresent tradinn patterns onlv ahout 13 percent of the henefit frorm sonlitting
Sao Panlo's If1 revenues fror interstate sales with thst state’'s tradine
partners weuld accrue to the Mortheast.

279, The Sac Paulo exanple 1s representative of the overall eciicet livelty
to result frem ICM splitting, inasmuch as inrorthco tr1de within the Center-
R

Q. l

SO

(i) tHL bull of 1tq revenue impart and of the resource allocating effee
of that Iimpact would be felt outside the Northeast; and (i1) it would respend
in a verv uneven way to the needs of Individual states ever. within the
*lortheast,

209. Clearly, mobilization of investrment resources fcr the Northeast

should bhe arproached in the widest pessible context. As discussed in para.
212, the Northeast states are golne to be farced with a financine pap on tne
order of CrS$3,399 million if the proposed investment propgram is carried out.
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(me wav to eliminate the pap would be rescheduiinn irvestrment plans so as

to yield a more pradual rate of increase in state investment. Rut this uveuld
be contrary te the pelicy target of a rapid growth of the MNortheast as vell
as of an improvement In social services. The interregicaal transfer of ro-
sources which is implied hy existing government plans alreadv represents a

major effort In mobilizing resources through interregional trnncfere. But
probably {t is not sufficlent if the above-mentioned ohjectives are to be me:
in this decade. Any additional transfer of resources whether federal or state
to the Northeast will be either directly or indirectl!y at the expense of the
other states. Transferring state resources throuzh a chanre in the 10 syvs-
ten vill probably be unfeasible from an administrative and political stand-
"point. Transfer of federal resources, on the other hand, may be easily im-
plemented through an increase of the perCtntaue of the fedorbl tax revenues

l. ~ - - R - s - -
.I.L cons L.LLULC L e PC‘.LdL IUHU, \.IIU er l. e revenuc bl ol
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1
reduction of resource availability for investment in the Center-South weuld
impair the rate of growth of the overall Brazilian eccnomy and, in turn, al-
sorption by the Center-South of Nortieast surp'us labor as well as Center-
South resource transfer to the Northeast. Their argurent is based on the
assunptlon of hipher productivity of capital in the Center-South than in

the Northeast, which still must be demonstrated, as already discussed in
para. 181 above. But even assuning that a productivity differential e:nists,
it rust be recalled that the additional interrejgional transfer sugprested
here is marginal for the Center-South econcmy, but substantial for the Norta
east. The purpose of the transfer is to iunprove the r0‘1tive availability

The advocates of the r

vocates

of pullic services proviued by the Northeast states. As late as 1749, public
sector investment in the MNortheast (including 34/1¢ fund ) was, in per capita
terms, still abhout half the corresponding ficure for the rest ol the country.
211, To accomplish the objective of redistrituting taxr resources fren

the richer states to the poorer staccs, the allocatieca of feleral revenues
from the income tax and IPI to the Special Tund could be revised from the
present 2 percent to 6 percent. If the present distribution ameng tue
states 1is maintained (77" percent to the YNortheast and the remaining 30 per-
cent to the North and Espirito Santo), this measure would provide the Cr53

billion of additional resources to the liortheast states which appear to be
- ™.

needed to cover the gap in the financing of their investiwent program. This
would correspond to diverting to the Northeast an adaitional 1.7 percent of
ederal tax revenues nnnu:ﬂ]v The impnct of such Follgv change on frderal

£

finances is evaluated in the main report. There, it is concluded that, in
the context of the expected federal budpet situation, such a transfer appenrs
to be well within the fiscal capabilitics of Brazil.

Resources for Private Investment

212, The amount of resources availahle feor private investnent in the
Northeast in the next few years is essentially predicated upon the {lev of
34/1% funds and the expansion of credit Ly the regional baniking syster,
mainly the Banlk of the Northeast and the Banl: of Bra=zil



Table 25: TRANSFER OF FUNDS TO THE NORTHEAST REGION THROUGH TAX INCENTIVES FOR JURIDICAL PERSONS

antun. stincted Pro . :tion
157 LS Tyl ML 52 RN PEASF 157%

Tzt-1 Iasnor Tar Declared 2,58 30T 3,000 ", 370 i, 157 £,2€0 s, 5,230
Jeductions fer All Incentiver 1,7 7% 1,586 1,562 e 2,200 c,525 2,712 3,040
De<vstions Tor “lorthesst "% 5°2 1,07%8 fen 3,12 1,812 1,307 W3

fustior 4 ,iE 2 2,126 1,717 1,307 1,413

24/17 Tavestaert Fande (7)) (372) (,0x) (7)) (erey ey gy ()

Pacl ran (-) (-) (=) (-) (zez) (gL} (3ig;  (Led)

PLi-Irrieation (-) (-) (-) (72) (227 (e27)  (2z7)  (227)
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213. As a result of the allocation of 57 percent of 34/12 funds for the
PIYN and PROTLRFA proyrams, the future accrual of 34/19 funds available for
private investment will be substantially loer than in the recent past,
desplite the expected rapl< increase in corporate inceme tax revenues which
constitute the basis of the 34/1° fuivls., As shown in the table below, even
assuning a 9.7 annual increasc in total corporatc inccre tax declared and
some improvement in the share of the incentives going to the Northeast (from

7N

the exceptionally low 41 percent in 1971 to an averace 47 percent in 1972-7¢),
the annual average accrual of private 34/18 fuunlds {3 e..pected to be around!

Cr$7n0 million in 1972-76, as compared to ahout Cr$915 nillien in 10f7-77,

Including an undishursed balance of CrS9N0 million at the end of 1971, tatnl

aaCa et NE a4l undaisoudssed oazan niision L)

availability of 34/18 funds during 1972-7¢ should amnount to Cr$4.4 billien.
If no change is Introduced into the system, 34/17 funds for manufacturin-
would amount onlv to Cr$3.5 billion, after deductinge the historical 27 per-
cent for other uses (mainly agriculture).

214, As discussed in Chapter IV, manufacturing investment requirerents
{2 197°-76 are in the order of Crs12.5 bhillion (or 1S2.4 billien) Zurin-
1972-75. Extrapolating the financing pattern that hn< prevailo” ir the

recent past, 34/17% funds should provide about €rs$6.1 bitlien an’ tie rent
veculd come from the firms' own rescurces (Cr$2.7 bf’l:‘J), officin! Han's
P al™Y ~Ja Bl | \ 114.\_.\ mes A Emaei i Elemnie mdva (el T g1 00
L GRS ot 14841y ali. AUure it »,l LLl-nllll.5|l<, ANV E Ve D24 Lallilj .
Table 26: REQUIREMENTS AND AVAILARILITY OF 34/18 FUNDS FOR
MAYTUFACTHRING DIVEST'ENT, 1972-76
(According to present syster)
(In 1971 Cr$ billicn)
34/19 Requireents i
Projects approved
through 1971 1.4
Jlew projects 4 7
1471 Availability 1.5
J Va2 AWV A AdGiSA LANy e 7
Balance Encr-1271 c.n
New Deposits 1972-7h 3.5
Funds for other sectors -N.9
Deficit 2.6
Financing of Deficit 2.1
Al]l 34718 funds to
industry 0.9
Reduction in share of
A 34/18 financing .7
215, Since the 34/15 funds that will be available for manufacturing in-

vestnent are expected to total Cr$3.5 billion, a financial gap of Cr32.6 bil-
lion {s likely to emerge unless there is a change in the pattern of industrinal
investment finance. The gap can be reduced to Cr$1.7 billion if agricultural
projects are excluded from the 34/15 scheme and inctead financed with lean
capital through the PROTERRA mechanism. The remaining Cr$1.7 billion gap



would disanpear 1 the average share of 34713 funds in newv project financing
it reduced fron the present 4° percont to about 33 percent. This could be
achreved by reducing the share of 34/1% funds permitted to a project from a
maximern of 77 percent to a maxirum of 59 percent. Thus, the minimum "own
¢

(&}
from thoe
trom tne

rescurces’ investment in 34/15 projects would be increased ot present
12.5 pereent to 25 percert. Civen the tipght financial slituation that N5
is litely to He coufronted with, {t is Jdifficult to envisage un anronvv in

t:e share of official banke ir teta! financing. Therefore, sreonsors' aver-
arc contribution To aew prolects are litely to have to rise from 27 seroeer
te 40 perceat in order to male up for tie reduction in the porticiparion of
34/12 funds supmested here.  Thus, the financine pattern of nanafacturinag:
fevestoent caricy 1272-7% would Le the fellowing:

ING OF MANUFACTURING INVRSTMENT, 1977-746
(accoring to propescae’ svstew)

(ITn 1271 Cr$ billion)

Pe Ry
Co dlen
invest eat rcaquirerents 12,7 190
/T Funde 1t 35
"irr Yown Resour.es T 3%
f"x.;;.xl danis R i
Foreign Iinancing 1.5 1.
216, Tr is har!' te o aoness wnether the rescitiogy Ircreas s 1 the ot
¢f capita? for tlorteeastern orojects would ue arive'v affect twe flov o b

tri! iavest-ent In the ortaeant.  Luocould bhe oarpae) taat the lacrense
cost of copitl is likcry te be offset, ot least poarcilly, o contime’
i proveroat noinfractructure and eénternl econeodes 1 the Jorthe st e s

trial onvirewpt. Altnhoagh the capizal subeidy of the 33/10 Leaore, alheus

. L -
LU B R 1 S TS

curtaiiod, tovether with Q7 € w Jeductions an! taverenle Lo

the lortnea=’ should continue . attract investors, the alternwwive iave .t -
ment tan cre 'its (e.g.. Amazon, forestry, fishing, etc.) competin .

Arr. /17 scheme foc the Northeast bocone more attriyctive 17 sinilar chae e
4T - noz imnd - ented in thelir respective point svsters for the use ol sih-
siiized canitel.

S Bane, of tiue herthe

217, Th. 3ank of Northeast Erazil (B) and the Ban. of Prazil (") have
Liaved a na‘er role in previding creqdit to the Aorthonqr ceononty,  Their cor-
bined loan pertfolio accounte? for 55 percent of (ut‘s:‘.'l‘ldii‘l;', loans fror thae
bankin,g svstea in the “ortheast at the end of 1972 25 and! 30 percent or the
tern) . Although the loan pertfolic of the §% Nine bLeen larper
than that ¢f he W5, the latter has been the nore {rportant of the tie in-

in ter-s of applvine in the Jorthest learmahle {0 s acavired elg--
clere in Dravil. This aspect of the B\K's lendine operaticons has arisen in

ceanection cith the 34/1° investment tax credit mechangsa., Jhvn a firm elects




1
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(¥,)

1

the oprion of deducting up to 59 percent of its federal inccio tar liability
for investrent In the Northeast under this scheme, the de-uctible funds are
Arpoq1tad in a blocleq account in the M3 pending the clearance with SUNINT
of the'utilizatieon of the funds is an approved investment pruject. The lay
t.at has ex!:ted in the past betueen the accrual of 3%/18 insestment funds

as deposits in the EVE and the release of the funds for projects approved

by SUDTIY le. to a substantial "float’ in the B3, which has been an i—portunt
source ol financing for its lending operations. The 34/1% investment tax
crelit funds held on deposit in the BN3 acecounted for slichtly more thaa hals
of the BN"':s resources of loanable funds in 1962 and 1071,

Table 28: BANK OF NORTHEAST BRAZIL - COMPOSITION OF OUTSTANDING LTABILITIES

ey g

{Tn Cr$ millions at constant 1971 values and percent)

Dec. 31, 1909 Dec, 31, 1070

Amount % Anount %
TOTAL 2,200 100.90 2,292 1n¢g.M 2,101 199,00
Capital an! Reserves 434 19.7 455 19.7 550 25.7
34/17 Deposits 1,245 2 56.1% 1,192 52.0 914 42.7
Deriand Depouits 222 17.1 370 14.0 274 1z.e
Other Deposircs 2 0.1 11 0.5 32 1.2
Forelgn Dorrowings 150 6.% 195 3.5 239 9.7
Domestic Borrowings 18 0.9 19 0.2 7°0 2.z
QOther 125 5.3 mngn 4.4 5° bou
Sonrce: DBanli of Northeast 3Brazil.
218. on the asset side, short tern com-ercial credit raiuly for urban

i:irketing aad working caplital accounts for about one-half of the B¥S's loan
portfolio, a;ricultural credit for another 30 percent and manufacturing in-
vestrent credit for the renaining 20 percent. Disbursements fron BI'3 indus-
t-ial leans during 10A9-71 were equivalent te only about 4.5 percent of
SUDENC-approved manufacturing investment. This compares with an average 1°
percent share of borroved funds in the financing of the SUDNIT projects in

that perio4. Uncertainty about the term cof tiie Article 34717 "float" partly
2vplains the concentration of the BN¥B's portfolio in short cerm operations

..................... Pt roLio noSsal LAy alis .

lovev~r, oven with this restraint, the B! pertfolio could and should have
Seen more development oriented.

219. In any event, the level of BB lending operations has stagnated

in the last two years, mainly as a consequence of a sharp declin2 in 34/18
deposits brought about by the introduction of tihe PIN, whiciu preempted 39
percent of new 34/1° funds and Ly the increcased pace of withdrawal of 34/1F
funds alreacdy depesited in the BNS in connection with SUDE"L-approved invest-
mentcs.



L PG W R an . TAAMYYZY, MY AI/7ANTIITACT DDATTY DDA Y7V ANCDITAT ARTTY
iraplie L. DANKN Ur DUNINLAODL DINALILL = TRUJLUVALU AvLuny AV
DLSBURSEMENT OF 34/18 IMVLSTMENT FINDS
(In 1971 Cr$ millions)
Actual _ Projected
1971 1972 1973 1974 1975 1976
Aczcrual of ?./1%2 Deposits 775 575 671 602 760 233
Drawdown of 74/1S Deposits -854 -1,000 -953 -390 -710 -700)
et Change ~76 -425 -319 - 157 ¢n 131
“alance at end cf Year 914 429 171 17 72 205
220. The 29 percent of 34/15 accruals allecated to PROTETRA will be
JE— e d e a~t. . nsro» P | A2 Al e o . PP B X SV N S < a~al. 2
U(.")("'!LLLL. wlbL. L.l D.sb Ut ii QL )U!Il‘it'l. L0 CLAV Lin LHLULP .'lst'U PN LIilLS
progran.  lMoreover, sore of these resources will be allocatecd to BX} for
lending to the agricultural sector and thus constitute a seort of revolvipg
fund. Mevertheless, BNE will still need substantial additionnl resources
in order vc cxpond credit at the same pace as in the 19¢9's. One wav tc

raise new resources is to Increase share capital. This pessibiliry has
heen already cuploited by BNB in late 1972, vith an increase of capital
rescurces of €r$140 million. This is reflected in the projections cover-
ing TN sources and uses of funds throuc™ 1974 shown in the Table below.

221. The BB is algo moking efforts te canture shstantiol aaounts of
ner demand deposits, thoueh the prospect fer a sinificant increase in re-

sources on this account is limited by th2 intense competition witn commer-~ial
< i) : .

hami, r~ P T T | . P | Termwm A A D Ty v Annnid staveAnt b0 3o
Wil o S UL lulial i Tucai diLicdac Wi AV¥ SRy AWl AT dciiasin e P LR 2 S S} 4™
incorporated in tle resource projections larper increases ia the
past wore srrictly relared to the growrh 3471 depesits.

222, Casier access to the official baaking svstem (32N, BNDU, PIS)

through rediscount lines is likelyv to provide a new source of additional
frinds, but. unless there is a change in governcent monetar: policy, it is
unliltely that there rediscount facilities will be sufficient to permit uoilB
to substantially expand its lending operations. Our projection of Cr$50

million annual average increases in borrowing from official institutions
eflects present policy.

. In the five-yenr period i
35 million undisbursed balance o

223
us3
standing as of end-1971. The B!l appears tc be somewhat reluctant to con-

I'ﬁ\o

72--76, B3 will drawdown the entire
ext al

1 developrent aopncy loans out-

’
rn

[ B

X

== RS0

tract new exteérnal credits. Its management roallzes that i:rcreased reliance

on normally priced resources relative to the free 34/18 deposits will have
a2 negative effect on prefitability. Thus great care is being exercized in
robilizing alternative resources at minimum cost.
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224. If no new foreign borrowinp is contracted in the next five yecars

and there are no additional federal allocations (either directly or threoush
official banks) to BNB, the prespects f{or BND lendingz are bleak, porticularly
in 1972-74., 1In those years, the impact of 34/10 depos’t contraction on avail-
Aah1a swAnmaciienaas o 4711 Lo £o1e &L cmane ML o cde ot L IV . . 10T

d0.€ Tésources WLJ..L (SRS & S & LHC UILIS v LT SLILUALAON wWaill J.;lprL'VL‘ in 1270

and 1976, when the balance of 34/1? deposits will stari growing again.

even as late as 1974, sources of loanable funds will be virtually equal

~alLt a= 7/, SLULlEeS OL aodliiaovae LUurl vaLLddadly QU<

t,

~ oy (I
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1362. As to the soctoral composition of lending, despite tle difficuit i

nancial situation, agricultural loans are expecte! to increase rapidly as
they are tied to projected PROTERRA allocations to BNB. But, industrial
loans outstanding must be substantially curtailed through 1974, even if

short-term and other operations are sharply reduced.

Table 30: BNB - SOURCES AND USES OF FUNDS, 1969-76
(In 1671 Cr$ million)

(On the assumption of no additional foreign loans or government contribution)

Actual ) Prejection
1969 1972 1971 1072 1873 1274 1975 1977

Sources (Met Annual

" Flow) 540 526 243 105 96 264 411 575
Capital =nd Reserves 126 146 149 239 120 110 1”1 125
34/13 Deposits 27¢ 153 ~-77 -425 ~316 -158 69 133
Demand Deposits 36 135 7 40 40 40 40 40
Cther Domestic

Borrowing/1 44 22 118 50 50 50 50 50
Foreign Borrowing 58 70 46 50 ) 30 -10 -13
PROTERRA Funds - - - 160 175 192 211 232
Uses (et Annual Flow)540 526 243 15 36 2064 AT 575
Industrial Credit 134 =26 -17 -89 -109 -13 161 22«
Nural Credit 72 43 102 160 175 192 21n 232
Short-term Credit 174 316 64 - - 50 60 70
Other 160 93 94 25 30 35 40 45

/1 llainly rediscount lines.

v

(]
Lo
JJ

25, BMB were to maintain irs share in Hortheast industrial lending
(i.e., financing about 5 percent of SUDENE-approved projrcts) it would need
an :r‘)i.‘-{n a f‘rc')nn m4114nn /'nr{ﬂn 19774 Thi{a vvr,“lﬂ allow '3 te in-

tional Cr$2n0 million 1g 1972-76. This weuld al te in
crcase industrial loan disbursements from an annual average cof CrS$54 million
during 1969-71 to Cr$125 million during 1972-76. Since BMB needs for for-
eipgn exchange resources to finance the estimated 15 percent direct iwport

»~



component of preojects have been estimated at USS50 aillion during 1972-70C,

arainst 2n undisbursed balance of IERD loan of USS2" million at the end of
1571, th>re is a foreirm exchange gap of USS3N millien, corresponding to
about CrS$15" million. Thus, a new loan by a develop-ent asency for such
amount pluc an additional government contribution of about CrS$50 millien

may be sufficient ta assure a minimum growti. to BV 's industrial portfolio.
226. If, on the other hand, the DIl were to plav a greater role io

rt: developrent, resources additional of those mentiore.. abeove weull

be requircd This is especially truc because of the lilelihees that dernand

T

nds to finance lortheast irdus
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izl enpansion will rise wi
the decrease’ availability of 34/13 resources for industrv. In the case o!
major projocts, such as the Bahia petrochemical comples. G"QT will suppt:
adequaie financing. But for medium and swmall industries, 3% renains the
only scurce of long-tern financing. If the access to this "window' is
lirited beca:se of BY5's lach of resources, these wealer entrepreueurs are
likelv to have reccurse te harder lcans from cormmercisl banks or supplicrs.
As it hac orcurred in the past, this can scriously jecpardize the financi:)
viahbilityv cof neuv ventures. In addition, BNB could provide technical assis-
tance and screening of projects through careful project appraisal. To per-
{form the functions of s development bank, hovever, it needs nct only adci-
tional rescurces but also to adcopt a more agpressive lending poiicy, incluc-

Ing. possiblyr, relaxation of collateral requirements.

Overall Tirancing of llortheast Investinent

227. The table belowr sets ferth the preojected financine plan for the
1272-7¢ Northeast investrent program resulting frem the consolidation of the
financing potterns for felerul, state and private iavestrent presented in
para. 1292-226 above.

228. Implementation of MNortheast investment is preldicaced on heavier
reliznce on {ederal resource mobilization than in the past five years. As-
sui:ing no change ix the present revenue-sharing syster, the fe’'eral contribg-
tion to the financing of Nertheast investnent “nn’? average about 55 peroent
of tetal investnment expenditures, as against an estimated 45-50 percent in

Q

57-71, vhen investment levels were ahout 44 percent lower than in th> pro-
posed 1972-77 investment progran. Federal transiers to statee and municinal-
ities will -uch more than offset the dissavings (before transfers) of local
grvernments which are expected to averare about 6 percent of total invest-
mont.

229, The 1972-76 investment financing projectior also envisages a gross
cxternal carital inflow of some Cr$2.% billion (USS432 million equivalent)
that is expected to be associated with project fimaneing bv development
i hird of this arount, or 1'95155 million consists of
loans. The rest (US$277 wmillion) would have to

3 to be contracted, hut whiech are incluwe” in the
present lending progprams of the development agencies. This level of dis-
hursenents .ol call fer cormitmeats of allout US5350 ndllion over the
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Table 3kt FINANCING OF NORTHEAST INVESTMENT, 1972-76

(In Cré millions at constant 1971 values)

Aetual Projacted Total Parcentage
%7 1972 1973 197 197¢ 1976 1972-756 Distribuiion
Public Sector Invesirent 2000 5122 5,802 6,53  La95  8,305 1322 .7
Federal Investment 1,652 3,267 3,702 L,197 L, 777 5,hL37 21,380 36,5
State and Mmiecipal Investment 1,85 2,180 2,341 2,618 2,868 11,862 20.2
Private Investment L, 500 4,135 L,290 4,965 5,320 6,188 25,365 43.3
Total Fixed Investmeni in Northoast 1,500 9,257 10,172 11,5903 13,215 1h,WA0 98,607 100.0
Pinancing of Inveatment:
Pederal Government Fimancing
Federal Savirgs 1/ 1,800 3,126 3,k36 3,878 by 35¢ bL,908 19,697 33.6
Federal Transfers to Stales and
Municipalities 1,150  1,l65 1,665 1,M1 2,003 2,27 $,201 15.7
Art, 318 Investrent Punds _118 g1 _ 631 692 wo 833 3,491 6.0
Federal Total 3,628 5,185 5,782 6,318 7,115 7,958 32,389 55.3
Stata and Municipal Finencing:
Current Account Deficit ~625 -509 ~633 -185 =810 824 -3,561 4.1
Net Borrowing from Internaticnel Developrent
Agencies 10 227 338 b11YA ue 351 1,823 2l
Loans Already Contracted 27 328 143 53 21 815 1.k
lousns to or Contracted - 127 215 L7é 581 1.LEY 2.5
Amortizat.an - g -n -80 =57 ~21 0.6
Qther Funds LG W83 WSS LS6) &AL &AL 27,818 LS
State Domestic Borrowingg/ l.50 345 L86 L87 506 636 2,360 k.0
Supnlementary Punds to 3L/18 Projects 3/ 1,000 1,360 1,370 1,510 1,810 1,810 7,860 13.4
BNH ©  ~s for Housing plus Assuciatod
r,‘ Umtg Funds 600 60) e 726 8uo —680 3,()6’5 A3
Unidentified 2,087 2,0L8 2,12 2,840 3,345 3,285 13,960 23R

1/ Georresponds to federal investrent minus cel federal borrowing from international development agencies to

Tiusnce MNortheast feder:l irnvestment.

/0 Syrluding Taons o ird ey LOERRUMA ST

Incluting VR Furtine af ote~ sunely 200 cowr gy uroers ..
. ‘:P'Y‘:.»
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five-year period, or USS70 million annually. This rompares with actual com-
nittments of roughly US$40 million annually in 1967-71. Even assuming the
______ - PR | 1 - -~ P ey PR R

~ £ 1 PR o - _
timely disbursements of old and mew loans, net development financing would

be limited to only 3 percent of total investment.

230. In addition to federal funds and external develonment loaus, other
easily identifiable sources of financing are local gcvernment borrowing from
the banking system, private funds associated to 34/18 projects and BNY loans
for housing plus associated private funds. However, the scurces of finance

so far identified do not provide the full rinancing of capital requiremenis.

There is a remaining gap of about Cr$15 billion. Part of it, as in the past,
will be filled through some combination of additional private sector savings
originating in the Northeast and/or elsewhere in the country, other privite

sector borruwing from the banking system, as well as additioual external {i-
nancing through suppliers' credits and financial credits (all included under

"nn{don'iFian]' in Table above) In 19771 these gources accounted for about

ARaGCLILAILC 1&8tig acoeve,. il ats SOULICES alldeidlleed i J4aulutl

27 percent of overall Northeast investment, equivalent to 6 percent of pri-
vate investment in the cegion. 1/ For 1972-76 "unidentified" funds will be
proportionately lower than in the past if compared with overall irvestm.:nt
(24 percent) but proportionately higher if compared with private investment
(55 pecrcent). Since most of these "unidentified" funds will finance private
investment, the latter is a more meaningful comparison.

231. This emphasizes one of the co:rcerns originating from the Govern-
ment's Jecision to preempt half of the 34/18 funds for public as opposed tc
private programs. In addition to the resulting Jecline ip availabilitv of
puu;xu resovtces for pl;vate investment, these preempL\u funds would norm?xl‘
have led tc the mobilization of at least an equal amount of private resources
for '1&/1'2 investment nrrnnr-rc This effect of the Changg in government pOll(‘.

402 vest PL « ANl £11eCL

nay be partially offset by modification -- along the lines described ahove

in para. 215 -~ of SUDENE regulations governing the relative shares of public
and private capit.l in 34/18 projects. Nevertheless, if Northeast capital
formation {s to -:oceed at a pace commensurate with the regional growtn tar-
get, government " ransfers additional to those presently provided for, together
with more liberal support by federal financial intermediaries such as PTS,

the BNDE and the BN may be required.

1/ The comparison with private investment is not fully crthodox, since
these sources of financing include some loans to the public sector.
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V. IMPLICATINNS FOR DEVELOPMENT AID

A. The Challenge for External Assistaace

232, As discussed earlier, external assistance so far has playecd a minor
role in the development of the Northeast. Quantitatively, it is likely that

the contribution of official external lenders to the region's investwent financ-
ing will continue to be small, because of the expected continued large trans-

fer of federal funds and of the scarcity of projects saltable for external
financing.
233. Although the presently budgeted interregional resource transfer may

have tce be Increased 1f it is to be fully adequate to finance the investment
requirements of the Mortheast economy, it is very hard to make a case for ex-
ternal assistance to the region on resource gap grounds. Hliowever, in the Nortn-
east, as in most underdeveloped areas, there is a serious shortage of technical
information on resource potential and developnent techniques. Thus, foreign
aid can play a major role for the development of the region in the field of
technical assistance. There 1s a clear uzed to increase the Northeast's ab-
sorptive capacity, by improving the operating efficiency of the system and by
identifying, through research, the region's comparative advantages in agricul-

ng dIn 4

234, With the AID program being phased out, IDB and IBRD are expected to
provide the bulk of ofificial external resources flowing into the area. 1In ad-
dition, United Kingdom and German bilateral aid programs are presently being
formulated. Th:ir scale of operations, however, will h»- relatively smrall. The
present lending program of the Washington agencies conte plates nev commitments
of about US$350 milliorn in 1972-76 for the Northeast 1itself. In addition, a
US$30 million loan for the Amazon colonization is envisaped.

235. The purpose of this chapter is to identify uew project areas where
additional loans can develop if the development agencies want to respond to

the suggested increase in federal transfers. frobably the most difficult

mix of short term projects that produce immediate visible results and longer
range programs that are more fundamental. The basic economic challenge is to
enlarge employment opportunities and increase regional productivity. Improved
welfare services are important investments in human beings, but if they are

not accompanied by progress on the employment and the production front, they
cannot create a permanent change in expectations. Among the proposed projects
described below, three categories may be distinguishecd: welfare projects
(nutrition, low-cost housing, sewerage}; production projects (agricultural
credit, agro-industry, feeder-roads, tourism, industry); and long term projects

(agricultural research, education). An appropriate mix of the three components
1g essential for succegs in the Northeast of offirial external assistance.

CL SuUlLless wast QLi1lilal gxlellldal a=ss1olatice.
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Table 3?:

1972 1973 197h 1975 1976  Total

1DB ‘ - 91 6 3B = 197
Petrochemicals (Bahia) 12
Electric Power {(Moxoto) 35
Agriculture (Proterra) ) S0
Education (15% for Northeast) 5
Electric Pover (Sobradinho) 60
Irrigation (DNCCS) 15
Highways (DNER) 20
IBRD 12 115 _39  ._20 - 186
Land Settlement (Maranhao) 12
Ports II (Recife) 10
Water Supply and Sewerage IlI
(Bahia 35
Industry (BNB) 25
Zlectric Power (Paulo Afonso IV) Lo
Education 20
Highway V (1L% to Northcast) 1L
Land Settlement II (Amazon) 30
TOTAL 12 212 1ok _5% - _ 383
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23¢., The region can be a valuable experimental area for irprevins fereiyn
assistance knowledge and tools, particularly as related te the widespread
problem of regional underdevelopment.

B. Project Areas
237. Visits to SUDENE, SUDAYY, BIID and North/Northeast statce governnears

led the mission te conclude that there are feuw projects readily available for
exteraal financing. Project lending has to be preceded by substantial assist-

ance in project preparation, in many cases with a lon; lead tire. Consider-
able teclinical assistance in the organization arm:l management of project fnsti-

e b dmmee don ammbmemc tizmls maem mesead rsiverm mrm A 2 liimamtioan 2411 hna wmandn ™o
CUuL Ay Ll SCULLUI D »HsuUucit do GEILLUJL'\ILL 13519 CUUuCac LUl willl UY [2 360 SRG SorEn 1.
relativel snall size of individual projects constitutes an additional prob-
lem. The missior was able, however, to {dentify seveiral areuss :there prejects
may develop for future consideration by external agencies.

Agricul 3

Agriculture

238. Up te now, the invelvement of development arencies in Vorth ast anti-

cultur~ "has been lirited to infrastructure. Ta nart, this is related to tle
Governmeat’s firm pollcy of providing acricultural credit at subsidi-ed in-
terest rates without monetarv correctien If arreercat on indexing: could be
$
J

rcached, the external acencles might help to finance a supervised agricultural
credit schene for small holders tied te the research/extension preject de-
quith heloey Neveleonment of and association with sueh a scueme could he
S el . D pr and associatien th such a scueme could he

vsefr’ in buililing institutions and programs desicned for the ~veakest section
of the rural society, which 1is preszntly unahle to compete with the credit de-
nmands of larger scale operators. The financial intermediary conld be the NN
Pural Departrment, which needs to be strenpthened.

239. Subsidization .ay be accepted if the use of the subsidized credit
is effecrively supervised and the derree of subhsidizaticn fixed in advance
ratier than left free tc fluctuate with varving price behavier. Under such
cenditions the risk cf misallocation of resources and unecononic use of
ment gerds would be much less than under the generalirzed and indcteriiinate

W1y euigte “oreover in the case of small
aticon wanicn p wtly exrsts. s In the

J
holders, the risk of diversion nf subsidized agricultural credit to nove re-
nmuierative investrent in the urban scctor is srall, boecause of the berrower's
limited investment horizon. It might initially prove difficult to get small
farmers to accept indexing, as they are not accustemed to ex-post ncnetary
correctieon.

]
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240. Perhaps the mest promising way to assist the long-term develop.rent

of Northeast agriculture is to strengthen agricultura! research in the area.
Ixternal anencies prohably could perforrm a very usef{ul rele in helping to over-
cone existing instituticnal bottlenccks. (See Chipter ITI, 3.); 4 maJcr c

p
1

nent of any research prcject should be for tra

¢ arc ining, as well as
ishment of new experirent stations and the relocation of some e
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Ac dn tho crace of the TR financoad aoricultiural racenreh oraiocet fm <mai
S 451 HC AasP UL L8e w8 A/l liianinColy aiatititul e TE50arda proajece 10 aspatii,
research ceuters could be set up to deal with speclalized apricultural activ:i-
ties on an i{aterdisciplinary basis. Land tenure and settlerent selicy shol

h 1
be one of tlie endogenous variables of such a reseasch preopram.  Linkage witn
arricultural cxtcnsion services 1s essential. The two aurceconcric and socia!
resenrch ceinters can be envisaged; one in the Northeast for dry land farring
and the cther in the frontier region for Amazeon agriculture, settlement and
ccolegyv.

241, A third kind eof azricultural project would focus or creaticn of pr:
ductivity emplevment for lahor displaced as a rvesult of supar incustry vweer: mi-
zation. Previsions for enploying these workers in other activities aave not
bean made As discussed in Chapter 1.1, €, an agro-industrv project iz pres-
ently heinp prepared by the Pern 9-buco state governnent. This experiment-!
project. uvhicl: has federal hacking, prcohably deserves external suppert as 'l
242. A recent organization of the salt irdustry in the state of Pio {r uw'

do Ylorte has resulted in a sarious unermpleynent problem for 4,000 fanilies

A cashew preiect, now under preparation by a private censulting fire, BRASTT
centerplates the use of 69,707 hectares ot presently abandored Iand for culto-
vaticon of casiievd (/hich has excellent expert prospects), tezether vith trali-

tional crops (rice, beans) bv the displaced salt mine workers. Total cost i:

e e 1 Y YINALAN P 1Y
CLLLIT AL around Loe 1’7 miiilion.

243, The Tederal Goverunnment is studving the processin- and narketing o
about twenty lortheast apgricultural preducts. Tt enpe zt3 that this study --
a7z

te Ye finished in -~ will justify the establishoent oF an USSS) miilio
investment credit jine for asre-industry throughout the Northeast. Tais pe-
tential | project " also is wortiiv of serious attention by exte:rual lenders.

lgﬁustry

ontrihnting te sporie

BEAS s-bsidiary, ie
on natural s -

244, Hizh prices have been one of the wmain [acters

use of fertilizers in the Northeast. PFETROCUISA, a
studving a low-cost 1,0M) ton per day armonia plant

Gahia The estinated cost is Ivgc‘ln million and the A e Am ANy oo ~
3. - . - Ty “iv'o o Ll LA A €as B8 1) A ASN Y Ry )(' AR Y 1()\,ll\\ 1]
US<13 nillien. The expleitation of potash deposits in Sergire alsc arfords
interestin; project prospects (estimated cost USS100 millien).

Tourism

245, NDespite the ~reat natural attractions for tourism in the “ortheast,

a Northeast tourlsm project in that area could be hardly justifiecd in terrns of
foreizn exchange earnings, as internationail teurism is hawpered by high air

fares. The purpose of external assistance to a Nertheast tourisn project would
Fe to prowete lahor-intensive activities and inter-rezional trade; the tourists

would core frer affluent urban centers to the scuth. As alreacdy discussed in
Chapter IV, A, developing llortheast tourism mav hecome a simnificant factor in
rodressing rezional imhalances in erplovment and incone Pesteration and pros-—
ervation of Olinda, an artistic colonial cit: near Tecife, wrich is presently



erode:! by the see, plus the improverent of the Recife-Clinda higheay conld
Yecore the main compenents of a tourism prcject in the Necife aren
Transport

246. The need fer feceder roads has beea analyze! 1in Chaprer II, . Tae

USAIN'< USS2S million loan for a nationwide srogram of feeder road constructicn
is not sufficient to cover the most urgent needs of the ‘lortheast states. If
the LU3SAID lcan is fully disbursed by the end of 1974, a now program ceuld be
fornulated for the construction of 7,530 km of rural re-is in all Horthcast
states durine 1075-77. Total project cost would be arcund USSEY million.

Tollowing the financing formula of tne USAID project, the external agcncxcs
woull provide 30 percent of total project cost (CSSZ’ million), the remainder
being f(inanced by the BNDE (30 percznt) and state and municipal g vernments
(40 percent). As alrecady mentioned, institution buildirn.; would be anot!.r

important justification for Jdeveloprient agencies' invoiveneant in tie project.
iducation

247. The e-ucation sector of Nortieast dracil presents the developrient
agercies with an opportunity to aave a orcad constructive impact in a aumbrr

of important ways. Marl:ed by extremely poor quality of instruction, particu-
larly at the lower education levels, and little relevance to manpower needs
and opperrunities, the foriral education syster would Lenefit greatly fron
technical assistance in such areas as teaching netieods and curriculum inprove-
meat, utilization of spoce, and planning and pregraming. Such qualitative

q

inprovenents would not ouly increase the relevance of available facilitie
but also facilitate rwch needed exponsien of ecducaticral opportunities by
reducing unit cests. In the lon, run, the region's success in expandiuy edu-
caticnal opportunities can be expected te play a crucial role in the pottern
of income dJdistribution. O0fficial lenders should not be deterre? by the srall
size of Hortheast ecducation projects. Fxtcrnal assistance in the elucaticn
sector would provide a timely input to efforts already underway to reform and
expand %razil's elucation systen nationally. Assistance at this vime weould
help to assure that the educaticnal disparities betwecen the ilortheast and the

rest of 3razil are reduced rather than widened as a resitlt of current nation-
AT oUW A9 174 WUve 4 A [S S = AT WL 1S il AN N “r (=3 IV L AR AR I S Y LECA b A NS

wide reforms. Project areas in which erxternal lenders could have a maxirum
direct {mpact, with illustrations for specific projects in Ceara and Pernambuco,

are the following:

Education Project 1: Construction an< equipicot of centers for
teachins practical courses to allow students to explore their interest and
practical abjlities in such areas as incustrial arts, agriculture, cemrerce
and hone economics. The emphasis of the various programs and the simple
equipping of facilities would be related to the environment of the school's
location. Such ccurses would be required during the last two years of the
new basic education cycle (grades 7-8). The centersz would serve satellite

schools offering the academic part of the curriculum of basic education.
Tentative and rough proijections for fifty such centers in each of two states
ni

Calvdae j22 9 eCL20ls 107 siates

(Ceara and Pernambuco) to provide facilities for abour one~third of 7th and



Education Project 2: Teacher upygcading prograns, that would include in
some states the construction and equipping of teacher training centers or
conversion of existing facilities o such centers. Projections made for such
a pvoject in Ceara and Pernambuco alone indicate that the uprgrading over a
six-year period of 80 percent of the unqualified teachers =cw working iu these
states would cost some USS$7.5 million.

Education Proiect 3: Fxtensior of technical assistance at federal and

state levels, to improve and develop capability for curriculum development

and evaluation, education planning, education finance analysis and budgeting
and management and administration. One of the specialists' tasks would alsc

be to develcp an economic altermative for a more efficient means of educating
average students at the primarv level.

Education Project 4: Construction and equipping of technical high schools
(erades 9-12) and related teacher training, required to supnlement the educa-
tion svystem's capacity in meeting requirements for middle-level manpower.
However, further identification of such state and regional manpower needs is
necessary to determining required capacity.

Education Project 5: Fxpanding and strengthening vocational training as
uired in each sgtate. Construction and onn(r\ninl of a vocat!ional Prz1ninv

[ g~ ¢ LUOLMS LAl LA0n alid equl 4da vocar.onal Lrainin

center to be used by the National Service of Tndustrial Apnvrenti.eship (SL\AI)
in Permambuco, would have a threefold funection: (a) to supplement the activ-
ities of SCVAI's main existing centers; (.) to serve as a regional center for
teaching specific skills required for the industrial development of the North-
east, skills for wh.ch training facilities do not exist in the region or are
currently inadequate; and (c) to serve as regional instructer training center
for other SENAL operations in the Northeast. The project would cost an est.-
mated USS$1 million.

Education Project 6: Provision, on a pilot basis, of mobile unit. equil:i-

ped with audic-visual aids to assist in the short teacher triaining courses

offered to groups of local teachers in the alphabetization prog:am (MOBPAL).
The provision of 50 such mobile units would cost an estimated US$400,000.

Education Project 7: Training for extension agents and farmers. A pre-
investment study would be necessary in this case to identify (a) the educa-
tional and other background and the training program needed to develop an
apgricultural technician capable of reeponding to small farmers'demands for
guldance; and (b) the most efficient arrangements for farmer training.

Nutrition

248, In recent years, 8razil has been devoting considerable attention to
the quality of nutrition. Te this end, the Coverrnent irtensified a national
school lunch program within the Ministry of Education. 1iIn the Northeast, the
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Institutec of Nutrition (Teceral University of Pernambuco) has completel! secveral
studics on levels of nutrition and is pursulng additiecnal research on local
foeds trying to identify their nutritional value. In a+!'ition, witn state
government collaboration, the institute maintains varicus rclief conters where
gravely urdemmourished children receive special care. he institute's work
now has the suppor: of international orpanizations to enlurpe both its scienti-
fic and operational role. A nutrition project in Northeast Brazil weould aave
various objectives:

(a) promote resecarch conducive te identifying nev lccal
sources of cale 'es and proteins;
itute, a srecial

in conjunction with the Ins a
on and care for

program that would emphasize attent
the most vulnerabie age greoups. and

~
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(c¢) promote regional campalgns teo bring akout appreopriate
ciranges in dietary habits.

Costs invelved must yet be estimated and might be part of a bhroader socio-
anricultural research effort. The prufrnw would intesrate autrition inte a
hanlet ~vy ndiimnbdanal AAbhAaras oA = Y. mas T mma® o "€ oo

afadanit @l euucational scneme s8¢ as to GAVE LB L LAY et . eCe™.

lousing

—— s — . ek

249. As in the rest of the country, the National ifousing Ban!'s ('7)
activities in the lorthecast are concentrated on mildle-incune housin,. Tani-

nany
TR

lies with incomes belev the minirum wane are virtually rot reached by
progrars in the Jortheast, althoupgh the great majoritv of the families living
in Northeast shanty-towns fall into this lev-incore catescry. Thuos, the pos=
sibiliry of developiug the fellouirng prejects in the maiar Northeast cities
(recife, Salvador and Fortaleza) should be explored:

(a) "site and services' preojects te
which the o i t

sclf~help methods

(b) imnrovenent of existing leu--incene settlements throuch the
prov151on . of miniwum nrhan sorvices.

Sewerage
250. SIDEXE is preparine a preject contemplating the censtructicon of

seuvliage systems in the nine main Northeost citics, uith the air of incressine
to 15 percent the proportion of the region s urban population served by sewer-

. 1 anr ~4 das Lo s}
age {acilities. Feasibility studies for sore cities ha

)
total cest of the project would be arouand USS80 millien, i
foreign exchange component.
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STATISTICAL APPENDIX %/

1. HEGIONAL ACCOUNTS
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Nemnzag Divad Tnusatmant 104A4._7C
JAUDO L 4AATu LIAVUDVNIUIIU’ o JNINI= ) ® 9 8 F 8 6 & 8 O P S GNP PN OISO e e

Balance oi Inter-Regional Merchandise Trade, 1960-0%..cuiercrocrscrsens

<. PUBLIC FINANCES

Aesource [ransfers to the Northeast Rezion due to Federal Government
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Federal Government lax Receipts Collected in the Northeast, 1968-70....
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Iransfer of Funds to the Northeast [nrough Tax Incentives for Juridical

Persons i1968-74
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article 34/18 Tax Credit Funds for the Mortheast., l96c—(...............
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3. AGRICULTURE

Arez of Natural Zones, by StateS.ieeeecerorvesnsercnreteriorsorcnnonsnas
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Table 1: GRO3S REGIONAL PRODUCT BY SECTOR OF ORIGIN, 1959-71 l/

1959 1960 1961 1962 1963 1964 1965 1966 1967 1958 1969 1970 197
(In Cr$ millions at constant 1971 values)
Total 13,6L0 1L,90L 15,682 16,L7u 17,L96 18,696 19,L32 20,2L9 22,L30 2,563 26,280 26,0LL 28,5l
Agriculture L,820 5,187 ,389 5,58l 5,973 6,384 6,695 6,455 7,376 17,83 7,950 6,598 7,612
Industry 3,080 3,125 3,348 3,570 3,631 3,822 L,070 k4,527 L, 766 5,5L5 6,003 6,71k 7,218
Services 5,740 6,552 6,9L5 7,320 7,692 8,L90 8,667 9,267 10,288 11,184 12,337 12,732 13,45k
(Percentage contribution of each sector to total regional product in real terms)
Total 100.6  100.0  100.0  100.0  100.0 100.0  100.0  100.0 100.0  100.0 100.0  100.0  100.0
Agriculture 35.3 3L.8 3L.4 33.9 34.1 3.2 3L.5 31.9 32.9 31.9 30.2 25.3 27.4
Industry 22.6 21.0 21.3 21.7 20.8 20.L 20.9 22.3 21.2 22.6 22.8 25.8 25.5
Services L2.1 Lh.2 Lk.3 Lb.b LS.1 Ls.L Ll.6 Ls.8 Ls.9 Ls.5 L7.0 L8. L7.1
(Percentage annual rate of growth of real regional product and real final output by sector)
Real Regional Product 9.3 5.2 5.0 6.2 6.9 3.5 L.2 10.8 9.5 7.0 -0,9 9.6
Agricultural Sector 7.6 3.9 3.6 7.0 6.9 L.9 -3.6 1k.3 6.2 1.3 -16.9 18.4
Industrial Sector 1.8 7.1 6.6 1.7 <23 6.5 11.2 5.3 16.3 8.3 11.8 8.4
Service Sector 14.8 5.4 LR 7.8 7.6 2.1 6.9 11.0 8.7 10.3 3.2 5.7

Source: SUDENE, Assessoria Tecnica

1/ At factor cost.



Table 4

GROSS RECIONAL

PRUDLCT

TROJECTE BY SECTORS,
(In Cr; millione ai constant 197] valucs)

Estinited Protecred

1470 1971 1472 1973 1974 1976 1979 1960
toss Regioral Preduct of Vortheast 26,044 28,544 2L 500 FIRE)] 28,450 46,350 $3,3%0 In, 000
griculture 6,598 7,812 8,330 §.890 9,485 10,820 13,120 14,000
adustry 6,714 7,278 8,35 9,520 10,975 14,440 21,795 25, 00
Manufdcturing 3,955 3.9i0 4, b0 5,130 5,87% 7,700 11,675 13,510
Coustruction 2,22 2,33% 2,665 3,085 3,965 4,726 7,065 8.07%
Mineral Extraction 590 60 755 865 98% 1,290 1,985 2.290
Electricitv and wWater Supply 148 173 425 480 450 730 1,075 1,225
ervices 12,732 13,65 14,025 16,335 17,990 21,710 28,435 - 31,000
Commerge 4,325 4,670 5,100 5,960 6,059 7.200 9.07% 9.:0Q
Transport and Cowmrun:cations 1,270 1,335 1,489 1,650 1,835 2,275 3,055 3,3i5
Finance, inscrance and veal estate 3,617 3,622 3,965 4,335 4,750 2,485 7.L30 5,125
Comrunity and Personal Serviies 3,720 3,827 4,279 4,790 5,350 65,%50 8,875 9,700

Sources: SUUENE, novéssoria Tecnics; and Bank of Northeast Brazil;, IBRD missicn projections based on SUDENE end BNB Target Rates of Crowth



Iable 3: C(ROSSED FIXED INVESTMENT, 1966-1976

{In Cr$ mi1lions at constant 1971 vatues)

Average Annual

Actual Estimate Projec*ion Increase (In %)
1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1966-71 1971-76
i7
Total Fixed Investment In Northeast 4,908 5,053 6,403 7,065 7,000 7,500 9,257 10,172 11,503 13,215 164,460 90 4.0
Public Sector Fixed Investment 2,269 2,225 2,715 2,767 2,530 3,000 5,122 5,882 6,538 7,395 8,305 5.7 22 6
2/ B K
Federal 1,360 1,430 1,500 1,530 1,405 1,852 3,267 3,702 4,197 4,777 5,437 6.4 26.0

(Direct) (1,360) (1,430) (1,500) (1,530) (1,405) (1,780) (2,500) (2,875) (3,300) (3,800) (4,370) 6.4 19 ¢

(PIN-Irrigation) (-) (<) (-) {-) {-) (72) (227) (227) (227) (227) (227) -

(PROTERRA) (<) () (-) ) (-) (-} (540) (600) (670) (750) (840) - .
States 3/ 700 588 874 946 900 925 1,555 1,800 1,927 2,100 2,308 57 200
Municipalities 3/ 209 207 341 291 225 223 300 380 414 518 560 1.4 200

Private Sector Fixed Investment 2,639 2,828 3,688 4,298 4,470 4,500 4,135 4,290 4,965 5,820 6,155 11.3 6.5
SUDENE~Approved Industrial Investment &/ 275 785 1,170 1,630 1,820 1,750 2,180 2,375 2,415 2,665 2,665 44.8 88

(With Art., 34/18 Investment Funds) (120) (350) (51%) (630) (800) (770) (1,000) (950) (850) (800) (800) 45.1 0.8

(With Supplementary Funds) (159) (L45) (659%) (800) (1,020) (980) (1,380) (1,425) (1,565) (1,865) (1,865) 44.6 13.7
SUDENE-Approved Other Investment 5/ - 8% 120 177 185 190 205 - - - -

(With Art. 34/18 Investment Punds) ) (37) (53) 77) (82) {84) (90) () (-) (-) (-)

(With Supplemantary Funds) (=) (48) (67) (100) (103) (106) (115) (-) (-) (-) () ..

Other Private Investment 6/ 2,364 1,948 2,398 2,691 2,465 2,560 1,550 1,91% 2,550 3,155 3,490 1.6 6 4

e

1/ Projected total fixed {nvestment (1972-76) corresponds to an average TCOR (with one year lag) of 2.85 for the ylobal Northeast economy as compared with an average ICOR
(with one-year lag) of 3.0 during the four-year period 1966-69, prior to rhe Arought of 1970,

/ Prolectea federal fixed {rvestment (1972-76) corrosponds to dfrect fnvestmont by the Frdural Government wnd federal au'arkies plus PIN investment in {rrigaticn and
PROTFRRA, all other projected federal transfers of invesumert tesources to the Northeast a=: facluded efther {n state and municipal fived investment (using resovrces
from Participation Funds and sale tax transfers) or in private investment (using Art. 34/18 {nvestment funds or credit from official lending institutions).

/ Projected fixed investment of states and municipalities (1972-76) {s based on SUDENE's Developwent Flan for the Northeast- 1972-74 supplemented bv analvses of sector
requirements in electricity (Eletrobras), water supply und severage (BNH), and transport and sducation (IBRD missions)

4/ The fixed investment in SUDENE approved projects (1966-71) is determined by assuming that dishbursements of Art. 34/1R {nvestment funds from the Bank of Norrheast Brazil

fn a given year finance on the average 44 percent of the total project {nvestment; this rstio of 34/18 funis to total fnvestrment i{n a preject is proiected to decline

gradually to 30 percent by 1976 as SUDENE adopts new project financing criterfa {n lichr of the fncreasing scarcity of 34/18 funds.

“SUDENFE- ipproved other investment”, which {s concentrated in the agricultural sector, is replaced after 1972 by investrent firanced through PROTERF®,

The apparent contraction of other private investment "fruom 197! to 1972 {s the rcsnlt of classt{fving PIN and PUNTERRA 16 federal {nvestment alhtough these prowrans will

support private fnvestment activity in agriculture through credft and public {nvesrtmen: that subst{tutes in part for purel. private activity In the past

I~

1™

o

[Ty
-~~~

sour.es SUDFNE: Bank of Norrtheast Brazil; and IBRD wission estimates and projecticns based on partial information fron “inisir. of Planajny a.. SUDENE



Table j: RALANCE OF INTER-REGIONAL MERCHANDISE TRADE, 19:.0-40

1960 1961 1962 1963 1964 1965 1966 1967 1948
--------------------- (In Cr$ millions at constant 1971 valu@s)esmscew—oooe—omeomoooman

Total Northeast Evports to

Rest of Brazil 1,760.6 2,012,0 1,661,8 ng .0 1.565.0 1.497.5 1,435,1 1.L8 1,325.9

To Southeast-South 1/ 1,580.3 1,820.3 1,lH1.2 1, 2%.9 1,367.3  1,295.6 1,23.2 1,225.3 1,109.2

To North-Center-West 200.3 191.7 180.6 198.1 197.7 201.9 198.9 258.1 216.3
Total Northeast Imports from ¢ ¢ .
_Rest of Brazil 2,665.9  2,867.L 2,155.0 1,907.6 2,624.6 2,701.6 3,134.1  L,199.9 g,g .2

From Southeast~South 1/ 2,593.9 2,7&% 3,062.7 1,810.3 2,92L.2 2,557.5 3,052.2 L,112.2 ,o7§.ﬂ

From North-Center-West 112.7 12L.8 92.3 97.3 100.3 1hk.1 81.9 87.7 92.8
Northeast Balance of Inter-

Reginnal Merchandise Trade -905.3  -8%55.h -1,493.2 -83.6 -1,059.5 -1,204.1 -1,699.0 -2,716.5 -3,8L3.

With Southeast-South 1/ -992.9  -922.3 -1,581.5  -18L.L -1,1%6.9 -1,261.9 -1,B16.0 ~2,888.9 -3,987.2

With North-Center-West 87.6 66.9 88.3 100.8 97.L 57.8 117.0 170.L 123.5

--------------------- (As a percentage of Regional Domestic Product)s===m=eewecemoccemenecoena

Total Northsast Exports to

Rest of PBrazil 11.8 12.8 10.0 10.4 8.k 1 1 6,6 E‘%’

To Southeast-South 10.5 11.8 .9 9.3 7.3 .7 .1 . .

To North-Center-West 1.3 1.2 l.1 1.1 1.1 1.0 1.0 1.2 0.9
Total Northeast Imports from

Rest of Brazil 17.9 18, 19.2 10.9 14.0 13,9 15.5 18.7 21.1

From Southeast-South 17.1 17, 18. 10,3 13.% 13.2 15.1 18,3 20.7

From North-Center-West 0.8 0.8 0.6 0.6 0.5 0.7 o.L 0.4 0.L4

1/ Southeast-South States include the follewlng:

Santa Catarina and Rio CGrande do Sul.

Sources:

SUDENE, Assessoria Tecnica; and IBJFE Foundation - Prazilian Institute of Statistics.

Minas Gerais, Espirito Santo, Rio de Janeiro, Guanabara, Sao Paulo, Parana,



T bi. & 2.00Ud038 TRUJUSFCRS TO THE LCKTIZAST KE3ICH DUY TC FEDERAL SOTSRIVENT FCLICIES, 1547-76

(In Cr3 million ~t constant 1071 vaolues)

Actusl Estimate Projection
1667 1655 1959 1570 171 1972 1973 1974 1975 1976

1, Direct Pived Iavestment in Lorth-

ract by Federnl Authorities 1,40 1,50 1,53¢C 1,405 1,760 2,500 2,875 3,300 3,800 4,370
2. PIN - Irrigation in lortheast - - - - 72 227 227 2217 227 227
3. PROTERRA - - - - - S840 6G0 gslg_ 750 8Lo

Resources from Fiscal Incentivers - - - - - 322 35L 38 E;Z L&7

Transfers from PDIi - - - - - 68 76 87 99 113

Zentral Bank - - - - - 150 170 195 225 26C
. Federal Govermment Transfers to

Mortheast States and

Municipalities 762 1,329 1,066 ug}q 1,250 1,05 1,685 1,811 2 0% 2,217

State Participation Fund 30l 80 289 31 325 358 130 30 L7 et

Munieipal Participztion Fund 229 Ls3 243 271 283 322 370 307 27 L7l

Speecial Fund - - 169 158 177 250 287 301 332 348

Petroleum Proiuzts Sole T-x 172 229 2EL 304 32% 35w 387 L22 L60 500

Electric Znergy Sole Tax a2 37 L2 60 75 110 125 150 172 16€

3dusation S-lary (Federzl Ruota) 28 3C Lo L9 65 S0 1056 121 137 155
5. Depnsit hcerual ir Bark of Forthesst

Rel~ted to 34/17 Trv Incentives 760 196 982 1,035 778 57¢ 531 692 760 833

. Zvpan<ion in Northe~st Region of
Credit to Private Sactor, llet of
Private Sector Deposits, by
Bank of Brazil L8 200 182 26L 715 503 582 550 710 783

SRAND TCTAL 3,000 3,825 60 3,060 4,596

el

-9

6,600 7,350 8,250 9,270

E
™

Y

Sour~es:  Ministry of Finance (Center for Zeonomir - Tizodl Information); SUDELE; Bank of lorthensst Brszil; Bank of Brezil;
=4 I3RD mi-sior estimates.




Table 6: FEDERAL GOVERNMENT TAX RECEIPTS COLLECTED IN THE NORTHEAST, 1968-1970

Average
1968 1969 1970 1968-1970

Total Federal Tax Receipts from
Northeast Brazil
Income tax
Industrial products tax
Import duties
Pat nAalarm nradiintc so.‘e fa\’r\

A U wi Vi r/A VldlAY v e A
Electric energy sole tax
Minerals sole tax

COther

Federal Govermment Current Expendi-
tu~es in Northeast Brazil 1/

Federal Tax Receipts from lortheast
Brazil as a Proportion of Total Tax
Receipts from A1l Brazil: All Taxes

Income tax

Industrial products ta:
Import duties
Petroleum products sole tax
Electric energy sole tax
Minerals sole tax

Other

Ratio of Federal
Yortheast Brazil
ct

Product at a

Receipts from
Gross Regional
=t
3

3
or

Ratio of Federal Tax Receipts from
All Brazil to GDP at Factor Cost
Tfor A1l Brazil

(In Cr$ millions at constant 1971 values)

)
8

1,2l 1,LL 1,660 1,550
230 357 356 315
568 608 683 620

39 39 38 39
356 390 L75 107
2L 30 L8 32
L 5 11 7
15 16 L9 27
1,390 1,550 12680 1,5u0

(In percent)

l] 7 7 7

6 7 6 6
6 6 7 o}

3 3 2 3
13 12 14 13
9 9 9 9

6 8 1h 10
10 L 9 8
5 5 6 5
12 13 1l 12

1/ Estimated to be 12 percent of Federal Government current expenditure (excluding

revenue sharing) based on information from the Getulio Vargas Foundation (Center

£ Nann1 Cturdiaa

Y\ Ad+aq AD
LUL i doval L)UULLJ-UD’ \r.LllUu .l.llo N\-ﬂi‘ﬂ,

the Northeast, Study No. 1, brasilia,

Oorrmt ool cmam Foam Nanmdd nadts am af Qdasddiac ~F
VWAoo L VNG LAUL wUUL ULlAdaLVlUIl VLl vvulllocy Ul

1971, (p.78).

Sources: Ministry of Finance (Center of Economic-Fiscal Information), and
Getulio Vargas Foundation (Center for Fiscal Studies).



Table 7: FEDERAL COVERNMENT TRANSFERS TO NORTHEAST BRAZIL THROUGH STATE AND
MUNICIFAL PARTICIPATION FUNDS AND THEZ SPECIAL FUND, 1567-7L

Actual Projection
1967 1968 1969 1970 1971 1972 1973 1974
{In millions Cr$ at current prices of each (In Cr$ millions at 1972
_year) prices)
Northeast 246l 393,3 85,2 617,0 1,015,080  1.070.3 1,197,0
“States 1!L‘o.t$>l 333.1 200, Ei%"s’ m 395, 7.2 2.0
Municipalitics 105,8 260.2 168.0 22¢€.2 232.6 34,8.0 366 .8 1,10.0
Capitals (15.2)  (37.0)  (22.7) (27.7)  (35.5) (42.0)  (Lh.2)  (50.0)
Other (90.¢) (223.2) (1b5.3) (197.5) (2L7.1)  (306.0) (322.6) (360.0)

Special Fund - - 116.7 131.3 176.9 271k 286.3 322.0
A1l Brazil o8h.1  1,559.L%  1.ah3.L 1,L82.7 1,870.8 2,740.0

States 292.9 730.0 "E%E "%I;T% 505.0 "}'6 1 02¢ 1,116.9

Municipalities 291.2 729.4 L76.8 6L6.5 803.0 969 3 1,022.5 1, ’110.0

Capitals (29.2)  (72.1)  (W7.7)  (63.5)  (B0.B)  (96.9) (10?.3) (114.0)
Other {262.0) (657.3) (L29.1) (s83.0) (727.2) (872.h) (920.2) (1,026.0)
Special Fund - - 189.8 189.7 25;.8 387.7 L09.0 L60.C
crmmmemcmmeceeeeo (In Cr$ millions at constant 1971 prices) ~---wmecmeeovumae

Northeast .2 1,033, 700 142, 8131 862,8

Statet 30li.3 s;’go'.‘zs' 289.3 313. 3L2ﬁ—€ 3383 % g 39 .o
Municipaliities 228.9 hs3.3 242.6 271.0 282.6 295.8 311.8 3L8.5
Capitals (32.9)  (6L.6)  (32.7)  (33.3)  (35.5) (35.7)  (37.6)  (L2.5)
Other (196.0) (388.7) (209.9) (237.7) (2L7.1) (260.1) (27h.2)  (306.0)

Special Pund - - 168.4 158.1 176.9 230.7 2u3.4 272.0
A1l Brazil 26,0 2,5h2,3 650,0 1,78 1,870.8 oao 0 2,325,0

States L 33.8  1,271.7 LZgE.o %’L‘ 03.0 "%gz 0 8&.g 93% 0

Municipalities 630.2 1,270.6 688,1 778.1 808.0 822.0 866.5 967.0

Crpitals (63.2) (125.6) (63.8) (?6.5) (60.8) {82.8)  (86.7) (96.7)
Other (567.0) (1,1k5.0) (619.3) (701.9) (727.2) (740.2) (779.8) (870.3)

Special Fund - - 273.9 228.4 25L.8 330.0 3k7.0 37.0
Proportion of Transfers ‘

AMllocated to Northeast: -- -~ (In percent) ~eewmcmeemmomimecm e
Northeast/All Brazil L2.2 Lo.7 L.k 11.6 L1.9 L3.6 L3.6 L3.€
State Farticipation Fund L8.0 L5.6 k2.1 L0.3 k0.2 L0.8 Lo.8 k0.8
Municipal Participation Fund 36.3 35.7 35,2 3L.8 35.0 35.% 35.9 35.9
Capital Cities 52.1 £1.3 L7.6 L3.6 L3.9 L3.3 L3.3 L3.3
Other Cities 3h.6 3L.0 33.9 33.9 3k.0 35.1 35.1 35.1
Special Fund eoe . 61.5 69,2 69.k 70.0 70.0 70.0

Sourcest Ministry of Flanning and Bank of Braril.




lable 8: FLDLRAL GUVERNMENT TRANSFERS 1HROUGH THE STATE PARTICIPATION FUND ANU THE MUNICIPAL PARTICIPATION FUND, BY STATES
(In Cr$ millions at constant 1971 prices)

All Nortn- Rio Grande Pernam-
Brazil North east  Other Maranhao Plfaui  Ceara do Norte Paraiba buco Alagcas Sergipe Bahia
967:1/ Total 1,264.1  85.4 533.2  645.5 70.3  38.4  84.4  30.8 45.1  77.3 32,1 25.7 129.1
State Participation Fund 633.9 56.6 304.3 273.0 43.2 23.1 52.4 6.1 23,2 42.7 17.8 16.0 69.8
Municifa! Participaticr Fund 630.2 28.8 228.9 372.5 27.1 15.3 32.0 14.7 21.9 34.6 14.3 9.7 5.5
ftate Capitals (63.2) (7.5) (32.9) (22.8) 3.1) (3.3) (6.8) (2.2) 2.3) (5.0) (2.5) 2.3 (5.0,
Other Municipalities (567.0) (21.3) (196.0) (349.7) (24,0)  (12.2) (25.2) (12.5) (19.6) (29 6) (11.8) (7.4) (53 7:
.968:2/  Total 2,542.3  218.1 1,033.5 1,290.7 143.0  74.3 156.8  59.6  87.4 142.5  62.1  49.3 258.5
State Participation Fund 1,271.6 156.1 580.2 535.3 83.6 44.1 93.9 30.8 44,2 74.9 32.9 30.5 139.3
Municipal Participation Fund 1,270.7 62.0 453.3  755.4 54,4 30.2 62.9 28.8 63,2 67.6 28.2 18.8 119.2
State Capitals (125.6) (19.6) (64.6) r41.4) (6.0) (6.0 (13.4) (4.3) (4.2} (9.6) (4.8) (.3 (11.9)
Other Municipalities (1,145.1) (42.4) (388.7) 714.0) (LB.4) (26.2) (69.5) (264.5) (38.9) ({58.0) (23.4) (14.5) (107.3)
1969:3/ Total 1,376.1  116.4 531.9 727.8 80.4 41.5 65.4 309 46.2 13,2 32.1 27.6  1346.6
State Participation Fund 688.0 83.9 189.3 314.8 50.1 24.9 33.9 15.4 22.6 17.1 17.2 17.2 70.9
Municipal Participation Fund 688.1 32.5 242.6 413.0 30.3 16.6 31.5 15.5 23.6 36.1 14.9 10.4 63.7
State Capitals (68.8) (10.2) (32.7) (25.9) (3.5) (3.5) (5.0) (2.2) (2.5) (4.8) (2.5 (2.9%) (6.2)
Other Munfcipalities (619.3) (22.3) (209.9) (387.1) (26.8) (13.1) (26.5) (13.3) (21.1) (31.3) (12.4) (7.9) (57.5)
1970:3/  Total 1,556.8 173.7 584.8  798.3 88.5  45.3  71.8 4.0  51.2  80.5  35.2 30,1 148.2
State Participation Fund 778.4 130.8 313.8 333.8 54.6 26.9 36.8 16.7 4.5 40.1 18.7 18.7 76.8
Municipal Participation Fund 778.4 42.9  271.0  464.5 33.9 18.4 35.0 17.3 26.7 40.4 16.5 11.4 71.4
State Capitals (75.5) (16.9) (33.3) (26.3) (3.5) (3.5) (5.0) (2.3) (2.8) (4.9) (2.5) (2.5) (6.3)
Other Municipallties (701.9) (26.0) (237.7) (438.2) (30.4) (14.9) 30.0) (15.0) (23.9) (35.5) (14.0) (8.5) (65.1)
1971:3/  Toral 1,616.0 181.8 607.2 827.0 8,.8  47.8  75.8  35.6  53.4 847  37.4  31.7 156.0
State Partlcipation Fund 808.0 138.4 324.6 345.0 50.3 28.5 38.9 17.7 25.9 42.5 19.8 19.7 81.3
Municipal Participation rund 808.0 43.4 282.6 482.0 34.5 19.3 36.9 17.9 27.5 42.2 17.6 12.0 6.7
State Capitals (80.8) (17.9) (35.5) (27.4) (3.8) (3.8 2.6) (2.4)  (2.7) (5.3) (2.7 (2.7) (6.
Other Municipalities (727.2) (25.5) (247.1) (454.6) (30.7) (15.5) (31.5) (15.5) (24.8) (36.9) (14.9) (9.3) (68.0)

1/ 1n 1967 the Federal Government allocated to the Pariicipation Funds the equivalent of 14 percent of the reverwe collected from the federal
income tax and the tax on industrial products,

2/ In 1968 the Federal Ccvernment allocated to the Parficipation Funds the equivalent of 20 percert of the revenue collected from the federal
income tax and the tax on industrial products,

3/ In 1969, 1970 and 1971 the Federal Governmmint a.lotated re the "artiviparion Fands the equivalent of 10 percent ot the revenue collected
from the federal income tax and the tax on indu-crial produces

Sourcess Ministiy of Planning; and the Pank ot iave?



Tlable 9:

TRANSFER OF FUNDS TO THE NORTHEAST THROUGH TAX INCENTIVES FOR JURIDICAL PE&LUNS, 1968-1976
ACTUAL ESTIMATE PROJECTI!ION ANNUAL AVERAGE Compound
Annual
1968 1969 1970 1971 1972 1973 1974 1975 1976 1968-70 1972-76 Increase
(in Cr$ millions at constant 1971 values) (in 1971 Cr$ millions) {in percent)

Total Income Tax Declared 2,858 3,457 3,984 4,370 4,795 5,260 5,770 6,320 6,945 3,433 5,820 1.1
Deductions for all lncentives 1,372 1,689 1,892 2,095 2,300 2,525 2,770 3,040 3,333 1,651 2,795 12.0
Deductions for Northeast 796 982 1,035 850 1,124 1,212 1,307 1,413 1,527 938 1,317 7.0

34/18 Investment Funds (796) (982) (1,035) (778) (575) (631) (692) (760) (833) (938) (700) 5.6

PROTERRA ) ) (=) (-) (322)  (354)  (388)  (426)  (467) (-) (390) <o

PIN-Irrigation (-) (-) (-) (72) (227) (227) (227) (227) (227) (-) (227)

(in millions of USS) (in millions of US$) (in percent)

Total Income Tax Declared 541 654 754 827 907 995 1,092 1,198 1,314 650 1,100 1.1
Deductions for all Incentives 260 320 358 396 4735 478 524 575 631 312 530 12.0
Deductinns for Northeast 151 186 196 1ol 213 229 247 2R7 289 177 259 7.0

34/18 Investment Funds (151) (186) (196) (147) (109) (119) (131) (144) (158) (177 (132) -5.6

PROTERRA (-) (-) (-) (-) (61) 67) (73) (80) (88) (- (75)

PIN-Irrigation () (-) (- (14) (43) (413) (4 (43) (43) (- 3)

(10 percent)

Ratic of Toral Deductions for

All Incentives. .ax Declared 48.0 49 0 47,5 L7.9 8.0 48.0 48.0 43.0 48,0 40,2 48.C
Ratio of Deductions for

Northeast: Total Deductions 58.0 58.1 54,7 40,6 48.9 48.0 47,2 46.5 45.8 56.8 48.0
Annual Real Increase of Total

Tax Declared . 21.0 15.2 Q.7 9.7 9.7 9.7 9.7 9.7 9.7
Annval Real Increase of Total

Deductions . 23.1 12.0 0.7 9.8 3.8 9.7 9.7 9.6 24,4 9.8
Anrcal Real Increase of

Deductions for Noriheast 23.4 5.4 -17.9 32.2 7.8 7.8 8.1 8.1 10.8 7.9

Source.
Coordination;

Ministry of Finance, Center for Economic-Fiscal

and Mission estimates.

Informution (CIEF), Ministry of Planninpg and General



Table 10: ARTICLE 34/18 TAX CREDIT FUNDS FUR THE NORTHEAST, 1962-71
(In Cr$ millions at current prices of each year)
1962 1963 1964 1965 1966 1967 1968 1969 1970 1971
3/
Total Income Tax Paid by Firms 58.0 122.0 195.0 404.,6 481.3 632.9 896.0 1,433.6 1,848.9 2,730.5°
4/
Total Income Tax Deducting Declared by Firms 5.7 8.8 40.6 162.4 273.4 506.5 787.7 1,170.€ 1,571.0 1,578.3"
SUDENE (Art. 34/13 Tax Credits) 5.7 7.7 37.3 149.4 226.6 351.1 465.9 626.6 793.8 748.0
SUDAM (Amsazon rezion) - 1.1 3.3 13.0 46.8 102.9 164.9 280.2 351.6 327.3
SUDEPE (fishing industry) - - - - - - 44,2 1318.7 215.2 158.8
Tourism - - - - - - 36.0 44,6 68.5 65.4
Reforestation - - - - - - 11.6 41.3 103.1 287.8
Aviation - - - - - - - - 1.6 —
State of Espirito Santo - - - - - - - - 5.3 ——
Stock Market - - - - - 52.5 65.1 $9.2 24.4 -
Other - - - - - - - - 2.5 —_—
Deposits of Tax Credit Resources
{n Bank of N7rtheast Brazil (BNB)
Accrualsl 5.7 7.7 37.3 149.4 226.6 351.1 456,7 680.8 859.3 777.6
Disbursements = -0.3 ~5.2 -8.7 -43,3 -178.7 -326,2 -490,0 -732,4 -854,2
Net Flow During Year 5.7 7.4 22.1 140.7 183.3 172.4 130.5 190.8 126.9 -7€.6
(Year-End Deposit Balance) (5.7) (12.1) (45.2) (185.9) (369.2) (541,6) (672.1) (862.9) (989.8) (913.2)
(In percent)
Ratio of Income Tax Deductions by Firms
To Income Tax Paid by Firms 10 7 21 40 57 80 88 82 85 58
Ratio of Art,34/18 Deducticns for NE
To Total Income Tax Deductions 100 88 92 92 83 69 59 54 51 47
Ratio of Year-End 34/1& Deposits in BNB
To Total Liabilities?/ and Capital nf BNB vea ‘e 45 63 65 65 S4 53 48 41

Sources: Ministry of Finance (Center for Economic - Fiscal Information) and Bank of Northeast Brazil

tncludes Federal Government's receipts frox
After pre-emption by Federal

(54 [N

Guvernment of

. uridical persoas

tn 1971 of Cr$560.9
«f tax credits for Plis.

million for

d portien

PIN,

/ Accruals include not only Art.34/18 tax credits but also deductions for tourism and reforestation tu be applied in the Northeast.
/ Includes a small amount of contingent liabilittes {n the form of bank guarantees,
/
/



Table 11: POTENTIAL EFFECT N ICM REVENUES OF NORTHEAST STATES FRMM
EQUAL SHARING OF ICM LEVY ON INTERSTATS TRADE
T Net Ne< field Tovrt Hais
Interstate Interstate Intrastate of ICM @ 7% ICM Revenus  Incr
R Exports Imports Trade on 3/4 Trade 16e8 bo A
----------- In ¢r$ millions at constant 1971 values) =----=---—-- {In pe
T aranhao 201.3 L27.0 -225.7 11.8 53.1 19
ERRAILS 58.8 26L.1 -165.3 8.7 3L.90 25
far 328.4 1,079.9 -751.5 39.5 180.5
i* Grande
179.6 L03.0 -228.4 12.0 53.Q _&
285.4 583.5 -298.1 15.9 99.8 )
1,518.7 2,140.0 -521.3 32.6 42h.6 g
243.5 Lek.7 -221.2 11.6 83.5 R
145.0 Lé5.4 -300.4 15.8 Li.s 32
776.2 1,808.0 -1,03..8 Sh.?2 375.6 i
“zrtheast Sum 3,796.9 7,6L0.6 -3,843.7 201.38 1,355.5 1g

Soarce:

Ministry of Finance (Subsecretariat of Economy and Finance); and
Minjstry of Planning (IBGE Foundation - Brazilian Institute of Statistics).



Table 12: STATE OF SAO PAULO - TRANSFER OF TAX RESCGURCES
TO REST OF BRAZIL THRCGUGH PARTICIPATICN FUNDS
AND SPECIAL FUND, 1962-70

(In Cr$ million at constant 1971 values)

1968 1969 1970
Federal T'x Coilections in Sao Faulo State:

Income Tax 1,675 2,510 2,753
IPI 5,083 5,667 5,736
Sum 6,758 8,177 §,519
Percernitage Allocated to Funds 20°% 12%. 127

Contribution of Sao Paulo State to Participation
and Special Fuads 1,352 981 1,022
(0f Which, Share to Northeast) (550) (379) (3845
(0f Which, Share Returned to Sao Paulo) (130) (76) 1

Source: Ministry of Financs (CIEF); and Ministry of Planning.



Table 13: FEDERAL REVENUE COLLECTED IN SAQ PAULO STATL, 1968-1970

1968 1969 1570
(In Cr3 millions at current prices)
Total Faderal overnment Hevenues 9,951.6 34,u400.9 18.5%8.5
Import duties 815.7 1,C73.0 1,329.8
D O S N 173 1 1 74 7 1. Ra?7 1
ALIC VNI LJAXRS ”J i 2ol PERAS LN} Ly pV /1 ol
Industrialized products tax S,075.4 6,75L.4 8,505.5
Pet rel oum nroduecte enls tax 1.5Q7 1 22&858 2A8~:2=<
rovivitWwll PJlviaueve SVWaT tan Ayl e ,.\-‘ B -
Electric eanrvy sole tax 157.2 233.3 9.6
Minerals sole tax 37.3 Lh.4 €8.0
Road trancport (passenger) tax 1.0 0.7 81.0
9.5 2L0.6 345.0

Other taxes and fees

N
-3
N
»d
™
.
w
]
re
(92}
(&)

Federal S~ vemmant 2c¢ 7enuz from Sao Paulo

@]
Cr =
-J
) \J
\V;r
jwe
o~
\n
vy

Taport cubies Vel
Income tuies G61,3 1,739.5 2,294.5
Industrializec1 preducts tax 2.918.1 3,979 L,780,7
Petroleum preduactc sole tax SHZ W 607 . { i39.1
Electric Znerqy <ole tax 65.2 106.1 202.9
Minerals sole tax 5.3 S 2 9.8
Road transport (ceseengsr) tsx - - 18.2
Othewr +rnve- asnd fzes 16.8 21.9 95.3
{In percenz)
Proportion of Federal 2evenues from Sao Paulo
Total rederal Govermment revenues 50.7 50.1 8.7
Import dut:es 63.6 69.6 66.6
Income taxes Lh.3 6.2 Lh6.9
Industrielized products tax 57.5 cH.5 56.2
Petroleum products sole tax 35.2 29.2 25.9
Electric energy sole tax ui.s 5.5 45.1
Minerals sole tax 1h.2 11.7 1.5
Road transport {cassenger) tax - - 22.5
Other taxes and fezs 17.8 8.7 27.6

Source: Ministry of Finance, Center for Economic-Fiscal Information (CIEF).



Table 14: FEDERAL INCOME TAX DEDUCTIONS UNDER INVESTMENT INCENTIVE
SCHEMES CLATMED RY FIRMS IN SAQ PAULQ STATE, 1968-1970

DL D L iaui Of L ade oAV TAULL

1968 1969 1970
(In Cr$ million at current prices)
All Brazil
Actual tax liability 853 1,225 1,738
Assessed tax liability 1,6l 2,396 3,309
Less: Investment tax credits -768 -1,171 -1,571
ar i s 11 £LN\ 1£57)\ /7xm\
Northeast (udh) 627) {799)
Amazon (165) (260) (322)
ehime Trdiist e (1)) (139) (215)
"-LDLLJ.IIB MHildUD U J \C o ¥4 NS/ NSy
Tourism (36) (L5) (697
Reforastation (12) (L1) (103)
Brazilian Aircraft Company () {-) (2)
State of Zspirito Santo (-) (=) (5)
Share investment (65) (59) (2l)
Other (<) (=) (2)
Sso Paulo L o
Actual Tax Liability Lo1 oL0 6e7
Assessed tax liability 785 1,230 1,600
Less: Investment tax credits =384 -5%0 -80L
Northeast (211) (288) (379,
Amazon (5u) (L.3) (222}
Fishingz Industry (17) {79) (1)
Tourisn (22) {21) (77
Reforestation (8) (22} (54)
Braziilan fircrart Company (-) (-) (i)
State of Zspirito Zanto (=) (=) (=)
Share Investment (32) (32) (13)
Othear (-) (-) ‘=)
(In perce:t;
Ratio: Sao Fruln/; 11 Hrazil
Actual tax 1l1.5i)1ty L7 52 b
Assessed t1x lianility L8 £l S
less: Invesiment tvax credits L9 50 51
Northeast Ls L6 L7
Amazon s7 57 57
Fishing Industry 39 57 53
Tourism 41 L7 Lé
kefcrestation 67 sk 52
Brazilizn :ir raft Company - - 50
State of Ecpirito Santo - - -
Share investment L9 [ Sy
Other - - 50
Source: Ministry of Finance, Center for Economic-Fiscal Information (CIZF).



fdable 135 SIATE SUDGET  RECELC]S FRUM ORIILARY RIVLNUERS,

STre———— L, T N N T ST AT ces s aee,yyt e . "=,
Tranoroio ARD OTIER LOUnles, LY R ICNAL SRIUPING, (5eE-70

(In Crd millions at constant 1971 values) (HRegional share a3 a percentage of total)

North & North &
Brazil Southoas\i Centar Brazil Southeast Centar
Total & Southl/ Northeast & Wegt Total & South l/Northeast & Wast
1968
Tota)l State Budget Receipts 16,945.5  13,657.7 2,066.3 1,221.5 100.0 12.2 7.2
Ordinary Revenues 12,°%§% 12,423.7 141h2, L12.6 100.0 8.8 3.2
ICH Revenue 11,958. 10,%:22.11 1,092.5 373.9 100.0 9.1 3.1
Other Taxes and Fees 990.0 901.3 0.0 38.7 1¢C.0 5.1 3.9
Transfers Received 2,092, 822.0 6217. 643.0 100.9 3o.0 30.7
State Participa*ien Pund 1,27_%1. L5%.0 §E§'o'.‘zl‘ 235.71 100.0 us.6 18.5
Special Pund - - - - - - -
Cther Transfars 820.7 366.0 L7.1 L07.6 100.0 5.7 Lg.7
Other Raceipts (including credit) 1,874.4  1,L12.0 296.5 165, 100.0 15.8 8.9
19691
Total State Budgat Receipts 19,737.4  15,975.8 2,276.6 1,u485.0 100.0 11.5 7.5
Ordinary Revenuss 1L,25L.L  12,L77.L 1,295.2  LB1.8 100.0 9.1 KN
ICM Revenue 13,113.1 11,423.0 1,255.0 L3s.1 100.0 9.6 3.3
Other Taxes and Fees 1,11a.3 1,05L.L Lo.2 u6.7 100.0 3.5 ka
Transfers Received 2,481.8 L&%Z.O 615, 78,9 100.0 24.8 29.0
State Participation Pund 88.0 259.7 289.3 139.0 100.0 L2.0o 20.2
Special Fund 2’73-9 33.6 168.4 n.s 100.0 61.5 26,2
Other Transfers 1,519.9 853.7 158.2 508.0 100.0 10.4L 33.4
Other Receipts {including credit) 3,001.2 2,351.4L 365.5 284.3 100.0 12.2 9.5
1970
Total State Budget Receipts 20,477.4 16,601.8  2,3%h.1 1,L81.5 100.0 1.7 1.2
Ordinary Revenues 14,821.0  13,130.0 1,232.0 ﬁég__g 100.0 8.3 3.7
ICM Revenue 13,2\90.1 12,0656. 1,165.9 7.7 100.0 8.5 3L
Other Taxes and Fees 1,230.9 1,073.5 6.1 91.3 100.0 S.h 1.k
Transfers Received 2,211.8 981.3 é11.7  643.8 100.0 27.3 28,9
State Participation Fund 778.hL 277.4 313.8 187.2 100.0 L0o.3 2h.
Special Pund 228.4 18.4 158.1 51.9 100.0 69,2 22.7
Other Transfers 1,235.0 685.5 139.8 Log.7 100.0 11,3 33.2
Other Receipts (including credit) 3,314.6 2,4%0.5 550.4 273.1 100.0 16.6 §.3

Sources: Minlstry of Finance (Subsecretariat of Economy and Financa); Ministry of Planning (IPZA/IPLAN); and Bank of Brazil.
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Table 16:

DIRECT IUVESTHMERNT BY THE FZDERAL GOVERND

"o
)

NT AWND FEDERAL ~AUTARKIES

(In milliona Cr$ at conrtent 1971 values)

IN THZ NORTHEAST, 1956-76

‘ectual cetimate Projection
1565 1987 1068 1565 1970 571 572 1973 1574 1975 1976
Total Direct Federal Investment 1.360 1,430 1,500 1,530 1,L05 1,780 2,5¢0 2,879 3,300 3,800 4,370
Agriculture 76 73 L9 63 cee ces 2L2 270 320 370 425
Mining and Manufacturing o
Industries L90 517 L7 502 - vee 765 880 1,010 1,162 1,336
Tlectricity 251 268 341 262 cer cee 530 £10 700 805 926
Basic Sanitation 115 85 78 7 ceo ces co &7 65 75 86
Trensportation 308 L16 29 5C1 cee ces 305 351 Lo2 463 533
Roads (ouk)  (351)  (3o0)  (L22)  (...) (...) (261) (300) (3Lh) (396)  (LZ6)
Railroads and Ports (235) (59) (R2) (66) (... (vua) (L) (51) (58) (67 (77)
Other Transportation (39) (%) (12) 3) (.. (eed) (-) (-) (-) (-) (-)
Communications and Storage L 2 c1 6 ces ces 73 8l 96 110 127
Education 50 34 53 Ll ces . 22 485 557 6ln 737
Health 9 L & i oo . &7 100 115 132 152
Colonization and Community
Development - - - - cor con 15 18 21 24 28
General L3 31 55 Sk cee ces 11 12 1L 18 20
Sources: SUDENE and Ministry of Flanning.



Table 17: ARFA OF NATURAL ZONES, b STATES

Litoral

and Semi- Fertile Mia-
State Mata Agreste Arid Spotsd/ Noith Cerrado Tuba
I
M™emacangd Z
Theasand km

Maranhao - - - ~ 320.7 -
- . - - - PR A N
Fiaui - a3 b T o) 2. 2.9 g.C
Ceaca 1.6 0.2 12,0 6.C - -
Zd A Memnvietoa
1Y NP Sy - #9151 &

4o Norte .9 3.k 37,2 ) - -
Paraiba Sl 0.4 L3.6 7.0 - -
ternambuce 5.8 12.L £65.1 5.1 - -
Alagoas ic.t 2.7 1.5 C.7 - -
Zergipe 7.3 - 4.3 O.4 - =
Sahia  83.2 106.9 277.5 7.8 : Bu .t
Minas Geraiss/ =~ - $8.5 - - -
Region 126.8 169.7 8351t sk 3813 9t h,cubnl

Fercent .7 10.3 51.C 2.1 23,¢ 5.7 100.0
wrce: Ministry of Agriculture Y4 Agriculwuca da Heglae Nordesue" AUV NS

1/ ™ianchas rerteis"; areas largeiy surrcunded by semi-aric zones, cut relativaly
well watered because of tozograpuy, exposure to prevailing winds, etc.

>/ Includes only that part of the State included in the Drcught Polye 1.



Table 18: SELECTED CHARACTERISTICS OF

Crop area
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Demographic Census.

North Northeast Brazil
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3/ From annual series. 1970 preliminary census data, presently available
Similar sprez.s between
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Table 20:

NORTH/NORTHEAST, 1969

PRINCIPAL COMPONENTS OF PRIMARY SECTOR OUTPUT,

Value of Output

North K

Product Cr$ Million 4 Sraé
Crop:

nananas 5.3 1 2200
Beans 6.5 1 el
Castor Beans - - 77 L
Cocon 1.7 i/ L25.0
Coconuts 2.1 ] 1C5.2
Corn 11.8 3 SR,
Cotton 0.1 1/ b35.0
Jute 25.0 5 Ul
Mandioca L3.0 9 L5
Oranges 5.0 1 63,5
Rice 23.0 5 16¢.,2
S5isal - - 76.C
Sugar Cane 2.6 1 5021
Tobacco 3,9 2 6o,

Total Specified Crops

Tarostock

Yol
Fork
Miik

rrem

~rES

Totul Specified Livestock

Toved Ixtractives
r:.woc and Cnarcoal
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Tabl 21
st R NORTHEAST BRAZIL, 1950-1970
ﬁJn:;L oAt
1950 1960 1970 1950-&0
— b 7
imiry sector outpub, 1970 prices cr$ Bil. 2.82 L.ig 5.3, a9
P area ha.mil. L.L5 7.25 10.18 5.0 3,
"attle numbers mil head 9.63 11.0h  ih.59¥ .- )
Ferscrs employedé/ Mil. 4.16 4.98 S.1d 1.0 s
" "2/ Mil. sl ses .8 L <.
Tractors cn Jarms Units 451 3430 e£23 < 2L.u é..
iertalizer Thous. T. -- 24 55 --
falue of output per workers/ crd 6175 635 41X 2.5 :
alue of Output, per ha. in crops or$ 635 570 57C -1 -
Jrop area per worker ha. 1.07 1.6 1.07 3.2 T
Laltle, per worker No. 2.21 2.22 2.30 0.4 2.
hote that 1970 real product was reduced 7 percent or mcre by drought.
Agricultural Census, Data relate to July 1971.

H 'v.»""‘Jl ’

Damographic Census.
Adjusted for apparent underemuneration .



Table 22: PRICES RECEIVED BY FARMERS, SELECTED FRODUCTS, BY STATES
DECEMBER, 1971

1/2/

Cotton ,'Corn Heans Rice BReef Milk
State (Perennial) (Rough)
cr$/ke. Cr$/liter
Marannao - - - - 6.00 .83
Piaui .78 .26 .Sl .59 6.50 -
~ ’ M AC AN (oo £ 2 NN [8 ]
Leara 1.U> ol D) Uy [ JUU e 7
Ric Grande do lorte 1.33 .29 L8 .65 7.50 L7
Paraiba 1.04 .23 .50 g7 8.00 .90
Pernambuco - .23 .55 6L - -
Alagoas - .22 .56 .58 5.50 .60
Serzipe - .20 .53 .63 6.00 .50
3ania - .31 .45 - 6.003/ 234/
Minas Jerais
(Draught Polygon) - e 1.03 .18 7-O~£/ -S;L/

Northeast 1.04 .26 .61 .66 - -
Sao Paulo?/ - .36 1.13 .83%/ - -
1/ Retail price, first quality cute.
2/ In municipio of the State capital, except as noted.
3 Feira de Santana
L./ Montes Claros
5/ Wholesale prices, City of Sao Paulo, March 22, 1972
§/ Equivalent, converted from price of milled rice assuming €9 percent outturn.
Source: Mercados hgricolas - Informagoes. Banco do Nordeste do Brasil S/A.

Aflo 4 No. 5, Janeiro 1972.



Table 23: PRICES PALD BY FARMERS, SELECTED ITeMS, BY STATES
DECEMBER, 197

Hybrid Mixed Jround Sulpnate  Barbed Plow,
seed corn poultry limestone of wire 1 share
State feed Ammonia

Ccr$/kg. Ccr$/kg. cr$/ton  Crd/«<z. Cr3/L00m Cr3/eazn

Maranhao .32 .70 - A5 47.88 52,70
Ceara .60 .50 - .80 L3.74 76,11
Aio Grande do Norte L9 - - .30 Lh.g2 -

Paraiba .58 - - .35 L8.09 180.00
Fernambuco .56 .6l - L0 50.L6 206,75
Alagzoas el .57 - .25 55.56 267.7¢
Sergire .63 .63 60.00 .27 SC.hl 162,50
Bahia .53 .76 57.45 A7 57.55 340,74
Parani 1.09 .55 Ly, 76 .32 L3.11 119.22

Tevrear Tt lie Yargas  ooncdintion



Table 24: IRRIGATION PROJECTS UNDER DEVELOPMENT IN
NORTHEAST BRAZIL; SIZE AND STATUS.

Stage of dovelopment in 1972
Project Name and Location

Agriculturally usadble arca

Total | Possible operation
by end of 1574

Reconnaissance

“Gurguela (Piaui)

Cnammmadacanman and Amafanalind 144+
MCLUVILLIALDO&IILTY odA\A rl VidaddlViidaiaw
3aco II (Pernmambuco)

Prereasibility
Corrente~Correntina (Bahia)
Lagoao do Piani (Plani)
Prefeasibility and feasitility study
Araras \.eara)
Corrente-Formoso (Bahia)
Lower Sao Francisco
Marituva (Bahia)
Morro dos Cavales (Vale do Fidalgo) (Piani)
Rio Grande (Palmeirinho, Barreiras,
3. Desiderio) (Bahia)

Feasibiliity Study
Capinaripe (Pernambuco)
vower Acu (Rio Granace do Norte)
Lower Sao Francisco - Itiuba-Propria
{Alapoas-Sergipe)
salitre (Bahia) 1/

nmAd Taad =

11ity Stucdy and Design
equital-Pirapora (Minas Gerais)
Lower Jaguaribe (Ceara)

3ystem BA (Bahia) 1/

=
IS

Feasi
v

JEeSIPn

Gorutuba (Minas Gerais)

Fetrclina Pa-I (Kassangano) (Pernambuc. ] Vv
Rio das Contas (Brumado) (Bahia)

System PA-II (Pernambuco) l,

Desim and execution
Banabuiu-Morada Nova (Ceara)
Curu (Ceara)
Itapicuru (Bsahia)
Pau dos Ferros (Rio Orande do Norte)
Planicie de Ico (including Lima Campos) (Ceara)
Cystem BB (Bahia)
System BC {Bahia)

txecution ) _
Ares de 3ouza (Ceara)
Bebedouro - PBI (Pernambuco)
Ceara-Mirim (Rio Grande do Norte)
Mcxoto-Poco da Cruz SPemambuco)
3ao Goncalo (Paraiba
Vaza Barris (Bahig)

23 small projects (less than 1,000 has. each)
Total

Hectares

10,000 None
1,200 500
10,000 None
5,000 Loo
3,800 Noas
7,000 None
10,000 None
10,000 None
14,400 1,800
3,000, Nons
8,000 None
3,L00 None
11,170 Nane
7,000 None
8,400 300
5,800 None
4,000 None
6,02k None
6,700 200
7,000 None
8,187 4,800
7,000 3,986
9,000 2,000
1,200 1,200
3,454 3,000
6,L00 1,600
2,250 1,000
2,120 2,120
1,100 1,100
3,320 3,320
3,000 2,000
1,100 1,100
2,300 2,300
7,500 7,600
D D ——
199,925 Lo, 326

LRI YR S < ADMDT 2 _mrTH
_I/ DEL1Tlg LW]«LUCYUU UJ NULLA™ AR LU DAL L.

Source: Ministry of Interior
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PPA%T], - ESTABLISHMENTS AND EMPLOYMENT IN NORTHEAST
AGRICULTURE, 1950, 1950 and 1970

States Establ2shment s Persons BEmployed in Agriculture
1950 1960 ;8/55 1970 537§o 1950 1960 §3>%o 1970 6633%

Maranhao 95,155 251,863 175 396,952 52 360,707 951,418 16, 1,205,064 27
Piaui 34,106 87,303 136 218,011 150 | 206,307 358,333 74 520,505 L5
Ceard 86,690 122,576 bl 2u6,179 101 | 498,803  801,L92 61 1,085,186 35
Rio Grande

do Norte 34,391 49,840 LS5 104, 397 109 234,737 299,L19 28 312,928 5
Paraiba 69,117 117,836 70 170,174 Ly | L3L,1L3 553,330 27 614,03L 11
Pernambuco 172,268 259,723 51 331,955 28 879,84l 1,263,146 L 1,15L,742 -9
Alagoas 51,961 62,484 20 105,408 69 274,585 362,979 32 160.439 27
Sergipe 42.769 65.014 52 95,931 L8 15h,721  2L9.146 61 274,371 10
Bahia 258,043 381,473 48 SLk,033 L3 131,282,771 3819,712 L2 2,208,955 21
Total 8uLk,510 1,108,114 67% 2,213,050 57413,892,875 6,659,175 714 7,836,224 18¢
Source:

IBGE, Dados Preliminares Gerais do Cenuo Agroptacuério, 1970, Regiao Nordeste.




Table 27: LAND USE

H Uce of Lard in Felation tc the Totg} A .a of
Lend Use(Fercentooe}, 1660~ Durel Prozectics, 19655
Crovo- Potentiaily
States Crors  Pastures Feresis Follew ductive UseMli tand Ui:lized  Creps Cattle rests

Mararhao 10.9 3041 26,0 2k.3 3.3 £5.9 L §.6 20.8 6.4

Fiaui 5.1 6.7 6.5 26 1L 82.5 17,0 .4 27 15.6

]
Cearé 14.3 30.8 30,1 20,2 I:.5 <1.5 65,7 VRS, L 127
2. G. do Norte 6.8 49.¢ 11.9 14.2 6.5 0.3 76 0.3 L6.7 ¢.1

Paraiba 2.5 6.1 11.7 10.8 6.5 2.3 735 26.6 5.0 45
PerT.ambuco 23.7 32.8 20.2 1.5 L.o 0.7 9.3 5.3 30.% 13.3

Alapoas 2¢2.9% 28.3 26.L 1¢.1 3.3 Ge2.] 73.L 30.9 25l 13.1

O
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Tatle 28: TARM SIZE DISTRIBUTION IN COMPARISON TO ALL OF BRAZIL

1950 1950 1967 1/
1 of Farm € of Farm % of Farm { of Farm 4 of Farm % of Farm
Hectares Nymber Area Number Area Nunmber Area
{1 ka = 2.8 Acres) Brazil _ NE Brazil NE _ Brazil NE Brazil NE Brazil NE Brazil NE
Under 10 L.k £3,? 1.2 2.8 Lhl.7 61.7 2.l L.3 35.0 LL.8 1.8 2.6
10 - 100 £0.$ 35,8 15.3 17.2 Lh.6 29.0 19.0 21.7 £1,2 k2.6 18.3 20.9
100 ~ 1000 12.9 10.3 32.5 Lo.S 9.h 7.5 3h.h 3.3 11.? 11.7 3L.0 L3.8
1000 and Over 1.5 1.0 £0.8 39.5 1.0 0.5 LL.1 30.7 1.2 0.9 L6.0 32.5%

1/ IBRA 1967 Cadastre of Rursl Properties have followed different criteria and therefore are not wholly comparable
with previous agricultural census data.

Sources: NE 1950 and 1960: SUDENE IV Master Plan, p. $0. All other: IBGE, Anuario Estatistico do Brasil, 1968.



Table 29: SUIENE-APPROVED INDUSTRIAL PROJECTS, 1963-71

(In 1971 Cr$ million unless otherwise indicat=d)

Total Firms' Capital
Number of Projects Projected Own 3L/18 Loan Employment Cost per Job

Years Approved Investmont __Resources Funds Mnancing Croation (Thousand Cr$)
1963 59 118.3 153.5 84.0 180.8 7,098 58.9
1964 52 803. 6 L07.1 158.8 237.7 9,478 8L.8
1965 58 532.1 261.2 126.6 1Lh.3 8,871 60.0
1966 17 931.7 222.0 L423.4 286.3 21,892 h2.6
1967 152 2,380.5 £20.6 1,066.7 793.2 25,029 95.1
1968 1hs 1, 6" 398.3 889.9 373.5 22,L69% 74.0
1969 121 1, 616, 3 Li28.9 838.8 378.8 15,518 10.6
1970 76 1,997.7 662.6 90L.1 L31.0 15,926 12.6
1971 63 2! ,027.1 78kL.9 910.3 331.9 12,947 156.6
TOTAL 1963-T1 803 12,399.2 3,839.1 5,L02.6 3,157.5 139.228 89.1
Percentage (100.0) (31.0) (L3.6) (25.4)

Source: SUDENE,



Table 20

(In thousand 1971 Cr$)

VoLUS OF QUTPUT Ib FAJUFRACTURI Y TWDUSTAINS, 1050, 1§005-00

1985 1965 1967 1965 1969
Traditional Consurer Gnods 3,065,007 3,807,200 3,963,974 L, 303,10k L,541,232
Tertiles 1,0.3, 70k 1,281,L77  1,2U7,068 1,359,374 1,281,170
Clo%hing and Footwear 71,6606 111,L3L 127,382 155,317 195,590
Food 1,617,791 1,977,589 2,0hl,080  2,2L2,653  2,L39,51L
Beverages 107,678 187,102 199,L71 191,231 225,059
Tohacco 126,138 161,947 175,9l1 201,227 211,085
Printing and Publishing 59,621 93,652 105,643 11L,L02 113,843
Furniture and Fixtures L0, 909 60,999 61,192 68,940 74,971
Intermediate Goods 1,086,810 2,L75,83 1,970,733 2,L93,0h9 2,936,219
Non-metallic Mineral 20, 392 3,323,645 361,819 LL9,556 500,760
Metol Industries 7€,LGY 210,758 228,672 298,030 340, 705
Wood and Products 16,060 5L, 390 52,838 68,056 8L, 3.8
Paper and Products 48,030 50,260 77,538 77,223 7,213
Rubber and Products 8,333 20,919 2h,323 22,60l 26,0470
Leather and Products 7h,92:. 57,335 53,553 56,833 51,608
Chemicals 625,062 1,728,497 1,171,990  1,51&,7h8 1,861,115
Capital Goods 16,L39 120,86 178,610 263, 7Li 330,h27
Mechanical 5,757 36,975 32,964 33,027 52,590
£lectrical 1,694 03,319 83,931 115,865 167,469
Transport Eouipment 8,780 30,522 61,715 115,052 110,368
Qther 1, S0 N U N RS U115 SRR P07
Totel ) 21513215(') {)123527}3 5911303397 7,115,770 7,819,789

Sowreer T




Tabla 31 ¢ DICTRIRUTICT 2 J=LUc OF OTPUT 8Y INDUSTRY BRANCH, 19SF) 1966-5

(Percentagos)

195" 1545 1907 1938 1909
Tradition»l Consumer Goodn 73.2 59,7 6L.7 61.1 53.1
Tertiles 2i1.9 19.7 20.3 19.3 16.L
Clothing and Footwesar 1.7 1.7 2.1 0.2 2.5
Food 38.7 30, 33.h 0 3.5 31.°
Beverages 2.6 3.0 3.3 2.7 2.9
Tobacco 3.0 2.5 2.9 2.8 2.7
Printing and Publishing 1.k 1.5 1.7 1.6 1.5
Furniture and Fixtures 1.0 0.9 1.0 1.0 0.9
Intermediate Goods 26,0 36,1 32.1 35.0 37.5
Non-metallic Mineral L.9 5.0 5.9 6.3 5.l
Metal Industries 1.9 3.7 3.7 L.2 o3
Wlood and Pronducts 1.1 0.F 0.6 1.0 1.1
Paper and Products 1.1 0.8 1.3 1.1 0.9
Rubbher and Products 0.2 0.3 0.l 0.3 0.2
Leather and Produnts 1.8 0.9 0.9 0.8 0.7
Chiemicals 15.0 26.5 19.1 21.3 23.8
Capital Goods 0.l 1.9  2.¢ 3.7 k.2
¥echanical 0.7 0.5 0.5 0.5 0,7
Blectrial c.1 1.0 1.4 1.6 2.1
Trersport Zcuioment 0.2 0.h 1.0 1.6 1.k
Other 0.3 0.3 0.3 0.2 0.2
Total 106,n 10G0.0 100.0 1nC.C 100.0

Sourne: IBGE - Producze Industrinal



Trble 32 : “RC3S VallUk 22DZD IY MRS STURTNG INDUSTIOES, 1958, 1966-09

(In thousand 1971 Cr$)

1954 1966 1967 1968 1969
ircditicnal Sonsumer (oods 1,336,202 1,677,101 1,660,468 1,821,015 1,872,837
Textiles 1,21,08¢ 555,050 g16,9E1. 554,015 553,639
flothing and Footwear 35,151 01,552 00, 358 ob,231 &L, 7L6
Fond 670,628 711,50 737,734 806,637 8L3,R06
Beverages 66,666 126,313 12k, L5k 121,559 146,013
Tohacto 55,151 100,027 117,787 127,061 130,315
Printing and Publishing 32,727 65,291 66,988 76,106 73,936
Furniture and Fixtures 24,621 33,328 3L,163 36,256 10,382
Internediate Goods 561,810 1,239,346 £33,281 1,067,580 1,201,150
lon-metalliz Mineral 169,999 199,641 236,166 301,960 331,322
¥otal Industries 38,L09 113,190 98,475 134,091 165,242
Yood and Products 25,83 28,33¢ 25,825 33,859 L0, 7L5
Paper and Products 19,2L2 19,871 36,186 30,69k 30,166
Rubber and Products 1,697 9,812 10,L26 10,813 13,063
Leather and Products 26,6065 29,122 27,665 27,323 21,209
Chemizals 266, G6F, 639,375 398,535 528,840 599,403
Capital Goods (,712 $3,330 101,601 126,918 161,920
lechonizal 7,803 20,07k 20,873 19,042 29,0LL
Electrical 1,212 26,316 55,601 62,193 §6,019
Transport Eouinment L,597 16,9L0 25,122 L7,713 Lk, 857
ther 521 10,750 10,1 1,306 5,885
Total 1,914,001 2,900,526 2,605,650 3,020,5L9 3,202,792

Lonraer T35 - Produz- o Tnadusiri-~i.



Table 33 ¢ EIPLOTENT IN [wlUF0TUALAS IUDUSTHIES, 1G5., 1900-09

Sourse:  Prodanze Industricl,

197 1969 1967 195 19L9
Traditional Jonsumer (oods 1L5,093 152,552 1hh, 1363 1h7,0%7 1L2,175
Textiles 61,006 52,120 he, s 119,523 L6,8i0
Clothing and Footwear 7,100 6,070 0,552 7,023 8,759
Food 5, 6en 62,332 59,532 6l 511 66,330
Beverages 10,201 {1,935 6,125 &,795
Tobaceo 11,000 ¢, 5n2 7,08 5,089
Printing and Publishing 1,585 5,499 R 6,528 7,13L
Furniture and Fivturss 3,777 11,292 Liyin Ly 30k 4,372
Intermediate Goods h2,155 51,777 51,745 56,900 42,487
Non-metallic Mineral 17,737 10,77 26,057 23,3%G
Met:l Industries LheT v,97% L, 7% 9,707
vood and Products 5,557 1,05¢ IR 1,829
Paper and Products 1,000 2,557 2,733 2, 7Ci
Rubbar and Products 252 bS] 95+ 1,056
Leather and Products 20y 2,u97 Z, IS 2,275
Themiaals Yy H8E 15,540 17,113 1u,403
Sapited Jeols 1,270 4,137 L9k 6, 721 7.717
Mechanieal N 1,262 1,38y 1,653 1,597
Slectricel 140 1,367 2,097 2,725 3,5kL7
Tranzport Zouipment 673 1,h28 1,400 2,356 1,973
Stier 1002 1,002 581 1,03 e
Tl A £0Z, 507 201,983 212,58 220,152
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(In thousand 1971 Cr$)

2 UrauTURTLS INDUSTRING, 195K, 1965-69

1958 Tvou 1967 1960 1969
Troditicnad Tonsuver Goonds 356,102 362,825 361,918 395, 762 120,579
Tsiles 17, 119,521 AR 121,405 124,423
Slothing ard Fontwenr 13,250 13,942 18,000 19,107 23,848
Food 137,650 145,056 150,052 170,667 160,567
Qaverages 11,100 29,633 28,661 32,050 33,286
Tohacco 11,970 19,92l 19,817 17,389 16,198
Printing and Publishing 1,515 23,132 23,001 25,238 28,515
Furpiture and Fistwres 9,52l 11,337 10,91 11,766 12,139
Intermediate Goods 107,196 2Ct, 8175 190,362 225,190 252, L2E
Yon-metallis lineral 35,530 Lb, 162 52,207 5l 082 71,251
Metal Indusiries 10, L5, 21,546 23,5L0 30,64 35,727
Vood and Products G,242 r,0623 9,569 11,295 13,678
Paper and Products 3,660 5,823 8,202 5,886 9,330
Rubber and Products o5 2,561 2,766 3,172 3,214
Leathor and Products 1,136 6,503 6,702 7,18L 6,692
Cuemicals 15,568 117,437 90,916 97,325 139,296
Capital Coods 3,70 1¢,562 19,610 €5,111 41,525
Yechanical 1,061 1,950 5,547 6,182 10,069
Plectrical £57 £,117 7,401 10,907 18, L5
Trensport Zacuipment 7, 0LY 5,565 5,992 11,022 12,995
Gins N ERC) £,051 3218 2,5
Tctal R K91,759 i L7 050,222 7hi, v
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Toible 36 GRCSS VALUE ADD&D P3M :MPICYEE, 1958, 1966-69

(In Cr¥ thousond 1971)

1958 1966 1967 1968

Traditional Consumer Goods 9.2 11.0 1.5 12,3
Textiles 5.9 10,6 10.¢6 21,8
Zlothing and Footiear 5.0 10.1 9.2 9.2
Food 11.4 11.9 12.4 12.5
Beverages 1.6 11.7 13.9 15.0
Tobacco 16.2 9.1 2.4 18.0
Printing and Publishingz 7.2 10,0 0.5 11,2
Furniture and Fixtures 6.¢ 7.8 8.0 &.l

Intermediate Goods 13.3 23.9 16.1 18.7
Non-metallic Mineral 9.6 10.¢ 12.5 15.0
Metal Industries 11.1 17.0 1.1 15.L
Wood and Products L.8 7.2 6.1 7.3
Paper and Products 12.9 9.9 1k.1  11.2
Rubber and Products 16.6 11.7 12.7 11.3
Leather and Products 8.6 11.9 11.1 11.¢
Cheminals 27.9 L7.6 25.0 20.4

Capital Goods 6.8 15.L  20.8 19.1

Mechanical 6.9 15.5 15.¢ 11.5
Electrical 6.L 18.8 26.6 22.8
Transpert -cuipment 7.0 11.9  17.86  20.3
Cther 7.2 9.t 10.7 .7
Total 10,1 1.3 12,9 1h.2

eoreat TRL - Producen Insustriel
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Table 39: FIXED INVESTMENT IN MANUFACTURING INDUSTRIES, 1958-71

(In million 1971 Cr$)

SUDENE
Total Sponsored
1958 137.6 -
1965 413.8 52.4
1966 403.1 172.7
1967 604.3 456.3
1968 931.0 839.6
1969 1,639.1 1,071.3
1970 n.a. 1,278.9
1971 n.a. 1,318.0

Source: SUDENE and BNB



Table 40: CHARACTERISTICS OF NORTHEAST TEXTILE INDUSTRY

AVERAGE AGE GF BEQUIPMENT, 1959-69
(Percentage)
Spindles Looms
1959 1969 1959 1969
Up to 30 years 46 81 19 69
More than 30 years 54 19 _81 31
100 100 100 100
TOTAL (thousand) (642) (433 (22) (il)
PRODICTIVITY, 1969
(Latin Americac Standard=100)
SPINNING WEAVING
Per Machine Per Worker Per Machine Per Worker
0ld Firms 71 80 66 36
New Firms 113 112 350 127
Brazil (1961) 64 46 54 30
Colombia (1962) 86 127 95 107
Western Europe (1965) 103 195 - -
United States (1962) - 288 - -

EMPLOYME

NT _IN COTTON TEXTILE INDUSTRY, 1959-69

mn Cma

1959 Faployment 32,573
1959-1969 Inflow 7,371
1959-1969 Qurflow 9,334

(Modernization) (6,633)

(Closing) (2,63%6)
1959-1969 Net Outflow 1,937
1969 Exployment 30,610

NORTHEAST TEXTILE INDUSTRY

(Percentage Share)

1939 1949 1959 1969
Employment 26.6 23.9 17.9 13.8
Wages 16.4 14.9 11.2 8.4
Production 17.4 17.2 16.3 10.9
Value~-Added 17.7 16.4 13.9 9.8

Source: SUDENE
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Total “Federal Highway State Hiphway Provincial.
Region Total Total Unpaved Paved Total Unpaved Faved Total Unpaved Paved
N= 196> 177,547 11,308 8,761 2,547 19,507 17,912 1,595 1h6,732 146,633 99 /2
1970 280,009 14,911 8,659 6,252  27,3Lk b,z 2,902 237,75h  237,L92 262
Increase 102,462 3,603 102 3,709 1,837 6,530 1,307 91,022 90,859 163
% of
National Increase 35 21 2 32 26 31 1k 36 38 12
. , 1
N 1945 7,7L5 1,772 1,510 262 2,463 1,771 686 3,510 3,L03 107 /L
1970 21,260 L, Lbh 4,183 261 8,271 6,603 1,L68 8,5LS 8,372 173
Increase 13,515 2,672 2,673 1 5,808 5,026 782 5,035 4,959 66
% of
Nztional Increase 5 16 S0 0 19 ~1. 8 7 2 5
c 1965 69,341 6,37 5,733 667 17,75 15,772 2Ll 36,955 35,943 12 /1
197) 91,557 3,742 8,313 1,u2y 22,327 21,452 675 59,528 59,522 6
Increase 31,295 3,372 2,610 762 5,311 L,8430 L3l 22,573 22,579 -4
£ of
National Increase 11 2) LB 7 17 23 i 9 9 -
- Lo . , ) /1
s 1905 535,294 16,142 6,929 9,113 55,852 Lh, 542 11,310 434,300 L3k,209 9L =
1979 646,913 22,443 6,239 16,204 67,392 L9,D)9 18,383 557,078 555,833 1,23
Increase 141,619 7,30 210 7,91 13,540 b, k67 7,073 122,778 121,621 1,157
% of
National Increase Lo U3 L 61 35 27 74 Sl o1 83
) /1
BRAZIL 1965 759,927 3h,59¢ 22,793 12,58y 94,838 1,003 13,835 621,497 621,188 Ny =
1970 1,039,779 51,540 27,394 2,145 125,334 101,9% 25,028 B02,9)5 661,216 1,685
Difference 228,852 14,94L8 5,39\ 11,557  32,L% 20,93 9,893 Zul,LYy 20,028 1,380
£ of
National Increase 130 17 170 1M 1M 1) 1m 1M 17 17
4 10) g 12 83

/L As of 1956

Source:

DR and Anuerio sstatistico do Brazil (1y/1)
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1965-1979

SHCSITAGE OF TOPAL NETWORK AND AVERAGE ANNUAL RATE OF

GROWTH BY REGION,

Poglon Total Federal Federal State State Provincial
N “Total “Faved Tctal Paved Total Paved
17 1265 2L 33 29 21 12 2l 32
Ly72 27 25 25 22 12 28 16
Average annual
rate of growth 9.5 5.7 19.6 7.0 12.7 10.1 21.6
North 1965 1 5 2 3 5 - 35
1970 2 9 1 6 6 1 10
Average annual
rate of growth 22.4 20,2 0 27.4 16.4 19.5 10.1
Center 1965 8 148 5 17 1 6 L
1970 9 18 6 18 3 7 -
Average annual
rate of growth 8.7 8.8 16,0 5.5 22.6 10.0 -
South 1965 67 Lk 73 59 82 70 29
1970 €2 Ll 67 S5k 79 65 74
Average annual
rate of growth 5.1 8.2 12.2 3.9 10,2 2.1 69.0
Brazil 1965 100 120 100 1290 100 120 170
1979 100 100 19 100 100 190 120
Average annual
rate of growth 6.6 8.3 13.8 5.7 11.1 6.8 uo. 5

Source: DNeR and Anuario Zagtatistico 1971,



Table L3:

RELATIONSHIP BETWEZEN ARFA, POPULATION, AND NUMBERS OF VEIICLES BY REGIONS 1970

Population Total Vehlcle/ Vehicle/

Region Area 33 Km in thousands vehicles(s) 1000 Sq Km 1000 Inhab.
North 3,578 3,515 33,638 9. b 9.6

v 4 2.1 3.8 1.0
Northeast 1,5u6 29,074 310,452 200.8 10.7

| 1 18.2 31.1 9.0
Center 1,880 5,052 126,531 67.3 2.5

22,1 . k.0

South 1,503 55,890 2,980,690 1,983.2 53.3

4 17.6 59.7 86.0
Bra.zil ‘a ’ 507 93 ? 531 3‘ ’ ,451 » 311 hOS" . 7 3‘5 . 9

4 100 100 100
# Estimates

Source: IBQE

1970 - Anuario Estatistics do Brazil 1971



Table 44: RELATIONSHIP BETWEEN AREA, POPULATION, AND LENGTH OF HIGHWAYS BY REGION, 1970

Federal State Municipal
Area in Pop. in Pop. Total km/ km paved/ km/ km paved/ =/ km paved/ km/ I paved/ km/ am/
Region 1000sq.km 1000inh. density /1000sq.kmm /1000inh, 1000sq.km 1000sq.km 1000inh, 1000inh. 1000sq.km 1000sq.km 1000inh. 1000inh., 1000sq.km 1000{nh.
North 3,578 3,515 1.0 5.9 6.1 1.2 .07 1.3 .07 2.3 4.1 2,4 .4 2.4 2.6
Northeast 1,546 29,074 18.8 181.1 9.6 9.6 4.0 .5 .2 17.7 1.9 .9 .1 153.8 8.2
Center 1,880 5,052 2.7 48.7 18.1 5.2 .8 1.9 .3 11.9 .4 4.4 .1 3.7 11.8
South 1,503 55,890 37.2 430.3 11.5 14.9 10.8 b .3 4is B 12.2 1.2 .3 370.6 10.0
Grand
Total 8,507 93,531 10.9 122.2 1.1 6.1 2.8 .6 .3 14.7 2.8 1.3 .2 101.4 9.2

Source: DNER, IBGE -~ 1971



REGION

NE

Center

South

STATE

MARANHAO

‘PIAUL

CEARA

RIO GRANDE DO NORTE
PARAIBA

PERNAMBUCO

ALAG™AS

SERGIPE

BAHIA

TOTAL

VATTO GROSSO
GOIAS

TOTAL

TOTAL, ALL STATES

BRAZIL

Table 45:

TRAFFIC MOVEMENTS ON FEDERAL AND STATE HIGHWAY NETWORK BY REGION, 1970

Truck Traffic
‘000 tons-km

FEDERAL

311.3
128.0
479.5
166,0
462.8
1954.5
733.7
494 .4
2712.0

7642.2

1787.0
805.6

2592,6

£2304,1

52338.9

Total Traffic

in '000's Vehicle-km

Passenger movements
Federal network

in '000's pas. km

State network
{n '000's pas, km

STATE CAR BUS TRUCK CARS BUS CARS BUS
101.9 50.64 11.76 68.03 75.0 158.6 71.8 129.4
10.9 9.70 2,66 18,94 2.6 56.0 3.5 9.0
91.1 38.81 6.72 73.56 4.5 134.9 37,9 29,5
52.8 29.48 4,48 32,62 58,4 77.0 26.9 32.8
146.3 120.93 17,85 101.06 238.4 313.1 112.2 124,1
664.7 355.91 62.55 368,67 639.5 10643 392.5 468.1
280.3 77.89 13,22 132,69 152.8 209.5 73.0 114.3
138.5 63,28 8.13 80.60 134.9 158.5 48,5 40.6
865.6 285.13 59,53 434,68 568,3 1145,3 258.5 313.1
2352,1 1031.77 186. 9 1310.85 1966.4 3317.2 1024.8 1260.9
292.4 132.96 18.78 288.79 301.9 380.1 83.6 80.0
256.5 201.95 32.35 159,44 441.0 665.3 144.6 127.2
548,9 334,91 51,13 448,23 162.9 1045.4 228.2 207.2
40145,7 10417.38 997,88 9380,41 18500, 4 16443.4 11709.: 8004.1
43046,7 11784,06 1235,90 11139,49 21209,7 20806.0 12962.2 9472.2

Source: SUPEYT - DNER Traffic Survey 1970



Table 46: FEDERAL HIGHWAY INVESTMENT PROGRAM BY REGION, 1972-74

F v 3 ~o & T YK Nans
{in L malilion Ly(c

~

Region 1972 197 1974 Tctal 72-74 %
Northeast 61y 369 LLl 1,424 25
Amazon kegion L53 L37 137 1,257 19
kest of Brazil 881 1,761 1,232 3,174 56

Total 1,978 1,867 1,810 5.65¢ 102

Source: DN:R budget request March 1972



Tatle L7: FEZDERAL HIGHWAY INVESTMENT PROGRAMS IN THE NOPTHEAST (1972-7L)

{Io-6r% millions 1972, Comstruction and/or Paving)

2o Sect1ons Langth 1972 1973 197k Total State
(iem)
o Picos-Swate doraer PI/CE 8s - x.5 - u.< ey
BR 2%6-Ferialeza 278 4.0 17¢ 22.9 L3.9 CE
State Bordar 00/BA~-BR 2L2 228 - - 10,0 1c.C BA
o Brasiiia-Campinho 1,096 6.6 9.9 13.9 304 B4
171 Natai-Pamamnirin 20 1.5 i.5 - 3.C EN
Recile Boliway 33 2.0 - - 2.0 PE
Maceio-State Border AL/SE n 6.8 - - 6.8 AL
a0 Franctisco Bridge 1 1.0 - - 1.0 AL/SE
ssplanace~@® 324 1h) - - L.7 5.7 BA
Bh J24-Pedrc Canaric 802 254.1 k.6 - 28¢E.7 BA
3Ca Campina Grande-BR 316 293 2.7 22,1 30.2 75.6 PY/PE
b Areia Branca-Mosgoro L8 - 2.0 L.C 6.0 N
tih lcc-3tats Torder PE/BA 275 2.k - - 2.t PE/CE
138 Paritcra=residents Dutra 118 5.0 L.0 9.0 A
Presidente Dutra-Pastos Bons 178 - - 12.0 12.¢ MA
2 Sobral-Pir.piri 200 28.2 - - 8.2 CE/Pi
) "eresina-Presidente Dutra 220 L.2 L.2 - 8.L RN
Currais Novoa-Stata Forder MA/CE 219 . 7 15.2 16.0 co
Jaguaribe-Mineirolandia 145 .5 16.0 16.5 %X
2:n Currsis Novca-State Border RN/PB 150 .5 .5 - 1.0 o
State Border RN/PB-Pombal 38 .5 .5 - 1.0 P3
237 Pombal-HR 1o 373 10.0 10.0 u.7 2u.7 CE/PI
Picoa~Caro.ina 758 10.C 10.0 - 20.0 MA
232 Rocifa-Salgueiro 511 1.9 - - 1.9 PE
23k Gargrhuns-BR 316 124 - 11.5 22.7 36.1 PE/AL
238 AR 101-R:ibetropolis 61 5.5 5.5 ?.h 16.4 SE
SE 206-Cerira 23 - - 1.7 1.7 SE
2,2 Argoim-Barreiras 662 ~ 10.0 10.C 20.0 EA
ke State Border CE/RN-Acu 96 .5 - - .5 RN
316 3iate Border PA/HA-Peritoro uec 15.0 20.0 20.0 $5.0 KA
Rio Parnaiba Bridge b2 3.5 - - 3.5 PI
Teresina~Picos né 15.7 7.0 1.0 23.7 PI
-12/232 Picos~Salgueirro 297 35.3 35.4 L7.1 117.8 Pi/FE
*16/23L  Palmeiros cos Indies-P. Alfonao 184 - 2.6 32.0 3L.6 AL
L Feira de 3antana-Salvader 108 67.0 2. u9.5 BA
Nori. Access to Salvador 4 8.1 8.1 10.8 27.0 BA
e Ubata-Ubaituba 29 - 5.0 6.0 11.0 BA
L3 wis Carrea-lampo Maior 262 12.0 14.0 8.0 34.0 PL
TS Mossoro-2Rl16 97 - 2.3 1.0 3.3 RN
e Picos-Petrolina 308 - - 11.8 11.8 PI/PE
412/ilY Parinha-Cruzeiro do Nordeste 203 - - 8.8 8.8
TOTAL 9,576 s0L.0 2u8.7 Ja.7 1,07kl
Contribution of Special Program Provale Highway
Program 2/ 110.¢  120.0  120.0 350.0
PROTEXRA Normeua- Highway Component 1/ (L5.7)  (u3.7)  (20.7)  (116.1)
PIN {Programs de Inte ac Nacional \ . f1ec ny Ine £y IR D)
PIN (Progr de Intsgracac Nac _, fus.0) ATZ.9) 117.5)
GRAND TGTAL 61k.0  388.7  LL1.7  1,bL2h.k

Tsurce: DNER budget request and mission estamate March 1972,

:/ Punds derived from PIN and PROTERRA are included in the above figures. They are, therefore, not double counted.
3/ Only the global figure is availsble. The breakdown is arbitrary.



Table LB:

CLASSIFICATION BY FARMERS OF RURAL RCADS ACCORDIN
DURING BAD WHEATHER, BY STATES AND TERRITORIE

~
u
-
b’

State or Parcent of Farmers Reporting Roads Tmpassablc ~n-.
Territory Zero Days 1 - 60 Days More Than €2 L
Rondonia 78.83 T.k3

Acre L5.81 27.55 é
Amazonas 68.51 7.63 >
Roraima Ls.89 9.23 [N
Para 82.61 3.70 13058
Amapa 98.78 0.02 1.29
Maranhao 62.99 12,40 LA
Piaui 70.L0 18.07 11.53
Ceara L6.63 27.19 26.1°
Rio Grande do Norte 62.23 23.54 1h.23
Paraiba 63.60 23.37 13.03
Pernambuco 63,08 27.85 5.07
Alagoas 72.1L 1L.53 13.35
Sergipe 76.22 17.30 .55
Bahia 71.28 21,94 6.75
Minas Gerais 62,25 231.80 13.6%
Espirito Santo 66.02 26.37 7.6%
Rio de Janeire £€.92 20.52 22.54L
Zuanabara 97.93 1.76 0.31
Sao Paulo 73.80 18,65 7.5%
Parana 72.42 20.26 7022
Santa Catarina 69.38 22.34 .28
Rio Grande do Sul 7h.57 21.15 bh.z7
Mato Grosso £2.98 11.54 2558
Goias 79.02 5,28 11.7C
Distrito Federal 96 .80 1.37 1.83




Table 49: LENGTH OF THE RFFSA RAILWAY SISTEM BY R

Ragional Systems

and Divisions 1048 1969 1970
Northeast
DHvision Maranhao=-Plaui L53 807 807
Division Caarense 1,734 1,379 1,379
Division Nordeste 2,781 2,726 2,726
Division Leste 2,470 2,436 2,436
Central
Division Centro-Oeste 3,k61 3, 3,663
Division Central 3,005 2,888 2,823
Division leopoldina 2,467 2,167 2,396
Total 8,933 9,066 8,882
South-Central
Division Santos~Jundiai 139 139 139
Division Noroeste 1,632 1,627 1,607
South
Division Parana-Santa Catarina 3,055 3,055 3,052
Division Teresa Cristina 2he 2u2 236
Division Rio Grande do Sul 3,248 3,652 3,653
Division Santa Catarina 18 18 184
Total 6,722 7,133 7,125
Total RFFSA 2&.86& 25,312 25,101

Source: Annual Statistice of RFFSA, 1971.



Qavle 5t TRAFYFTC DEMSTTY TN THZ NZ [AILWEY SYITEN, 1403-197)

Regional System Passenzer-km per route xm (7)) Freight net ton-km (000)
L7060 1967 1979 1765 1965 1970
ﬁorihaast
1. Div, Larsnheo-Piaud 35 36 3 27 2n 15
2. Div. Cearense 97 127 121 78 101 118
3. Div. ‘lordeste 113 s 123 115 103 o 69
L. Div. Loste 59 90 97 8 122 130
Totsl 91 91 %6 89 93 100
Central 747 717 661 650 727 gos
Central Souti: 1,212 1,027 925 050 658 625
“outh 75 73 71 332 Lo7 431
1FFSA L2 375 347 L9 LL6 L8)

Source:  RITEY, ‘nuario Hstatistizo, 1971,

hercn 1972



Tabie - SOGRAL
IN NORTHEAST RATLWAY SYSTEM
(in Cr$ million 1972)
Projects Total 1972 1973 1974
. New lines
Iacu-Mapele and
access to the port
of Caboto 80 - 30 59
Tacu-{ontes Claros 1n - - 12
Sourline to Mataripe 5 - 5 -
Goianinha-Estivas 1l 1 - -
B. Cormunication and
Personnel Reduction 5.7 1.5 2.1 2.1
C. <cquioment for Storage
and Stations .6 - o3 i
D. 3quipment for Halls and )
[‘pxﬂine:P N i 1.1 OS 03 03
2. Modernization of offices 1.0 ol 5 ol
¥, Improvement of the
netiwork 174.9 60.2 62,2 52.5
3. OJther investments. 6.9 2.0 2.0 2.0
Grand Total 285.3 6593 102.’4 11796

Source: RFFSA, March 1972



b Yo o OF THE MU N NORTHEAS U POKTS, lune -70

(In 000's tons)

1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971

Sao Luils - Itaqui n.a. n.a. n.a. n.a. 196 264 280 190 318 356 315 277
Fortaleza (Mucuripe) 263 210 173 180 383 639 787 898 1,003 949 949 919
Areia Branca 279 234 232 163 167 174 269 298 361 312 n.a. n.a.
Macau 270 356 451 461 33 341 324 421 306 445 n.a. n.a.
Natai 157 199 100 105 83 136 155 169 . 186 169 148 n.a.
Cabedelo 226 256 213 176 158 224 211 142 288 285 234 n.a.
Recife 2,057 1,863 1,735 1,499 1,348 1,590 1,005 1,729 1,934 2,228 2,337 2,545
Maceio n.a. n.a. n.a. n.a. 128 298 427 147 570 660 828 n.a.
Aracaju 54 71 n.a. 18 3 33 122 627 1,072 1,518 1,584 n.a.
Salvador 1,457 1,869 989 850 491 528 982 623 506 736 552 667
Madre de Deus - - - - - 3,970 5,230 5,761 5,987 5,872 n.a, n.a.
Ilheus n.a. n.a. n.a. n.a. 71 143 202 28 100 153 287 n.a.
Source: Sunamam

Banco do Nordeste (Etene) 1971



Table 53: PRELIMINARY FEDERAL HIGHWAY INVESTMENT PROGRAM

IN THE AMAZON REGION, 1972-Th

(In Cr$ million 1972)

Sentiann lansth 1072 1077 107 Tatal
~TCvalil STl wii -y e -g iz -~ il (ol £ o8 §
(In_lam)
A. Construction
BR316  Belem-Sao Iuisl/ 123 20 20 - 1o
BR230 Transamazonia 2/ 2,290 170 65 - 235
BR165 Cuiaba-Santarem 1,618 70 68 38 176
BRO10/
226/153 Belem~Bracilia 3/ 1,k52 128 157 35 320
BR17L Manaus-Venezusela L/ 1,200 13 26 23 62
BR319 Manaus-Porto Velho 866 31 L8 8 87
BR317 Humaita-Labrea~Rio
Braneco Bo9 15 19 26 60
BR156 Macapa-Cuyana 6 6 6 7 19
BR236 Aluna-Peru i 30 28 _ - o8
TOTAL 9,702 L83 L37 137 1,057
B. Studies
Perimetral Norte and links
to Peru, Colombia, Surinam 4,400 L L - 8
GRAND-TOTAL 14,222 1,065

Includes only the section Capanema-Para State border (123 km).
Corresponding to the section Estreito-Humaita.

Corresponding to the section from Santa Maria to Porangatu.
Including the section from Boa Vista to Guyana (BR-LO1).
Estimate.

QEQ@Q

Sources: DNER budget request with some minor corrections.
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