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1. The allocation of investments in Brasil until 1959 was oriented exclusively
by the market; as a result the development pattern was one of marked concentra~
tion in the ocentral-southern region. Because this region was already operating
with important location economies it could profit directly from all general
incentives for industrialisation. However, this situation brought about even
greater regional disparity between this region and the northeast.

2. Onoe aguin the phenomenon was concentrated in the central-southern region,
It was the state of Sio Paulo which was sble to abosrd the general measures of
direot and indireot incentives for industrialisation, profiting from its impor-
tant location advantages. The perception of this economic development concen-
tration brought about the formation of regional development organizations which
aimed to supply "problem regions" not only with an economic infrastructure and
inocentivates for development, but also with elaborate sectorial plans for
development.

3. Of these organisatious the first oreated was SUDENE - Superintendency for
the Development »>f the Northeast. The inoentives and indwstrialisstion intro=
duoed bty SUDENE oonstitute the only vigorous regional polioy for alloocating
investments in Brasil, This mechanism is based on the Tributary Credit System
vhioh permits an inooms tax deduotion of as much as 50 per cent if this amount
is invested in a project approved hy SUDENE for the region, Deductions must de
deposited in Brasil's Northeast Bank thus oreating substantial resources which
may be used to finance projects for as much as 75 per cent of the total oapital
necessary. This aystem separates investors from tax payers. The oontributor
invests only in preferential shares with no right to votej the group that
invests its own resources assumes total control of the emterprise.

4. This fiscal oredit mechanism introduced in order to promote the industrisli-
sation of northeast Brasil has led to very favourable results, and will help

to bring about a diminishing of disparity between this region and the centrale
southern region. The table below indicates this fact hy showing the rate of
growth of the industrial produot of the northeast region.
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(nonhmt region ocompared with tota.l Brusil)

1949-1954 946 33
1954-1959 12.2 2.2 e
1959-1964 T4 14

Scuroes *ihe northeaot's festival® Costa, R,V,

in Conjuncture and Development, XII
No.l, 1 Meb, 1968,

Although this system is being employed to s industrialisation in
other regions of Brasil, its validity in the mt\uua is not indefinite,

It should bde gradually extinguished starting with wtittuw targets iaposed
hy SUDENE, the regicial planning orpniution.




ID/WG.9/Country 2

Page 5
Santsnts
7]
Introduotion | 6
I. THE BRASILIAN PROBLEM 1
IXI. THE XVOLUTION OF BRAZIL 1
I11. THE MBOHANICS OF THE INDUSTRIAL LSVELOPMENT OF BRAZIL 15
The eoonomy of S8fo Paulo , 16
IV, A POLICY POR REGIONAL ORIENTATION OF INVESTMEN(S 2l
Vo THE TRIBUTARY CREDIT SYSTEN MECHANISN 22
Pmotioning of the system | 23
Strusture of the industrial compound : 23
1o Distridution of intermal income in Bresil acoording 10
) to regions (1950-19%9)
&  Industrial employment in Brasil 13 .
3. Ohanges in sise of industrial labour force (1950-1964) 14
4. Changes in sise of industrial labour force - southern 14
region (1950-1964)
3. Industrial partioipation of 880 Paulo above the national 17
average

6. Meployment cf Orester 80 Paulo compared with national a

1/ DAk sasifa inoome in Bresil in 1958 ($us) 8
2¢' Value added by industries in the regions of Brasil 12
- (1950-1964) |

3o Developaent of sectors in 860 Paulo (1947-1965) 18
4. Oomparison of industrial produot of 8£o Paulo with 19

total Mresil




ID/MG.9/Country 2
Page 6

Jatredustion

1l There is often great disparity of economic development among regions of
many countries throughout the world, The verification of this faot in almost
all countries has made planners and poliocy makers set as one of their main oh-
Jeotives of eoonomic polioy the elimination of such disparity., This lack of
balanoe between regions is found in both centraliszed economies as well as in
oompound systoms based on the market; it is found in countries with extensive
territories as well as in those with small arcas. However, it seems that such
disorepancies are greater in large comntries than in those where the market has
& marked influenoe on the geographic distribution of investments.

2. Examples of such disorepancies may be found in Italy where there is a

vast difference between the north and the south; in Oreece where the Athenian
region has a per ogpitp income two and one half times greater than that of other
provinces; and in Poland where Byaliutoek‘ is found to be the poorest province

in the country. Bven more noticeable differences are found in Spain and
Yugoslavia where the relation of income betweon the rich regions and the poor
ones is four to one.y In Brazil the ratio between por Sapita inoome of provinoces
reaches seven to one. It should be evident from those examples that the problem
of regional balance is not restrioted to any one ecconomio system in particular

or to any specifio sise of country.

3¢ This paper presonts a brief diagnosis of the disparitios observed in Brasil,
An analysis of the axisting difforences between the richest end poorest regions,
respectively the southern and northeastern parts of the country, as well as an
acoount of the historioal and cconomic evolution will be given in order to isolate |
the main determining factors of the phenomenon, Mnally, a comparison will be
made of the two types of regional dovelopment policies to be found in Brasil,

They are: tho development policy based on the market mochanism in which the
Government partioipation is at a minimum; and the policy in whioh the Government
performs the main role oither by channeling resources or by éi-ionting investmants,

1/ 8ilv Leme, R.A., Basis for a Megiomal Development Polioy, mimeographed, :
University of 840 Paulo, 1966,
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4. As mentioned above, the regional disorepanciecs in Brasil are of such an
extent that the per oapifa income of the ‘ate of 6o Paulo, the most developed
region in the southern part of the country, is seven times greater than that of
the Btate of Plauf, the poorest state in northeastern Bresil (sec Feure 1),

To blame climatic oonditions for the great variance in the distridution of inoome
in the ocountry is not justifiable. The uneven distribution of natural rosources
and the prevailing olimatio oonditions only omphasise the difficulties which
agrioulture has had 0 face in the northeastern region of Brasil, The cxisting
problems were overoome after a goneretion had used the development proocess. The
region now has agrioultural participation on the product market and this seotor
operates in spite of unfavoursble climatic conditions .

5¢ In the case of Bresil, a careful historic analysis is neoded in order o
detect the important a.pects of regional disorepancies. A statistical compariecn
alone is not sufficient because the favoureble position of the southernm region
at present, especially the state of 880 Paulo, oan only be wderstood when
oonsidered in the oontext of the whole development process of the Bresilian

eoonomy .

1. DELIOUTION OF AARIL

6. At the begimning of the period of ocolonisation the territory of Brasil
Teprosented a heavy burden to the Portugueso., Soon the discoverers found that
the implantation of an intonse colonisation and exploration policy would be justie
fiable in order to eliminato the pressure exerted by other nations who wanted
to conquer the recently disoovored region, The execution of such a progreame
meant turning away from resources of more. productive projeots in the Orient and
turning to an enterprise with little coonomic promise. The groat distance from
Barope and the inseourity of transportation made any ooonomic activity none
oompetitive. The high cost of trensportation and the inexistence of an internal
market at that timo would not permit Bresil, espooially the southorn region, %o
become an eoonomic prolongation of Burope,

v T. BSome faotors, nevertheless, made possible the beginning of agricultursl and
industrial activitios in northoastern Bresil. A fuotor of great importance was
the inability of the Venetians to absorb all of the sugar produced at that time.
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The loss of the monopoly by Venico came about with the ontrancc of the Nethorlands
in the distribution of the product, whioh wae not produced solely in the Oriont.
The largo-soale produotion adopted by the Portugucsc, the suitability of Brasgil'n
northeastorn soil, the use of up-to~daie i “~“ u'n and the adequate finanoing

by the Nothorlands, made possiblo the rapid expansion of sugar plantations in
Brasil., The oontral and southern rogions of the oountry oontributod only slightly
to this aotivity. Their only link with the dynamic eoonomic centro was by
supplying part of the Indian labour force,

8, Due to the existence of slave labour, with its remunerction dissociatod from
the markot, the growth of income in the northoast provided no stimulus for
diversification of internal demand and oconsequently no diversification of thc
entire industrial apparatus. In this systom, profits werc oither roinvestod in
She activity which gonorated them or they were invosted abroad. This type of
eoonony soon reached its maximum and made it impossible for all othor regions in
the country to develop in connoxion with sugar produotion.

9« At the start of the "gold cyovle" in the national economy, the economic
oentre moved to the contrel region of Minas Gerais. BEven though thc coonomy
offored no conditions for the ostablishment of autonomous economio growth, it
brought about the formation of smcll sottlements in tho neighbouring regions
ongaged in supplying mules and food, 8o Psulo became the path for oncoming
herds from the far south dostined for Minas Gerais. Thus, 880 Paulo at the olose
of the eightoenth century had socondary partioipation in the national cocnomy,

10, Only after the scoond half of the nineteenth century was it ablo to ongage
in its firet "take off" in the dovolopment process duec to the inoroased in* ar~
national demand for coffee. 860 Pailo answered to the stimulus derived from tho
coffee demand throughout the world with massive imvostments in the fiold,
Investments in the infrestruoturc of the economy, mainly in tho reilroad seotor,
wero made in order %0 guarentee rapid trensportatien of coffec from the planta-
‘1“. . e . e e

11, This flow of capital to the infrastructure gonoratod great flows of inoome
in the national economy and due to its multiplying effect, oreated oonditions
for autonomous dovelopment., As a result of this, thorc was an increasc in the
real inocome available for use by the great masses of labourers employed in rurel
activities, and an inorease ir inoome for s small portion of labourore working in
the existing urban centres. The enlargoment of the intorncl market of Brasil was
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due to immigration from Burope and the abolition of slavery. The constant

" inoresses in exchange rates acted as a protective tariff and helped to ocreate
' conditions for the beginning of the industrialisation proocess.

12, The ooncentration of a oconsumer's market in the southem region, specifiocally
8o Paulo, began with the installation of a few electrio generating units in

the region. The relatively long railroad system placed 8o Paulo in a favoureble
position to attruct the incipient industrialisation process. Quantifioation of
these facts can be soen by exarining the industrial ocensus; in 1907 only 16 per
cent of industrial production was in 8€o Paulo, while in 1938 this partioipation
was over 40 per oent.

13, With the beginning of the Firet World War the firet phase of acceleration
of the industrial development of Bresil began. The process was oonsolidated
with the sdiwent of the Second World Har when, at that time, o aigratory flux
from the fields to the oities took place.

14. In genersl, the industrial process in Presil hes been Lrought about indirect-
1y by the attempte to overceme the diffioulties smoountered by the natiomal
sconowy, from the beginming of the osntury, to fulfi) various product needs of

the population. A concentration of offort has been made to produce the needed
8o0ds internally. Vouohsafes have been mede for the eatrence of foreign capital

in order to inorease the resources for investmeat in the secondary sectors of I
the economy. At the same time a series of investasnts to tuild up the infre-
structure has brought about the introduction of externral eocomomies whioh bhelp

the private sectér of the econony .

P R

SRSGRETRS 10 rastons T TUE TOEaal

3% -]
Bacioe  aloe SNe 3.000) §  Ialue (NSr £,000) ]
Northeast 24,7194.6 11.3} 203,795.0 10,6
South 1%.&4.2 ( “oo 97138’207 - g'1
Others 8,407.7 0.7 - T4,665.0 N

Total 220,276.5 100,06  1,96,492.7 100.0
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15. Due to these processes of development, inoome has not been distributed
uniformly throughout the nation. The differences shown in 1950 still persist,

in spite of ressonable growth. Even more accentuated than the differences in

the distribution of the product are the discrepancies shown in terms of industrial
loocation (see table 1), In 1950 industry in the southern region was responsible
for a little more than 56 per cent of the value added by the industrial produc-
tion, while in 1960 this participation grew to more than 60 per ocent and to

65 per cent in 1964,

16. In the southern region the phenomeron is highly concentrated. The partici-
pation of the state of 860 Paulo in the value added by the industries in the
Tegions went from 77 per cent in 1950 to 84 per cent in 1964 (ses figure 2).

17. Analysing the aspects of industrial conoentration in Bragil from the angle
of employment distribution, the diagnosis etill confirms that there is a strong
ooncentreation of employment in the southern region, especially in S£o0 Paulo.
Table 2 shows the distridution of industrial employment from 1950 to 1965,

18. T™e importance of the southern region as a development contre and the centre
of the industrialisation process of Brasil is evident from an analysis of the
variations that took place in the employment levels of all regions of Brasil.
The variations in absolute terms of labour ocoupied in industry show that only
in the southern region changes took place botween 1950 and 1964. These fects
oorroborate the information concemming the sigratory flux froa the northerm part
%0 the southem part of the country. When a very large contingent of the labour
force from northern regiocns sought omployment in the southern states, a need
arose for emorwus investasnts in order to open up new frontiers of employment.

19. The cconomic development process of Brasil has encountered the prodbleams of
indusirial conomntretion and maintensmoc of regional disparity common to meny
other countries. 860 Paulo has been the largest participant in the process by
mmm«mmmwmmqmm region.
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North 2,475 -4, 464 -1,909
Northeast A -33,825 -19,526 =53, 351
East 2,209 ~5,65% -3,436
South 299,820 142,209 442,08
Oentral West 5,853 5,503 -348
Brasil 276,532 107,275 383,007

AEas Meesilisn Institutc of Gosgruply cad Meensnies (INOE)

Shiad

88 Psule 234,574 139,009 93,600

Parend nd 3,400 =399 3,80
8%.0atarina

Rio Gr do Bul &y 6129 13,46
il 299,800 142,225 4,08

53

ws genetuted ia the Fight for the mational comnente Govelopnent. Ameng W
lesal attvantages presented YWy this gtate are:

(a) Te grovth of an internal maskiet due %0 the wges paid
mwmmmmnmﬁ.ga“u:u
(t)ﬁmﬁnmiﬁaﬁmwﬂﬁ
lebour opportunities derived fren the dovelopnnt of the eeffee
L 4
(o) Bxtornal cocnomies brought about By the tsanspertation netwesk as
well as the developnent of other sectore of the iafvstresture.
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21, The eoconomic development of Brasil until the first half of the nineteenth
oentury was a prooess that was dependent upon intermational market fluotuations
for its producis. Being sd, all internal economic expansion was conditioned

by favoureble ocirocumetonces and influcnces frem the resi of the world. Th.s
situation lasted until the beginning of the Seoond World War vhen the lack of
industrialised products for direct oonsumption forced tho national industry to
produce goods which had always been imported. However, with the use of equip-
mcut and machinery which oould not be given proper maintenance due to war Aiffi-
oulties, the depreciation rate of this investment was relatively high.

22, By the end of the Seocmd VWorld War the oountry was in an economic situation
whioh oould be charecterised as “exchange suphoria®. The acousulation of our-
rency en the one side frem the large exportations of raw material to the
Velligerent countries, was oountervalanced by the impossibility to cbtain manu-
factured goods ‘on the intermational market. This situation brdught about the
lidberalisation of impertations in the post-wmr years, whioh ocoasioned the yepid
exhaustion of the exchange currensy reserves,

23, Tie oonstant concemn of the national suthorities to exert ocontrol over the
demend for exchange curremay, but ihe realisation of the urgency for tariff
protestion in order to give inoentive %o industirialisation made it necessary
Mhmﬂmﬂ'MtVtomomm.
Anong then was Instruotion Number 70 (1933) which introduced fundsmental changes
in the national exchange system, T faot tiat multiple cate;ories werc estab-
lished for exporting and importing, with diffevent exohange retes based on the
cssmmtiality of a product, introduced heavy proteotion on the industries of
direst consumer goods, judged as non-essential, and thus epened fasilities for

© davestments. Mis incipient stimulus %0 the process of substituting importations
Voosme the greatest stimulating foroe of iavestment in the industirial sestor.

24 fhe Instruction Pamber 10 rre- SUMOC, whioh ilplicated a restriotion over
mﬂu of superfiucus goods for all national territory, was disectly .
beneficial %0 national industry, but the mew allocation of resources favoured
axaotly the state whioh slrow showed a high degree of industrialisations
‘e Pamde. :

3/ YmC - - eu tiom that oomtrolled the currency and oredit in Bresil,
‘oday part of the Bamk, o
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25. The main objective of the natiocnal economic policy was industrialisation.,
For this reason, all profit from foreign commerce or agriculture was channeled
into the form of savings which would guarantee investments in the industrial
seotor. However, a national industry cannot oount ®olely on internal savings.
In 1355 SUMOC through its Instruction Mumber 113, designed to attrect foreign
capital, permitted international investors to introduce equipment without
exchange ocoverage, and thus partioipate in this mamner directly in projeots
being introduced.

2. e process of substituting importations and the oonsolidation of protection
of national industry reached its plenitude with the new tariff law introduoed

in 1957, 1In accordance with this law goods were assigned to speoial categories
vhich made it possible for their tariffs to be two or three times those of the
international market, At the same time it discoureged importation of goods
whioh oould be produced in the country. It favoured the entry of equipment snd
rew material through cost exohangs at strongly subsidised rates,

27. nloftmmttmmmwu-atuormhﬂadh
encourege national industrialisation. At the same time the ides of development
was furthered by & progremme of sectorial aims (Progrem of Targets) instituted
during the adainistration of Juoelino Kubitschek de Oliveire, 1956 to 1961,

28, Because all of thesc measures were gemerel in oharecter, $hey broeught cnly
greater benefits to thoss regions which could alresdy guarentee sufficiont
Teturn on oapitel investment. The general development policy adepted during the
1950's did nothing more than strengthen 8560 Psulo's position and guaranteed it
an ever-growing partioipation in the added value of the maticmal SOORONY o

29. :tumunmmmmmnmmw
MhtnmaMMhm\Mmuamm
form in S0 Psulo’s economy. In generel, 860 Paulo has been able to inorease
i%s 2ar 2agila income greatly. It has diversified its productive compound and
mmm.w«um-mmmtemmtmmw
ocountries of the world.

30. Such alterations can be synthetised through a quick analysis of the changes
that tock place in the composition of Sfo Psulo’s internal inoome in the last

fow years. In 1950 the primary sestor was responsible for about 30 per oent of

)
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the total genereted inoome; this rating fell to about 19 per cent in 1964. This
relative loss of position was oompensated for by a growing partiocipation of the

industrial sector whioh rose from 28 per oent in 1950, and generated 36 per cent
of the internal inoome of the state by 1964, This faot is due to the different

rates of development of the produot in each seotor, verified during these years

and showm in figure ) and figure 4.

31, The behaviour pattern showmn by the indexes of total production of S£v Paulo's
soonomy beginning in 1955, indioate that its rete of development went through
retional adjustments, This fact is due solely %o the industrial sector bebhaviour,
which became more omzommdmrtomnm“-mmmu

in the internal demand.

32, Teble 5 shows the effects of this industrial localisation process determined
by the market. = 8£0 Paulo, due to the advantages of locatior, was able to consti-
tute itself in the centre of attention of all industrialisation measures presented
in Bresil, Tedle 5 below shows the industrial partioipation of S.o Paulo in
terms of employment and added value above the national everage.

1964 ; 6% s1%

L
fsurees INGE
3. mtmmtwmmmomﬂamum of all important
projects in Brasil brought about prodlems of employment policics, Table 5 indi~
oates thtlio’wlommtm»unlnimtomm“muw
oentage of employment. ’

3/ The ralation - log P, = 4 1014 + 2,24 ) log ¥,.5 (+2.934)

*
m&iilthoinﬁuofth‘mlpmduotinthcinﬁuﬂnof&ﬁ?mloh
period ¢, Nyt the index of employment in 860 Psulo’s industrial seotor inm
period ¢, shows that an inorease of 1f in the industrial employment represents
an inoreass of 2,24% in the industrial produot.
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3¢ Tho imprescive development of the industrial production ¢© S&o Pauio was
A to the use of mcdern production teolnolesy ond labour-saving devices. How-
svery the 138 oF such technology has resulted in wn ever—-giowing ocntingent of
Lemrioyed narsons in ine largs urban areas, cspenially £40 Paulo and Rio ds
Janei.no, '

23 Another unrkcl charaoloristias of tha irdusirial development proocess tions
*aok pleca in D4o Foulo, with its rate of product pmowt: of over 11 rer ouht

ver yeary vss tie corsiderablc change tiat to-): plaoco in the indusirdal oevround.
v Joeg fr pouitica of dmmcdiate oonsuners gnrls, cracil those whioch preant
wr wasticaty o 10cons of comzurptior, was gorwsriecl Ly large development cf
TABYMIGE wilall poraaso fapital gocds, intermaliary goods a~d durable goods,
Thofe LMo e foeTn dn wilch lavgeencale oesaonv and ranrporvation are of
et lmeortonos

4o LRe ourocest of _ndustrial eanceatvuntion vhich producas goode of high inzon.
fluerioity in toe State of Sfo ?au1c$5 N en et Tae i Ak e e
ceOroRy sivase investrents in the indvaotrial secinr couverge 1o theag point.:
otte ratiorly duritary which pewmit the bomofit of an agglcraiuting coonuny.
Treovet fepverant wportud redustines L cosi for an falividaa? nrojest,
seanforcee by the feot thad neair-as to laneo maiizote, frem V29 ansls of 4he
s of puonie potendially served and aich atire wevel cf ths pemlation,
TV s cmsizorable neduotion dn the costs of Aistsil.tion.

ha

oie Murthommore, anslysis of the toona. Aetritution of ranulecturing aotivily
11 W0 Yaulols torpitory unows that ‘i lavguct pers of e ronufacturing is

frng atl the cronsing af 41+ -~ 1w a2 of %~ Paulots treu-portation eystem.

S0 sl aru Jorzed by tha Contrail Bvoail gelirenl, whach oomnects who capital

52 the Ltate G0 Tio de Jereiro, and by ke Sfantos o Jundial Railroad, whioch
conaccis T capitel to the pert of Santos on ore £ide and with the interior

oo the etal. ard tus cmitral regienn of Praril on tho otues, It is at this
aeteracotion ek rcater Sdo Iaulo is locited, It is the largest motropolitu-.
"t in $ho courtTy with nere than 6,5 millicn inkebitunts, one of Letin Amoricals

~ergest industrial compounds whero approximately 700,000 wori.ors are mployed,

T AR PIEN B 1N AL A LA

</ ™e participaiion of 840 Paulo over tho odded value jn the eleotrical equij;-
ment indusiry, trensportution raterial and meohacrical industry varied butwoen
3% 24 §24 in 1964,
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38, The oonstant growth of Greater S€o Paulo's omployment statistics compared
with the national tolals, onoc more emphasizos the fact of the polarized
characteristioc of the national economic devolopmont, This fact is indicated in
table 6 whioh follows.

djirse+ IBOE
39, There is every indioc:.tion that without the intorvention of an organisation
tar the orientation of spatial location, the procoss of industrialization in

mu would tend to mintain its ocharacteristios of goographic conocentration
and the existing regional diaparitie. in the couniry would booome evon greater.

40, The mliuation of this situation in Brasil has recontly brought about an
organisation for regional development. The aime of this organisation are to

furnish "problem regions" not only with an aconomic infrastructurc that can aot
a8 an inoentive for dovelopment, but also with sectorial plans for dovelopment.

4. ™o swercness of Brasilion suthoritics of the problem oreatod by the geo-
grephic ooncentration of invostments in the southem region of the ocountry and

¥ho oonsequont aggravation of regional dieparitios, lod to the oreation in 19%9

of tho Superintondency for the Development of tho Northoast (SUDENE)e Its
responsibilitieos werc to co-ordinate the aotivities of all govermmont organisatiomns

5/ ™is seotion is based on an article by A.D, Rirechman, "Industrial Developmen
in Northeastorn Bresil and the Meohanism of Fisoal Crodit from Article 18%;
Brasilian Boonomic Nagasmine, Dec. 1967,
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aotive in the "problom region" and organisc a rogional dovelopment programme
which could foster high retos of inoroaso in tho regional product,

42. Tho main tasks to bo undertaken by the organisation in reg onal eoonomy
weros
(a) Reformation of the arohaic agrioulturel struoture;

(b) Oriontation of public invostments in priority areas in the
infrestructure sectore; . S

(¢) Promotion of industrialisation.

43¢ Ono of the most interesting aspects in the analysie of the industrial
development of northosstom Brasil is that of the politioal instruments available
in promoting these odbjeotives, Although on the intormational level & poliay

of oustoms protoction is the stromgost instrumont in stimulating industrialisee
tion, to abido by the rules met by & market oconomy at the regional level is
impractioable because of tho politioal implications that canm result. In the
mjority of cases the preferrvi instrumont has been fiscal cxempiions,

not officient in stismlating invesiments. m:fmldtamdmmﬁ
Bresilism enthoritios of o Tributary Oredit System to premote industrial deve olop
Bt ia the nerthesstern region. :

,ymm-amuummam "The fiscsl ememptions incresss
wxmzm-fammuauxmmuzmu.mm
tnbutnma‘uuMIm-hum. 1€ this new enterprise
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finanocing is not done totally with capital of the Bragilian Northeast Bank
because the enterprive must furnish funds of its own. However, the bank may
supply as much as 75 por cent of the capital required by the project if the
project is given high priority by SUDENE,

48, an interestirg aspect of the system 1-' that the sum of the investor's own
funds is determined from vhe standpoint of the project, noi from the standpoint
3f the tax payar's oontribution. Thus he r~;” not invest his ommn money to
‘Pinenco the project. The oontributor invests in preferentiel shares with no
right o vote, wiiie “he group that enters with its own funds assumes total
contral of 4he mterprisa,

. 49. SUDENE is rergonsible for the project Selection, oontrol and exeoution;
the liberation of fuds deposited in the Brasilian Northeast Bank in acoordance
with the Progress of the project: and the investment of the enterpriser's owm
fonds. The careful selection of projeots by SUDINE eliminates those with
exaggsrated expansen or those that oould lead the Northeast Bank to participate
yithaéuﬁmdsthmmulmwlw.

59, The systea browit about the appearance of a captive capital market,
becamsa in ths osntres that fumish capital (Rio ds Janeirc and 840 Paulo)
niddle-men who wpecialise £olioiting funds through captation appeared. In some
casen the contriduters mado the 30cial oapital un integral part of the project.
Put "or Lhe mut-.d Gy 0F Ui time this ddid not happen bscause the oontributore
proferred to pariioipats as skarsholders in the investuent,

51 Although every new enterprise camot be atiributed to the system, it 1s
vadunlable that the great majority of plans origizated from it, T+ oen be
mmmmmmxumemrxmmﬂn«mﬁzm
sxisted prior to its exiectenoce.-

sa. :uafmwmmumwmmmmmmtm
gm,w,mmmtymmmrwmmmmm

' Mﬁh-m«mmummmaum

Lantation of the mystem was about NCr ¢1,800 million while the investments
Mprssmted Wy the approved projects wers N7o £1,£10 &' 2liea,
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iniarmediary sectcrs /C7.4 per cent), in contrast to the industrial structure
that existed in the ragion (1962) in which the mejority was derived from the
consumcr goods sector (70.8).

53. Until nid-1957 the approved projects created jobs for about 68,000

peonle whish renrecents 38 per cent of the total employment existing before the
implantation of the syster. This represents an increased oapital/labour rela-
tinaship which is derived from the ocomposition of new investments. These
figures, howover, represent an underestimate of the total new employment because
their mltiplying erTeci will oring about important reflexer in the other
aaciors of the econony and ¢pen vp new employment frontiers. The industriali-
cation of the puw rogicn will stimulate chenges in the agrioultural seoctor and
biing about the shandonmmt of the mcnoculture of sugar.

54, 'The high relationship of capital/labour of the new projeots is not entirely
lcoirsole ir a1 tndendavcloped tegion with a large excess of available lsbour.
1t the uvase being wialysed this fact is due to the relatively low price of
capital in rslation in labour. According to Hirschman this is a oconsequence

r$ the systen it inlf, "When a method is sought t. activate the investment
deoisions it is simply advantageous to subsidize the capital and not the labour,
trcause the expendituses with the capital precede those cf labour®, A possible
solution to the problem would be the utilisation of second-hand machinery in

the new inaustries whis- would require a relatively nutdaied technology and

& smaller capital/lab:ur relaiionsaip,

55. One of the greatest advantages ~ffered by the system is its efficiency in
“he allecatin of r:sources, mainly when confronted with the customs tariff
syotan. When U v Lpins oountries use protectionist principles to stimulate
industriai activity, new industries begin tc work under exoeptirnal market
corditi na tc¢ cbtain nigh profit margins. Without a stimulus to inorease
sdstivity, eveniuwpliy the new indusiries beoome a problem f-r the natirnal
secnomy. An entesprise that instals itself in a region and utilises the benefits
cf tributary oredit must aim for distribution efficiency of its productive
resources or it will not stand up against the oompetition of gnods produced in
the developed regions.

5€. The credit mechanisn emplcyed ¢+ promote the industrialisation of north-
castern Braiil has acoomplished favourable results, and will help to diminish
the disparities between this region and the central and southern regions of
the country.









