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1. INTRODUCTION

This is the second progress report on the project being
conducted at IPEA/INPES jointly with the OECD Development Center
since 1980. The first progress report by José Tavares de Arau-
jo, Eduardo A. Guimaraes and Pedro S. Malan, entitled "New Forms
of Foreign Investment in Developing Countries: the Case of
Brazil", was presented for discussion at the March 2-6, 1981
Progress Evaluation Meeting in Paris. The present report is a
continuation of the previous one in the sense that it covers
additional ground as accorded in the Progress Evaluation
Meeting's Aide Memoires I and II.

This report is organized as follows. Section 2 examines
foreign investment in Brazil in historical perspective,
presenting background information and discussing the general
government policies towards foreign capital (the evolution of
Brazilian legislation on foreign investment is presented in
Appendix A). Section 3 analyses the technology transfer
process duriﬁg the 1960s and presentlsome evidence on the
characteristics of this process during the 1970s. Section 4
examines the joint ventures established during the 1970s with
the participation of state, as well as the contracting of
overseas credits by foreign subsidiaries in Brazil. Finally,
Section 5 presents some concluding remarks on the role played
by the '"new forms" of foreign investment in the strategy of the

multinational corporations.



2, FOREIGN INVESTMENT IN BRAZIL: GENERAL ISSUES, GOVERNMENT

POLICY AND BACKGROUND INFORMATION

Brazil has traditionally benefited — or suffered —
according to the political views of the analyst — from the
attraction that the size of her domestic market, her skewed
distribution of income, Westernized urban consumption pat-
terns and protection practices have exercised on foreign in-
vestment. Indeed, partly due to oné of the most favorable
legislations with respect to foreign capital,las early as
1956 the country was third only to Canada and the United
Kingdom in terms of US direct investment in manufacturing.

This is certainly no longer true, after years of mas-
sive US direct investment in Europe beginning in the late

1950s. The book value of US capital stock in Europe more

1 As was recognized by the Brazilian government itself,
"the Brazilian legislation is, traditionally, one of
the most favourable in the world with respect to for-
eign capital™. Relatorio da SUMOC (now the Central
Bank), 1959, p. 37. The Brazilian government noted
that the absolute freedom of capital movements through
the free exchange market went beyond the Bretton Woods
arrangements, which allowed for restrictions on capital
movements. See Resenha do Governo Kubitschek (Rio de
Janeiro: Imprensa Nacional, 1960), p. 102.

2 See US Department of Commerce, US Investments in the
Latin American Economy, 1957, p. 64. It should be noted
that Venezuela appears as third on the list due to oil
investments. Well over half of the US$ 1.2 billion in-
vested in Brazil was in the manufacturing sector (US$ 701
million), the comparable figure for Venezuela being
US$ 114 million. According to this source, the stock of
US capital in Brazil was US$ 323 million in 1946, US$ 644
million in 1950 and already US$ 1 013 million in 1952,

op. cit., p. 161.




than trebled from 1957 to 1964, investments in manufacturing
increasing nearly fourfold.3 The creation of the European
Community seems to have been the driving force behind these
capital movements, since it not only discriminated against
US exports in favor of European goods, but also considerably
increased the size of the market for the individual producer
located within the Community.

These structural changes in the international division
of labor have had a clear influence on the patterns and timing
of Brazilian industrialization from the mid-1950s on. Recent
studies have analyzed in detail the extent to which the im-
pressive growth both of direct investment and of suppliers'
credits during the Kubitschek years (1956-1961) — and after —
could be seen as associated with the growing competition for mar-
ket positions among European and North American firms.5 It was

essentially the threat of being cut (through protective measures)

3 See US Department of Commerce, American Business Investments
in Foreign Countries, 1960, pp. 92-95, and Survey of Current
Business, September 1965, p. 24.

4 See B. Balassa, Trade Liberalization among Industrial Coun-
tries (New York: McGraw—-Hill, 1967), p. 126.

5 It is illustrative that in the case of the automobile indus-
try, European firms, not American firms, were the first tc
bet on the potential of the Brazilianm market. Oligopolistic
competition and the threat of being cut out of the Brazilian
market through protective barriers brought American firms in
shortly after. See E. A. Guimaraes, "Industry, Market Struc-
ture and the Growth of the Firm in the Brazilian Economy,"
unpublished Ph.D. dissertation, University of London, 1980.



from supplying (through exports) a promising and large domes-
tic market which encouraged most multinationals to establish
more or less vertically integrated production facilities in
Brazil. 1Indeed, since the work of Penrose, Hymer, Rowthorn,
Vernon, Knikerbocker, Caves and others, foreign investment
has been understood mainly through the theory of the growth
of the big firm, especially the reaction of firms in oligo-
polistic market structures to the actual or perceived threat
(to their respective market shares) presented by the activi-
ties of other firms in a generaily non-price-competitive
market structure.

In other words, when we are talking, in a relevant
sense, about foreign investment proper today, we do not mean
decisions to locate small repair shops or groceries in Karachi
or Tegucigalpa, but usually about huge sums of indivisible
expenditures in an attempt to gain or retain control of spe-
cific resources and/or promising markets. To quote Raymond
Vernon: '"Foreign investments in oligopolistic industries are
often made in order to counter a threat to the stability of
the oligopoly structure itself, that is, in order to protect
and prolong an _existing oligopoly rent."6

In our view, nearly all of the so-called "new forms"

6 R. Vernon, "A Program of Research on Foreign Direct In-
vestment," in C. F. Bergsten (ed.), The Future of the
International Economic Order: An Agenda for Research
(Lexington, Mass., 1973), p. 100.




of foreign investment this research intends to scrutinize
could and should be analyzed in terms of this basic insight.
This seems to us to apply to technology transfers, licensing
agreements, management contracts, joint ventures and turn-key
operations. Their relative importance unquestionably varies
from one country to another, but the basic motivation of the
foreign firm is always related to some form of rent-seeking.

Certainly most of us would agree with Vernon — even
for these "new forms" of foreign investment — when he states
that "the evidence is persuasive that the investment process
is a relatively rational phenomenon— rational in the sense
that it is consistent with an effort to maximize profit and
minimize risk. The environment in which these activities take
place, however, is one in which oligopoly is the normal state,
scale factors are very large, and uncertainties of various
sorts dominate the calcalation."8

A good many of these uncertainties are related to gov-
ernment policies in the host countries, both in terms of the
general attitude and legislation, and in terms of the specific
negotiations surrounding e;ch of the so-called new forms re-

cently emerging as new patterns of inter-firm competition at

7 See A. Krueger, "The Political Economy of the Rent-Seeking
Society," American Economic Review, Vol. 64, n® 3 (June
1974), pp. 291-303.

8 See R. Vernon, op. cit., p. 96.



the international level. These will be discussed in other
sections of this report. Here it suffices to point out the
general policy orientation of successive Brazilian adminis-
trations with regard to foreign investment.9 That this ori-
entation was, 1is and continues to be liberal will be made
even clearer through the presentation of the relevant empi-
rical information on the growth of foreign-owned capital
stock.

As tables 2.1 and 2.2 indicate, foreign-owned capital
stock in the Brazilian economy by yegr-end 1979 was around
US$ 30 billion. The disposition of the income flows genera-
ted by this significant stock has historically allowed for
impressive asset transfers within the economy. According to
a recent US Congressional Committee report on multinationals
in Brazil, acquisition of existing assets has increasingly
become a preferred form of foreign investment.

Whereas in 1956-1960 approximately 337 of new North
American sufsidiaries established in Brazil were formed
through acquisitions, this percentage has risen as follows:
387 in 1960-1965, 52% in.1966—1970, and 617 in 1971-1972, at

the height of ‘the boom.10 One could well ask what 1s wrong

9 A brief survey of the relevant legislation is presented
in Appendix A.

10 R. S. Newfarmer and W. F. Muller, "Multinational Corpora-
tions in Brazil and Mexico: Structural Sources of Econo-
mic and Non-Economic Power," Report to the Subcommittee
on Multinational Corporations of the Committee on Foreign
Relations, US Senate, Washington, D.C., August 1975.



if higher levels of efficiency, technological innovation,
access to intermational markets, and better management are
involved., Or to use Hirsch's expression, what is the prob-
lem if FDI is "shortening the transition period" between

the phase of "inefficient and protected production for the
domestic market" and the phase of opening-up towards ex-
porting industrial products? To answer these questions,

one would need much more LDC research (ia the Hufbauer-
Adler—-Reddaway tradition) in the area of the relation be-
tween FDI and trade flows, but for Brazil, at least, the
scanty evidence is not reassuring. For the single year in
which detailed balance-ocf~-payments-type accounts for indi-
vidual firms were collected (1974), only 115 multinationals
in Brazil had imported US$ 3.0 billion — more than Brazil's
huge oil bill (USS 2.7 billion). Their exports were a mere
US$ 840 million. The trade deficit of these one hundred or
so firms (US3$ 2.16 billion) represented nearly 507 of the
total trade deficit in 1974 (USS$ 4.68 billion).11 0f course,
one could attempt to give an economic interpretation of this
in terms of an inappropriate (overvalued) exchange rate, an-
ticipatory buying in the face of expected policy changes on

the part of the new administration, and so forth.

11 See P. S. Malan and R. Bonelli, "The Brazilian Economy
in the Seventies: 01d and New Developments,' World
Development, Vol. 5, n®s 1/2, p. 44, fn. 56.




However, recent experience, associated with mounting
balance~of-payments difficulties, does suggest that, while a
liberal attitude will continue to prevail, there is a general
area in which one could well expect progressive intervention
cum stimula of the Brazilian government. This is in the pro-
motion of exports by multinational corporations operating in
Brazil. Ongoing research is confirming the relationship between
foreign capital, external indebtedness and a high propensity to
import, which are not matched by a comparable flow of industrial
exports, Paradoxically enough, Brazil will probably move to
more selectivity and control of foreign investment, precisely
because it needs to expand foreign participation in the economy,
but as a net foreign-exchange earner, since the balance-of-
payments constraint - as usual in our history - is the overriding

concern.

2.1 FOREIGN INVESTMENTS AND PROFIT REMITTANCES

The importance of foreign investments is depicted in
Table 2.1, which gives the stock of registered capital and the

flow of direct investments and reinvestments in Brazil from

1966—1980.12 The inflow grew from US$ 159 million in 1966 to

12 Reinvestment amounts to two simultaneous accounting operations:
1) a certain amount of profits produced by the subsidiary 1is
converted into the original currency of the investment and
"remitted”" to the overseas investor; 2) at the same time, this
amount of resources "enters'" the country, and is added to the
stock of capital registered under the investor's name. Since
the two operations are simultaneous, their net effect on the
balance of payments is nill; reinvestments, therefore, are

not accounted in drawing up the balance of payments. Their
only effect is therefore to increase the amount of registecred
foreign capital. It should be noted that the date on which

the reinvestment is registered depends exclusively on when the
foreign company decides to hand in this information.



US$ 1,923 million in 1980, at an average growth rate of 19.57
per year (11.87 in real terms, when deflated by the US consumer
price index). In turn, the stock of foreign equity capital
registered at the Central Bank grew from US$ 1,632 million in
1966 to US$ 17,480 million, at an average yearly growth rate

of 18.57 (10.87 in real terms).

We should mention some of the difficulties involved in
these estimates of foreign capital stocks. The Central Bank
registers direct investments in the currency in which they
enter the country. Thus the determination of the total stock
of foreign capital at any given moment requires that the original
stocks from a variety of countries-and registered, therefore, in
various currencies—-be converted into a single monetary unit.

The Bank's current conversion practice consists of using the
dollar exchange rates of each currency registered on December
31 of the year for which the stock 1is being measured. Thus, if
x. is the capital stock registered in currency i during year

1t

t, and Pie the exchange rate of currency i relative to the dol-

lar on December 31 of the same year, the total stock of foreign

capital, in dollars, can be expressed as:

The problem with this estimation method is that the dif-
ference between the stocks of foreign equity capital in two

periods is not equal to the flow of investments and reinvestments

over the same time span. The stock of foreign capital registered

in currency i during period t can be expressed as X: o T Xy
3 1]

+ A x, where "A x. " corresponds to the flow of investments

1,t 1,t

and reinvestments during period t. Therefore the total stock Et
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can be rewritten as Et

I
e~ s
w

The first member of the second term of this expression

(T x P. .) 1s the estimate of capital stock in the period

i,t=1 ° Fi,t

t-1, expressed in the value of a single currency (dollars) ac-

cording to the exchange rate for the period t. If we write the

variation of the exchange rate as A p. (i.e., 1if p. =
i,t i,t
= p + A p. ), capital stock for period t can be expressed
i,t-1 i,t —
as
n n n
E_ = . . . + . + .
t iil *i,e-1 ° Pie-1 121 Xie-1 0 DRy iil Bxg v+ Pyt
or
n n
E - = . . + . .
e~ Beon iil Xioe-1 0 & Pie iil B xy ¢ - Pyt

The Central Bank's measurement of changes in the foreign capital
stock can therefore be broken down into two parts. The first is
the dollar variation of stocks during period t-1, calculated
from the variations in exchange rates relative to the dollar
between t—-1 and t. The second refers to the flow of direct
investments and reinvestments during period t, that is to say,
the increase in the stock of various currencies. It should be
noted, however, that although related to that flow, this second
part referred.to in the expression above does not exactly equal
the flows calculated by the Central Bank, since the Bank ap-
parently convert the various currencies into their dollar
equivalents at the moment the investment or reinvestment 1is
registered (and not on the basis of the December 31 exchange

rates, as implicit in P t).
’
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Besides these méthodological difficulties, there is evi-
dence that the Central Bank underestimates forelgn capital
stocks. It is revealing here to compare the evolution of U.S.
quity capital in Brazil as measured by Brazil's Central Bank
and by the US Department of Commerce (Table 2.2). It can be
seen that, with Pi¢ = 1 for any t, the above-mentioned problems
of conversion to a single currency do not exist in this case;
in addition, the variation 1in stocks observed between periods
t=-1 and t do correspond to the period's actual capital flow in
period t (A Et = It)' Comparison of the two series reveals
that Central Bank figures are consistently below those of the
Department of Commerce, at the significantly stable rate of ap-
proximately 537. It is true that the two series are not
strictly comparable, since Department of Commerce data include
not only equity capital (as do those of the Central Bank) but
also loans between the home company and its subsidiary. However
if we assume that the percentage of equity capital in the total
of US capital stocks in Latin American manufacturing (based on
information from the same source) is applicable to the case of
Brazil, the resulting estiméte of US equity capital stocks in
Brazil is still significantly higher than the Central Bank
statistics pre;ented in Table 2.2.

Table 2.3 gives the evolution of the country-of-origin
break—-down of foreign equity capital registered in Brazil during

the 1970s. Here we see a trend toward the reduction of the
relative weight of some traditional investors-notably the US,
Canada and the UK-and a significant growth of the shares of
Japan and Switzerland. It should be observed, however, that

such fluctuations are the result not only of actual foreign
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investment flows from the various countries, but may also
reflect changes in the parity of various currencies in relation
to the dollar.

The evolution of fbreign investment and reinvestment
flows is nevertheless presented in Table 2,4. Here the influx
from seven major investors is registered in the investments'
original currency value. The figures correspond to the share
of capital stock in December 1980 which entered the country
during the period under consideration. The results corroborate
those of Table 2.3, and particularly highlight the relative
importance of Japanese investments during the first half of
the 1970s, and Swiss investments during the last five years.

The breakdown of foreign equity capital into sectors of
economic activity over recent years reveals a decline of the
relative weight of public utility and ﬁanufacturing, and an
increase in the share of the service sector (Table 2.5). This
tendency, however, basically reflects the expansion of the share
of holding companies in foreign equity capital (from 2.67 in
1971 to 10.3%Z in 1980), and conceals the ultimate destination
of a major part of these resources. Within the manufacturing
sector, there has been a remarkable increase in investments in
Machinery, and a drop in the shares of Chemicals and Tobacco;
the share of the remaining manufacturing sectors remained
significantly stable over the decade.

Table 2.6 presents the distribution by sectors of the
equity capital stock of seven major investors in 1981. The
figures reveal the predominance of manufacturing; and even in

the case of where this share is smaller (about 607 for France
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and the UK), the weight.of foreign equity capital in holding
companies (28.47 and 13,07, respectively) may actually conceal
final investments in manufacturing. On the other hand, foreign
capital in the service sector (excluding holding companies) only
show a degree of relative importance in the cases of France,
Japan, the US and the UK. Within the manufacturing sector,
Machinery, Vehicles and Parts are important in relation to the
US, German and b5wiss capitai. Chemicals, in relation to the
US, Switzerland, the UK and France capital; Metallurgy and
Electrical and Communications Equipment, in relation to the
Japan and Canada capital; and Food Products, in relation to the
Swiss capital.

As already mentioned, direct investments in the form
of equity capital are not the only means by which foreign re-
sources enter the country through the Erazilian subsidiaries
of foreign companies. The inflow of resources also includes
loans contracted abroad by these subsidiaries.

The foreign indebtedness of Brazilian firms - public and
private, national and foreign - grew significantly over the
past decade, both through credits taken directly by these
firms (loans controlled by Resolution n? 289 and Law 4131)
and under the auspices of the national banking system (operations
controlled by Resolution n? 63). The evolution of this
indebtedness 1s presented in Table 2,7. We do not, however,
have data on the evolution of loans taken by foreign companies.
Yet a study carried out by the FIRCE in 1974 indicates that,
for a sample of 115 large foréign firms, the net inflow of
loans (new loans minus amortizations) was 4.2 times greater

than the net inflow of investments and reinvestment in 1974
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(US$ 551 million, as opposed to US$ 131 million).13 Another
source also indicates that, in 1979, 327 of loans taken under
Law 4131 (US$ 8,602 million) had been taken by foreign companies.
This figure equals half the total stock of direct investment in
1979.15 In addition, this means that at least 177 of Brazil's
total foreign debt was the responsibility of foreign subsidiaries
operating in Brazil.

It is worth noting here that the foreign loans contractad
by these subsidiaries are different in nature from those taken
by local firms, since the foreign credit operations of the
subsidiaries, except for their legal format, are difficult to
distinguish from risk capital investments. The semblance with
equity capital investments in evident in the case of loans
between the parent company and its subsidiary. Both consist
of a simple transfer of funds within a single multinational
corporation, a mere reallocation of resources among 1its con-
stituent parts. Yet even a subsidiary's indebtedness to the
international financial system can actually be compared to a

homeoffice equity capital investment in the subsidiary, since

13 These 115 companies accounted for 4.77% of all direct in-
vestments in that year (reinvestment data is not available),
and for 22,57 of the growth in foreign indebtedness under
the control of Law n? 4131, between 1973 and 1974.

14 See Paulo Nogueira Batista Jr., "Cambio e Capital Financei-
ro Externo: Discussao de Alguns Aspectos da Evolugao Recente
da Politica Cambial Brasileira," unpublished article, IBE/
FGV, June, 1980. g

15 This percentage cannot be compared to the figures relative
to US investments in Latin America used in Table 2.2 esti-
mates (approximately 857 in 1979), since the latter refers
only to loans between the parent company and the subsidiary.

14
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the loan can be interpreted as substituting the alternative of
home-office indebtedness to the internmational financial system
and a subsequent transfer of funds to the overseas subsidiary.
The counterpart of this inflow of foreign capital is
the remittance of profits, repayment of loans and interest and
payment for transfer of technology contracts by the foreign
companies. Table 2.8 shows the evolution of remittances paid
under these headings for the Brazilian economy as a whole. In-
formation is not available on the evolution of payments by
foreign companies for loan repayments, interest and transfer
of technology. The sampling of 115 major foreign subsidiaries
revealed the following make—-up of these payments in 1974:
profits and dividents - 40Z; interest and amortization - 477;
payments for transfer of technology - 97; others - 47. It
should be noted, however, that, except for profits and dividends,
these figures do not necessarily refer to payments made to the
parent company abroad. As for a more recent period, if we assume
that the share of operations controlled by Law n? 4131 in the
totai of the country's interest and amortization payments is
equal to the percentage of Brazil's foreign debt corresponding
to those operations, and that 327 of interest and amortization
payments made Lnder Law n? 4131 were made by foreign subsidia-
ries, we can estimate that these subsidiaries' remittances made
under the form of interest and amortization payments were 2.6
times greater than profit and dividend remittances for that
year. Remittances made under transfer of technology contracts

by manufacturing industries from 1965-70 will be examined below.
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2.2 Participation and Performance of Foreign Subsidiaries

in the Brazilian Economy

A recent study by Calabi, Reiss aﬂd Levy evaluates the
relative importance of foreign companies in-the Brazilian eco-
nomy.,16 The study is based on information presented in the
income tax declarations of companies operating in Brazil. Two
samplings were extracted from a total of 540,000 firms:

Sample A - covering 10,432 major companies in 1975,
which account for 46.6Z of total operational receipts from
the 540,000 firms. Within the manufacturing sector, operational
receipts from the sample firms accounted for 82.1%7 of the total.

Sample B - cove;ing 5,285 companies selected from
those included in Sample A. These companies are responsible
for 32,87 of total operational receipts, and 63.47 of those
produced by the manufacturing sector, within the universe of
tax-paying firms.

Table 2.9 gives the foreign firms' share of total sales,
total assets and book value of the firms covered by Samples A
and B in 1975, These shares vary depending on the variable,
being higher in the case of sales (24.7Z for Sample A) than
in that of total assets (18.07Z) and book value (17.47). These
differences b;sically.reflect the high capital intensity of
the state-owned companies. For private firms alone, the
relative weight of local and foreign firms in the value of

sales, total assets and book value are similar,

16 A.S. Calabi, G.D. Reiss and P.M. Levy, Geracao de Poupancas
e Estrutura de Capital das Empresas no Brasil, Sao Paulo:
Instituto de Pesquisas Economicas, 1981.
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For a more recent period, the only information on the
relative weight of multinational corporations refers to the
200 largest non-financial enterprises. Table 2.10 shows the
ownership breakdown for these firms' book value and sales
from 1972 to 1980. The preponderance of state-owned firms is
significantly greater here than in the previous sampling.
This reflects the major presence of the public utilities, all
state-owned, among the 200 largest non-financial firms. This
particularity is also reflected in the state firms's share of
total book value. Table 2.10 also shows, along with a signifi-
cant stability of the percentages relative to local private
firms, an expansion of the state-owned firms' shares of book
value and sales, at the expense of foreign subsidiaries, espec-
ially since 1975. Nevertheless, the latter's share of sales
remains significantly higher than that‘of local private compa-
nies (31%Z and 227, respectively, in 1980).

Tables 2.11 and 2.12 give the three sectors' respective
shares of book value and value added, on the basis of Sample B,
for 1969 and 1975. These firms, we will recall, accounted for
32.87 of all companies' operational receipts, and 63.4% of
the manufacturing sector's total in 1975. The figures in these
tables show a éoncentration of foreign subsidiaries 1in the
manufacturing sector, where they accounted for 21.47 of book
value and 28.97 of value.added by the entire sample in 1975.
These shares show a small decline in relation to 1969, when
they were 24.17 and 33.07 respectively. Within the manufactur-
ing sector, foreign participafion is most significant in the
Metal-Machinery and Chemical sectors. The share controlled

by foreign subsidiaries surpasses 507 of book value and of
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value added in the following industries: Electrical and Communi-
cations Equipment, Transport Equipament, Rubber, Chemicals, Phar-
maceuticals, Perfumary and Tobacco. The foreign-controlled share
lies between 507 and 337 in the case of the Non-metalic Minerals:
sector (value added), Machinery and Sundries; and in the 25-337
range for Non-metalic Minerals (book value) and Metallurgy (book
value). Foreign participation remains below 257 in all other
branches of manufacturing and of the other sectors of activity.

Finally, we should examine the relative performance of
the foreign subsidiaries. Tables 2.13 and 2.14 suggest that the
average profitability (the liquid profit to book value ratio) of
local and of foreign firms covered by Sample A are Aearly equal
to each other (18.37 and 177, respectively) and higher than that
of the state-owned companies (5.87%). The proximity of the two
rates is even more notable in manufacturing (16.67 and 16.57,
respectively, and 6.17 for state firms). These tables, however,
also show that the overall figures conceal quite different results
obtained when we consider the firms' size and specific area of
activity. The results in relation to size, in particular, are
quite regular: local firms are more profitable than foreign sub-
sidiaries in the smaller size range (20.7Z and 10.47 in the cate-
gory of the smallest firms); but the situation is inverted in the
two classes covering ghe largest firms (8.1%Z and 18.27% for the
highest class).

The only available information for more recent years is
that regarding the 200 largest non—-financial firms, and it con-
firms the tendencies observed above for the largest firms. Foreign
subsidiaries aﬁong the 200 largest are more profitable. The net

profit to book value ratios for local private, foreign and state-
owned companies are, respectively: 16.7%, 18.5% and 8.9% in 1977;

18.27, 21.27 and 8.17Z in 1978; 11.97, 14.67%Z and 4.9% in 1979; and

15.07, 14,17 and 4.17 in 1980.
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TABLE 2.1
DIRECT INVESTMENT, REINVESTMENT AND FOREIGN EQUITY CAPITAL IN BRAZIL - 1966/1980

million dollars

o INVESTMENT REINVESTMENT IvEST + ReInvesT | FOREAGR FOUITY
A B A B A B A B

1966 74 188 85 216 159 404 1 632 4 142
1967 76 187 39 96 115 283 1 760 4 336
1968 63 149 48 113 111 263 1 857 4 398
1969 189 425 133 299 322 724 2 179 4 898
1970 146 310 22 47 168 357 2 347 4 984
1971 169 343 395 802 564 1145 2 9N 5 915
1972 337 664 201 396 538 1 060 3 404 & 711
1973 977 1 813 512 950 1 489 2 763 4 579 8»497
1974 945 1 579 ces . ... . 6 027 10 073
1975 1106 1 693 . cee . ... 7 304 11 182
1976 1 145 1 658 cee . cee . 9 005 13 030
1977 935 1270 cen . “es ces 11 228 15 253
1978 1196 1 51 975 | 1232 2 171 2 743 13 740 17 357
1979 1 685 1912 721 818 2 406 2 730 15 963 16 117
1980 1 512 1 512 411 411 1 923 1 923 17 480 17 480

SOURCE: Boletim do Banco Central, several issues.

A - current dollars.

B - dollars of 1980; deflated by the U.S. consumer price index.

(a) Data refer to 31 December. Estimated according to the expression ? X., P.. uhere
x., 1s the stock of foreign capital in currency i in December of i=1 1ot the

year t and Pit the exchange rate between the dollar and the currency i on the same
day. B - -

PrA -1



»
MA INSTITUTO DE PLANEJAMENTO ECONOMICO E SOCIAL

TABLE 2.2

U.S. EQUITY CAPITAL IN BRAZIL - 1969/1980

20

million dollars

(1) (I1) (IT1) I/11 I/111
EQUITY CAPITAL
YEAR Lt QURRENT | 'SORVEY oF | peRcENTAGE
BUSINESS(a) CURRENT
BUSINESS(b)
1969 816 1 636 49,4
1970 986 1 847 53,4
1971 1 096 2 066 53,0
1972 1 272 2 505 50,8
1973 1717 3199 53,7
1974 2 022 3 763 2 935 53,7 68,9
1975 2 395 4 579 3 663 52,3 v65,4
1976 2 901 5 416 4 447 53,6 65,3
1977 3418 5 930 4 922 57,6 69,4
1978 3 822 7175 6 027 53,3 63,4
1979 4 374 7 514 6 312 58,2 69,3
SOURCE: Boletim do Banco.Central,,several issues; Survey of Current Business, several is-

sues.

(a) Includes equity capital and loans between the parent company and the subsidiary.

(b) Estimate.

1IPEA — 1
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TABLE 2.3

FOREIGN EQUITY CAPITAL IN BRAZIL, BY COUNTRY OF ORIGIN(a)

21

1971 1975 1980
s Mil13 113
g;}};gg Percentage D;}};gg Percentage g;}];gg Percentage

United States 1 096 37.7 2 295 31.4 5 004 28.6
Germany 331 11.4 871 11.9 2 448 14.0
Switzerland 192 6.6 736 10.1 1 768 10.1
Japan 125 4.3 841 11.5 1725 9.9
United Kingdom 273 9.4 430 5.9 111 6.4
France 130 4.5 300 4.1 702 4.0
Canada 294 10.1 411 5.6 641 3.7
Others 466 16.0 1 420 19.5 4 073 23.3

TOTAL 2 91 100.0 7 304 100.0 17 480 100.0
SOURCE: Boletim do Banco Central, several issues.

(a) Currencies of the d%fferent countries were converted into dollars
December of the corresponding year.

exchange rate

of 31

according to the

IPEA — 1
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DIRECT INVESTMENTS AND REINVESTMENTS IN BRAZIL, BY COUNTRY OF ORIGIN(a)

TABLE 2.4

22

SIEORE | 1951/60 | 1961/70 | 1971/75 | 1976/80 TOTAL
United States 2.0 8.2 13.8 32.0 44.0 100.C
Germany 0.0 5.5 16.8 31.6 46.1 100.0
Switzerland 3.7 7.3 10.5 26.6 51.9 100.0
Japan 0.1 1.8 6.4 48.5 43.2 100.0
United Kingdon 1.4 8.5 15.1 35.5 39.5 100.0
France 1.0 6.2 17.1 29.1 46.6 100.0
Canada 15.1 9.8 21.2 32.3 21.3 100.0
SOURCE: Boletim do Banco Central, Separata, April 1981.

(a) Values were estimated according to the currency of the country of origin; the num-
bers correspond to the ratio between the investment and reinvestment during the pe
riod and the equity capital registered in December 1980. -

IPEA — 1
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to the exchange rate of 31th December of the corresponding year.

TABLE 2.5
FOREIGN EQUITY CAPITAL IN BRAZIL, BY RECEIVING SECTOR(a)
1971 1975 1980
Million | Percent | Million | Percent | Million | Percent-

Dollars age | Dollars age | Dollars age

Mining 6.0 | 0.9 | 154.4 | 2.0 | 4874 2.8
Manufacturing Sector 2 073.1 81.8 5 572.2 76.3 {13 005.4 74 .4
Nonmetallic Minerals 61.6 2.1 189.8 2.6 321.3 1.8
Metallurgy 213.6 7.3 565.5 7.7 1 388.8 . 7.9
Machinery 123.7 4.2 510.9 7.0 1 704.6 9.8
_Eletrical and Com. Equip. 261.6 9.0 620.0 8.5 1 394.3 8.0
Transport Equipment 405.5 13.9 988.7 13.5 2 344 .4 13.4
(Motor Vehicles) (309.8)| (10.7) (740.5)| (10.1) | (1 743.9)| (10.0)
(Motor Vehicle Parts) (76.6)| (2.6) (203.2) (2.8) (492.6) (2.8)
Paper and Pulp 67.9 2.3 150.9 2.1 374.0 2.1
Rubber 103.4 3.6 170.6 2.3 384.9 2.2
Chemicals 624.5 21.5 1 076.2 14.7 2 435.8 13.9
(Basic Chemicals) (352.3)| (12.1) (728.9)| (10.0) {(1 813.3)] (10.4)
(197.3)| (6.8) (236.2) (3.2) (393.2) (2.2)

Pharmaceuticals 113.4 3.9 292.2 4.0 722.4 4.1
Textiles 69.7 2.4 229.8 3.1 369.4 2.1
Food Processing 135.4 4.7 317.8 4.4 765.3 4.4
Tobacco 112.1 3.9 196.6 2.7 137.0 0.8
Other 87.3 3.0 263.3 3.6 663.2 3.7
Public Utilities 157.4 5.4 218.8 3.0 44.2 0.3
Agriculture 20.7 0.7 26.4 0.4 164.4 0.9
Services 276.3 9.5 1 190.5 16.3 3 425.5 19.6
Finance and Insurance 89.8 3.1 288.3 3.9 658.8 3.8
Holding Companies 77.0 2.6 463.6 6.3 1 797.6 10.3
Other 109.5 3.8 438.6 6.0 969.1 5.5
Other 47.3 | 1.4 | 4.0 1.9 | 3832 | 2.0
TOTAL 2 911.5 | 100.0 7 303.6 100.0 |17 480.0 100.0
- SOURCE: Boletim do Banco Central, several issues.
(a) Currencies of the different countries of origin were converted into dollars according

IPEA — 1
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TABLE 2.7

INVESTMENT, REINVESTMENT, FOREIGN EQUITY CAPITAL

AND FOREIGN DEBT - 1970/1980%

25

million dollars

|
CHANGE IN|
FORETGN | Loanes | CURRENCY | CURRENCY
vear | INVEST- 1nvest. o ORISR LRSS Troas- | Loans- | Forean
MENT  |REINVEST. STOCK | STOCK | DEBT
CAPITAL (Law, ) | Rec 6310
4131) 4(13#) (Res.63)™)
|
1970 146 168 2347 | 1631 459 653 | 5 295
1971 169 564 2911 | 2210 579 983 | 6 622
1972 337 538 3404 3510 1300 | 2018 | 9521
1973 977 | 1 489 4579 | 5 450 { 1940 | 2398 | 12 571
1974 945 6027 | 782 | 2 4e - 3319 E 17 166
1975 | 1 106 7304 | 10 827_i 2 935 E 3 734 E 21 171
1976 | 1 145 9005 | 13479 | 2 652 AL } 25 985
|
|
1977 935 M 228 | 16269 | 2 810 i 5 240 } 32 037
|
1978 | 1196 | 2171 | 13470 | 22 227 E 5938 | 7272 ; 43 511
I |
1979 | 1685 | 2405 | 15963 | 26 902 ; 4 675 ; 7723 | 49 904
1980 ; 1512 | 1923 | 17480 | 27 896 } 994 } 9 924 } 53 847
o
SOURCE :

Boletim do Banco Central, several issues.

pata on stock refer to December of the corresponding year.

bCurrency loans by non-financial firms.

CCurrency loans by banks.

4“4
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TABLE 2.8

OUTFLOW OF CAPITAL AND SERVICES - 1970/1980

. 26

million dollars

PROFITS INTEREST
REMITIED | ~AS A AND | TRANSFER
PROFITS | PERCENT- | PROFITS
PRINCIPAL|PRINCIPAL|  OF
YEAR | AND | AGE OF y  PLUS | INTEREST ioep nYMENTSREPAYMENTS TECH-
DIVIDENDS| FOREIGN |REINVEST.
(Law | NOLOGY
EQUITY ATHE
CAPITAL
1970 | 119 5.5 141 284 | 1433 529 104
1971 ] 19 5.1 514 344 850 398 132
1972 | 161 5,5 362 489 | 1 202 623 154
1973 | 199 .8 7 840 | 1672 | 1089 166
1974 | 250 4.6 1370 | 1920 | 1513 212
1975 | 237 5.2 188 | 2172 | 2086 311
1976 | 383 5.0 2001 | 2992 | 2637 363
1977 | 458 4.6 2862 | 4060 | 3316 513
1978 | 561 5.0 153 | 3362 | 5324 | 4427 591
1979 | 740 5.4 1461 | 5348 | 635 | 6309
1980 | 544 3.4 955 | 7457 | 5020 | 6 464

SQURCE: Boletim do Banco bentra], several

aEstimate.

issues.

IPEA — 8
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TABLE 2.9
PERCENTAGE DISTRIBUTION OF RECEIPTS, TOTAL ASSETS AND BOOK

VALUE BY OWNERSHIP - 1975

SAMPLE A SAMPLE B
OHNERSHIP Number| pe- | Total | Book [MUTPCT Re- | Total | Book
Firms ceipts|Assets| Value Firms ceipts|Assets Value
Local Firm 9 010f 58.5| 44.1| 37.3] 4 476| 55.2| 45.9| 40.3
Foreign Subsidiary 816| 24.7, 18.0| 17.4 507| 30,6 22.1} 22.1
State Fimm 136 8.1] 30.5| 38.3 39 5.2] 24.8]| 30.0
Unknown 468 8.7 7.4 7.0 263 9.0 7.2, 7.6
TOTAL 10 432| 100.0| 100.0| 100,0| 5 285] 100.0{ 100.0/100.0

SOURCE: Calabi et al., op.cit., Tables 1.3 and 2.3.

IPEA — 2
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TABLE 2.10

PERCENTAGE DISTRIBUTION OF BOOK VALUE AND SALES OF THE 200 LARGEST

NON-FINANCIAL ENTERPRISES BY OWNERSHIP - 1972/1980

Percentage
BOOK VALUE SALES
VEAR Local Foreign State Local Foreign State
Firm Subsidiary Firm Firm Subsidiary Firm
1372 16 20 64
1973 14 20 66
1974 16 17 67 23 42 35
1975 72
1976 15 13 72
1977 14 13 73 21. 38 41
1978 13 9 78 20 33 47
1979 14 8 78 22 31 47
1980 15 9 76 22 31 47

SOURCE: Visao, Quem € Quem na Economia Brasileira, several issues.

IPEA — 3
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TABLE 2.11
- PERCENTAGE DISTRIBUTION OF BOOK VALUE BY SECTOR AND OWNERSHIP - 1969 AND 1975(a)

LOCAL FOREIGN STATE

FIRM  |SUBSIDIARY FIRM UNKNOWN TOTAL

1969 | 1975|1969 | 1975 | 1969 | 1975 | 1969 | 1975 | 1969 | 1975

—
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Tobacco

Editorial and Printing
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Others
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" SOURCE: Calabi et al. op.cit., Table 2.19.
(a) Sample B.
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_ TABLE 2.12
PERCENTAGE DISTRIBUTION OF VALUE ADDED BY SECTOR AND OWNERSHIP - 1969 AND 1975(2)

LOCAL FOREIGN STATE

FIRM | SUBSIDIARY |  FIRM UNKNOWN TOTAL

1969 [ 1975 | 1969 | 1975 | 1969 | 1975 | 1969 | 1975 | 1969 | 1975
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SOURCE: Calabi et al. op.cit., Table 2.9.
(a) Sample B.
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TABLE 2.13

31

RATIO BETWEEN NET PROFIT AND BOOK VALUE BY SECTOR AND OWNERSHIP - 1975(])

C

IR0 sUsSiDiaRy| Flme | UNKNOWN | TOTAL

Mining 7.3 2.3 1.4 50.3 6.5
Manufacturing Sector 16.6 16.5 6.1 12.3 15.6
Nonmetallic Minerals 13.5 - 21.8 11.9 14.7 16.0
Metallurgy 12.6 20.0 2.9 10.3 14.5
Machinery 28.6 17.1 0. 25.1 24.0
Electrical and Com. Equip. 19.6 12.4 0.0 23.1 15.5
Transport Equipment 27.4 13.2 19.6 25.2 18.3
Timber 15.1 - 6.3 - 0.6 881.0 6.0
Furniture 26.7 22.5 0.0 10.7 24.7
Paper and Pulp 7.1 14.3 0.0 - 35.3 7.9
Rubber 24.8 30.9 0.0 0.0 29.9
Leather 17.1 5.1 0.0 3.8 15.2
Chemicals 16.3 13.0 13.8 9.7 14.0
Pharmaceuticals 25.9 10.8 0.0 37.7 14.4°
Perfumary and soap 17.0 17.0 0.0 15.6 16.8
Plastic Material 26.1 24.4 0.0 25.7 25.9
Textile 10.7 3.8 1.9 19.7 10.3
Appare] 22.9 54.1 0.0 5.1 23.8
Food Processing 15.7 22.7 4.1 3.8 16.3
Beverages 14.8 11.1 0.0 18.2 14.8
Tobacco 17.8 3.4 0.0 0.0 4.2
Editorial and Printing 16.3 24.8 25.1 158.7 11.6
Other 23.1 13.1 0.0 19.0 19.0
Public Utilities 8.9 0.0 9.8 8.0 9.7
Building 24.5 32.1 - 6.6 45.1 19.9
Agriculture 12.1 73.1 6.3 - 2.9 11.4
Transport 15.6 111.7 0.0 14.8 2.8
Communication 5.5 94.8 4.6 5.7 4.1
TOTAL 18.3 17.0 5.8 12.2 13.1

" SOURCE: Calabi et al.

(1) Sample A.

op.cit., Table 1.23
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TABLE 2.14

RATIO BETWEEN NET PROFIT AND BOOK VALUE BY

SIZE AND OWNERSHIP - 1975(2)

32

percentage

SIZE S| sussiomary | FIRY UNKNOWN TOTAL

1 20.7 10.4 -2.4 3.2 17.1

11 21.1 16.2 0.0 -0.2 18.6

IT1 18.3 12.8 -11.1 9.1 10.4

v 19.9 16.1, 6.7 2.4 15.6

v 16.5 21.2 3.9 27.9 13.9

VI 8.1 18.2 7.7 23.0 10.3
TOTAL 18.3 17.0 5.8 12.2 13.1

SOURCE: Calabi et al., op.cit., Table 2.14.

(a) Sample A.



33

3. THECHNOLOGY TRANSFER: AN ANALYSIS OF THE 1960s AND SOME

EVIDENCE ON THE 1970s

As already mentioned, up to the end of the 1960s, thech-
ni;al assistance contracts and patent and trademark licenses,
alongside direct investments in firms wholly controlled by
foreign capital, comprised the main ways that firms from abroad
participated in the Braiilian economy. This is not to say that
contracts related to technology transfer have lost importance
over the last decade. On the contrary, payments made abroad
under this heading rose considerably in the 1970s. What it does
mean 1s that foreign firms have come to participate in the
domestic economy in additional ways in recent years.

The process by which technology was transferred to
Brazil up to 1970 is fairly well understood thanks to a study
conducted by IPEA in 1973 on technical assistance and licensing
contracts registered until that date between domestic and foreign
firms.1 Unfortunately, similar informétion is not available for
the 1970s. Only now is a study being cérried out to update the
IPEA report. The results of'this study, under way at the
National Industrial Property Institute (Instituto Nacional de Pro
priedade Industrial - INPI) are not available jet. We do,

however, have some scattered information on the more recent

period.

A. Guimardes and M. H. P. Figueiredo, A Transfe-

. iato, E. PTAJINPLES
1 F. Biato, Janeiro: IPEA/INPES,

rencia de Tecnologia no Brasil (Rio de
1973).
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The 1960s

What follows is a summary of the most important
information contained in the IPEA study of the process of
technology transfer in the 1960s. Although outdated, such
information is relavant since it characterizes a well-de-
fined period in the history of the importation of technology
by the country. 1In fact, importént institutional changes
made in the early 1970s altered the system for the registration
and control of technology transfer contracts. These contracts
are now subject to approval by INPI prior to registration
at the Central Bank, the idea being to tighten government
control over the processlbf technology transfer.

Information concerning the flow of technology in the
1960s is available due to the legal proviso that all contracts
relative to the importation of technology be registered with
a view to establishing the rights and obligations of foreign
investors, as well as to controlling financial remittances.
The corresponding files contain the information needed for
a rough evaluation of the type and destiantion of the
foreign technology paid for from January 1963 on.

It is necessary, however, to draw a distinction
between the technology transfer indicated by the contracts
and those which actually occured during the period considered.In the

first place, many of the contracts concern technical knowledge
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already incorporated into the domestic productive process prior
to their signing. Second, the unpaid importation of foreign
know-how is obviously not recorded. Third, certain technologies
introduced in the period covered by the study (up to 31 December
1970) may not be registered because they had not yet generated
remittances.

Given the kind of data available, the point of departure
for the intended evaluation had to be the determination of the
frequency of the technologies imported, as expressed by the num-
ber of contracts. In this quantification, the type and quality
of the technologies received special attention. For it to be
feasible to use the whole mass of information,it was necessary
to identify the types of technology imported. The transfers
were therefore broken down — always bea;ing in mind the evi-
dence contained in the registered contracts -— and the latter.
classified accordingly.

The transfers were distributed among five categories:
(1) technical assistance, (2) patent licenses, (3) trademark
licenses, (4) engineering services, and (5) project develop-
ment. Because of data shortéomings, it was impossible to as-
certain whether the imported technologies applied to processes,
manufacturing, or the products themselves. The various catego-

ries were defined as follows:

(1) Technical assistance: permanent appraisal and/or consult-

ing services involving specialized technical knowledge (in-



(2)

(3)

(4)

(5)
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cluding in the area of industrial engineering) — ren-
dered by individuals residing/domiciled or corporations
headquartered abroad, and presupposing a permanent bond

between the parties to the contract.

Patent licenses: concession of the right to use the de-
signs and specifications of patented, registered products
manufactured via defined processes — granted by indivi-
duals residing/domiciled or corporations headquartered

abroad, and holding the parties to a permanent contract.

Trademark licenses: concession of the right to use trade-
marks, or "brand names", belonging to individuals residing/
domiciled or corporations headquartered abroad, and holding

the parties to a permanent contract.,

Engineering services: temporary appraisal and/or consult-

ing services involving specialjized technical knowledge —

rendered by individuals residing/domiciled or corporations

headquartered abroad, and presupposing a provisional bond
between the parties (this sort of transfer could be consi-
dered temporary technical assistance, including supervision
of plant a;sembly, installation and adaptation of equipment,
supervision of purchases, inspection of materials in the
country and abroad, supervision of shipments, the contract-

ing of foreign professionals, and the training of personnel).

Project development: studies based on specific research, or
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on technical data banks, that lead to the plans, designs
and final specifications for the construction of produc-
tive units or for the development of manufactured goods,

presupposing a provisional bond between the parties.

It was on the basis of these transfer categories that
the frequencies were tabulated, due to the fact that the con-
tracts as counted for determining the frequencies did not cor-
respond to the legally registered contracts. Whenever a juri-
dical contract involved more than one kind of transfer, it was
cross—-classified in accord with the number of kinds of trans-
fers. 1If a contract covered technical assistance and a trade-
mark license, for example, it was registered in both categories.
Up to 31 December 1970, 2 429 contracts had been registered with
the Central Bank. Of these, 1 516 were for the manufacturing
industries (excluding petroleum by-products), but owing to
cross-classification, the total rose to 1 983.

It should also be pointed out that the difference be-
tween the contracts registered with the Central Bank and the
concept adopted in the IPEA study affects the analysis of the
monetary flows associated with the transfer process. The ac-
counting proceduge followed by the Central Bank does not take
the various categories into consideration. The payments rela-
tive to a given contract were therefore divided by, and equally
distributéd among, the number of categories included according

to the IPEA definition, such that the average values differ from
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those that would have been calculated had the registered con-
tracts been used instead.

The information derived from the regi;tered contracts
reveals that the manufacturing growth industries are most im-
portant with respect to the importation of technical knowledge,
with Metallurgy, Chemicals, Machinery, Communications and Elec-
trical Equipment, and Transport Equipment accounting for 647 of
the contracts. Moreover, of the 729 industrial firms that main-
tained contracts, 507 were in the first four industries (Table
3.1).

Turning to the influence of firm size on the use of for-
eign know-how, by activity, the twenty largest firms in selected
industries were identified, and their share and performance in
the technology importation process compared with those of other
firms in the same industries that had transfer contracts.

The data indicated disparities among the various indus-
tries (Table 3.2). Thus, the hypothesis that larger firms ab-
sorb more foreign know-how was confirmed for some industries
only. The extreme cases are Metallurgy, on the one hand, and
Pharmaceuticals, on the other. 1In Metallurgy, the positive
correlation between firm size and the importation of technology
was confirmed by the fact that eighteen of the twenty largest
had contracts, and that these contracts accounted for 55% of the
total for the industry. Moreover, this observation is backed by
comparison of the averages for the contracts referring to the

twenty largest firms and the remainder, the figures being 11.3
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and 2.1, respectively. At the other end, in Pharmaceuticals,
only ten of the twenty largest firms had technology transfer
contracts, corresponding to 167 of the total contracts for the
industry. The average for the contracts maintained by the ten
firms cited was 2.1, lower than that for the firms in the
smaller size class (3.6). The other industries analyzed came
between these extremes.

The destination of the imported technologies was also
examined from the standpoint of the use of the goods to which
they were applied (Table 3.3). ©Note that vehicle parts were
considered apart, because it was not always possible to ascer-
tain whether they were for capital goods or durable consumer
goods. According to this criterion, intermediate goods stand
out, answering for 407 of the total number of contracts (in
great part due to the shares of the steel industry and chemical
products). Capital goods and non-durable consumer goods accoun-
ted for roughly equal shares (247 ahd 20%Z), while durable consu-
mer goods and vehicle parts each answered for about 87 of the
total.

From the point of view of the technologies imported by
category, technical assistance contracts predominated, at 477
of the total (Table 3.4). Contracts that established provision-
al bonds between the parties accounted for 297 of the total (237
for engineering services and 67 for project development), and
those of a legal nature for 247 (117 for patent licenses and 137%

for trademark licenses).
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It should be stresscd that the predominance of tech-
nical assistance contracts may be partially misleading, due
to the law prohibiting the payment of royalties for trade-
marks and patents between parent companies and theilr subsidi-
aries. This legal provision has led foreign firms to omit any
references to trademarks and patents, classifying them as tech-
nical assistance in their contracts.

As a rule, technical assistance alsc predominated at
the level of individual industries., It is opportune to observe
that the exceptions — notably the Steel Industry, Inorganic
Chemical Products, and Non~ferrous Metals -— are generally pro-
cessing industries controlled by domestic enterprise. The homo-
geneous nature of the production of these processing industries
implies that the firms require technical aid only during the in-
stallation and/or expansion phases and for the solution of spe-
cific operational problems, thereby relieving the productive
units from the need for long-run t;chnical assistance. In ad-
dition, the-relatively low share of such contracts in the char-
acteristically domestic industries is also explained by legisla-
tion that induces parent companies and their subsidiaries to make
use of technical assistance contracts in their mutual dealings.

As to the origin of imported know-how, the IPEA study
revealed that the United States was the main source for the ma-
nufacturing sector as a whole and for the majority of the indi-
vidual industries (Table 3.5). Next in importance were West

Germany, France, Great Britain, Switzerland, Italy and Japan.
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In recent years, however, the share of the United States has
diminished, while the shares of West Germany and Japan have
increased.

Still looking at the situation from the side of the
foreign party, an attempt was made to determine if the con-
tracts between domestic and foreign firms for the importation
of know-how were linked to ties of another nature between the
same units. To this end, the firms in Brazil that maintained
transfer contracts were classified, according to ownership, as
domestic or foreign. In turn, the share of each of these
groups in the importation of know-how was assessed, and con-
tracts between parent companies and their subsidiaries were
identified (Table 3.6).

Domestic firms accounted for the largest share of the -

contracts in effect (64%Z), as well asz for the largest numbcr

of companies maintaining agreements (667). The same was true
in most of the industries considered. Needless to say, these

results may éimply be reflecting the larger number of domestic
firms in the manufacturing sector.

Among the contracts of foreign subsidiaries, the study
distinguished between contracts established with their parent
companies and those involving other companies devoid of owner-
ship ties. These latter contracts were the most common in the
manufacturing sector as a whole and in individual industries.
It should be pointed out, however, that this conclusion may be

owing to a triangular mechanism sometimes used by foreign firms:



the Brazilian subsidiary contracts the importation of a tech-
nology via a firm that belongs to the same group as the parent
company. Although this device was identified in some cases,
it was impossible to gauge to what extent it is used.

As to the types of contracts maintained by domestic
firms, subsidiaries and independent foreign companies, techni-
cal assistance agreements predominate in all cases. However,
the share of this category is significantly higher among sub-
sidiaries (64%) than among independent foreign companies (52%)
or domestic firms(42%). The share of engineering services 1is
highest among domestic firms, and higher for independent for-
eign companies than for subsidiaries.

It is opportune to note that short-term contracts
(engineering services and project develcpment) are most imporf
tant among domestic firms (35%, 1in comparison to 227 for inde-
pendent foreign companies and 137 for subsidiaries). This pre-
ference on the part of subsidiarieg for agreements that implvw
permanent bohds between the parties appears to be the outcome
of contracts of this sort opening the way for the periodic,
fairly regular remittance of larger amounts of financial re-
sources to home.offices abroad. Since there was no effective
control over the entrance into Brazil of the technologies be-
hind the contracts, it 1s valid to assume that such financial
flows may often be disguised profit remittances without tech-
nological counterparts. After all, what matters to a given

multinational group is simply the magnitude of the remuneration

[}
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received against its "assets" in subsidiaries. From this point
of view, the composition of total remittances (profits on capi-
tal invested plus payments for technology transfer) should aim,
above all, at generating a substantial financial flow to the
country of origin. The classification of remittances depends,
therefore, on the institutional and legal regulations concern-
ing foreign capital aﬁd imported technology. 1In the Brazilian
case, due to fiscal and foreign-exchange provisions, the larger
the share related to technology transfer, the more received by
the home office.

Such issues are clarified by analysis of payments for
imported know-how over the period 1965/1970.

In the case of the manufacturing industries, the struc-
ture revealed by the distribution of payments for technology
transfer differs from that indicated by the contracts. Upon
examining the contracts, it was seen that five industries were
responsible for two-thirds of the total. Turning to the payments
made in 1965/1970, the distribution was more concentrated, with
only three industries — Transport Equipment (407%), Metallurgy,
and Communications and Electrical Equipment — accounting for an
identical share.of total remittances (Table 3.1). At.a higher
level of disaggregation, Vehicles (327 of the total) and Mechani-
cal Vehicle Parts (7%) stand out in Transport Equipment, and the
Steel Industry (77%) in Metallurgy.

This disparity between the distribution of contracts and

the distribution of payments means that the average payments per
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contract vary according to industry. The highest value (cor-
responding to Vehicles) is twenty times the average value for
the manufacturing sector as a whole. 1In contrast, about three-
fourths of the industries pay less than the sectoral average.
Among these are industries important either for the magnitude
of their output or for the sophistication of the technology
employed, such as the Steel Industry, Metallurgy, Machinery,
Electrical Equipment, the Textile Industry, and various bran-
ches of the chemical industry. These results suggest that the
supposed correlation between the cost of imported technology
and its level of sophistication should be regarded with a cer-

tain reserve.

(6]

The distribution of the payments by the use of the good
that incorporate foreign kncw-how reflects the above mentioned
trends (Table 3.3). The largest share of remittances is for
Vehicle Parts (377%), and the lowest for Capital Goods (7%).

As to the average paid per contract, the several uses, in de-
creasing order, follow the sequence: vehicle parts, durable
consumer goods, non-durable consumer goods, intermediate goods,
and capital goods (the corresponding average payments being in
the proportion 15:5:2:2:1).

In the analysis of the relative costs associated with
the various kinds of transfers; payments for technical assis-
tance far outweighed all others at 697 of the total, being

followed by engineering services (13Z), trademark licenses and

project development (Table 3.6). Note that 837 of the payments
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referred to contracts that established permanent bonds between
the parties, and that over the period 1965/1970 the tendency
was for the relative share of such contracts to rise.

Although the average paid per contract did vary, the
range was narrower than those observed in the analyses by in-
dustry and by use of goods. The highest value, corresponding
to technical assistance, is only 3.5 times larger than the low-
est, referring to trademark licenses.

With regard to the behavior of domestic versus foreign
firms, it was substantiated that three-fourths of the payments
were made by the latter, with 507 of the total payments resul-
ting from contracts between parent companies and their subsidi-
aries (Table 3.6). This type of agreement leads to the 1argest‘
average payments — nine times higher than those made by domes-
tic firms and five times higher than those effected by indepen-
dent foreign companies.

That payments are concentr;ted among foreign firms is
also confir@ed by the 1969 and 1970 data, which reveal that 507
of the expenditures declared for the importation of technology
for the manufacturing sector as a whole were accountable to
only three firms in 1969 and to five in 1970.

Lastly, it was found that the relative costs of the
various kinds of transfers, as indicated by the average paid
per contract, varied across groups of firms (Table 3.5).
Whereas the largest payments were for project development and

engineering services among domestic firms, the heftiest were
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for technical assistance in the case of subsidiaries.

Also noteworthy 1is the fact that, with the exceptioﬁ
of engineering services, the average payments for all kinds
of transfers are inevitably higheét for conttracts between
subsidiaries and their parent companies. This trend is
especially marked in the technical assistance category, where
the average value paid is 8 times higher than that paid by

domestic enterprises.

Some Evidence on the 1970s

Our information on the more recent period comes from a
study by Fung and Cassiolato1 on the 1972-75 period, and data
obtained directly from the INPI on the year 1981. This
information is more limited than that analysed above, covering
only the number of contracts. In addition, comparision of
the two sets of data involves innumerable difficulties.

The first difficulty reside; in differences between the
informationléources. While data on the 1960s refer to
contracts actually registered with the Central Bank, the 1970s
and 1981 data cover contracts approved by the INPI. This
approval, according to the new system adopted in the early
1970s, 1s a stage that preceeds registration at the Central

Bank. Secondly, while data on the 1970s refer only to the

manufacturing sector, excluding the o0il industry, the more

1 S. K. Fung and J. E. Cassiolato, "The International
Transfer of Technology to Brazil through Technology
Agrecements—-Characteristics of the Government Control System
and the Commercial Transactions,'" May 1976.
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recent information includes other sectors of economic activity.
In this respect, while manufacturing contracts (excluding oil)
for the first period represented 62.47 of the total, the same
percentage for 1972-75 (thus including oil) éame to 66.57. As
for 1981, while available information does not allow us to
determined the exact percentage corresponding to the
manufacturing sector, it is possible to locate it in the 57-77Z
range.

The sectorial distribution of contracts appears in Table
3.7. Data on the various segment of the manufacturing sector
highlight the growing concentration of contracts in a small
number of branches. Thus the percentage of manufacturing
contracts subscribed by the four branches showing the highest
frequency rose from 54.67 in the 1960s to 63.6%Z for the 1972-
75 period. The share of contracts of these same four brancheé
as a percentage of the entire economy rose from 42.37 to 50.2Z%
between the 1972-75 period and 1981. It is also noteworthy
that three of the four most important branches in terms of
concentration of contracts in the 1960s were also among the
top four in 1981. Metallurgy, Machinery and Chemicals are among
the top four in all three periods, and only the Electrical and
Communications ﬁquipment industry (predominant in the 1960s)
is replaced by Textiles in the 1972-~75 period and in 1981.
Metallurgy leads the list in all periods, with a growing share
of the total. The order of the remaining sectors by number of
contracts 1s relatively stable: the Spearman coefficient for

contract frequency in the various periods is 0.755 (significant



48

at the 17 level) when comparing the 1960s to the 1972-75 period,
and 0.762 (significant at the 57 level) when the latter period
is compared to 1981. We can finally observe that the 2,951
manufacturing contracts signed from 1972~75 were held by 873
companies, which means an average of 3.4 contracts ﬁer company.
This average, however, was significantly higher in the
Metallurgical and Transport Equipment branches (6.2 contracts
per company).

The distribution of contracts by manufacturing branches
was compared to the sectorial distribution of foreign capital
investments registered at the Central Bank, through the estima-
tion of Spearman coefficients among the rankings determined by
each distribution criteria. Significant results were only
obtained in the comparison of technology transfer contracts I=
the 1960s with the stock of foreign capital in 1971 (Spearman'
coefficient of 0.6, signficant at the 17 level). The
correlation coefficients between 1972-75 contracts and foreign
capital stocks in 1971 and 1975, as well as between 1981
contracts and 1980 investments, were not significant.

As for the nature of contracts signed following the 1960s,
the available data (Table 3.8) gives significantly different
results in compérison to the first period. There is a notable
decline in the share of technical assistance contracts, which
falls from 477 to 22.97 in 1972-75, and to 13.27 in 1981, along
with a jump in the percentage including engineering services
and project development (29.37, 70.97 and 59.17). However

these results may well reflect the coverage of the 1960s
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information (manufaéturing, excluding o0il) in contrast to the
more recent data (the economy as a whole), since the available
data suggests that engineering and project services contracts
are predominant in the service sector and represent almost all
of the o0il sector's contracts. Therefore the broader coverage
of the 1972-75 and 1981 information in itself implies a greater
share for these contracts. Yet this is not the only explanation
for the difference observed over the two decades. It also
appears that stricter INPI examination of technology transfer
contracts after 1970 has brought a reduction in technical
assistance agreements. The 1981 figures in particular may
reflect the fact of the INPI having in the last two years
refused to approve nearly all technical assistance agreements
applied for between parent companies and subsidiaries.

The distribution of technology transfer contracts by
ownership of the Brazilian contractor appears in Table 3.9.
When compared to the 1960s distribmtion, the figures show a
decline of the foreign firms' share (35.7%7 in the 1960s, 30.77%
in the 1972-75 period and 26.77% in 1981). It should be noted,
though, that the decline observed between the first two periods
(1960s and 1972-75) may simply derive from the broader coverage
of the study on the latter period (including services and the
0il industry), where foreign capital 1is less preponderant.
Among foreign companies, the share of parent-company/subsidiary
contracts, while constant from the 1960s to 1975 (around 367),
jumps to 657 in 1981. As for local companies, the share of

contracts signed by state-owned companies was 497 in 1972-75,
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and 427 in 1981. The 1981 data show that only 127 of contracts
signed by local private firms were with foreign partners of the
Brazilian firms.

Table 3.10, finally, presents the couﬂtry-by—c0untry
distribution of foreign contractors for 1972-75. As in the
1960s, the US, Germany and France lead the list, again with
approximately 2/3 of all contracts (the US share, however,
shows a decline from 41.37 to 34.97 between the two periods,
while Germany rose from 17.97 to 21.67Z). As for the other
countries, we should note the decline share of Swiss contracts
(from 6.2%7 to 1.21%Z), and the growth of Japan's relative weight
(from 2.7%7 to 4.77%), moving from seventh to fourth place on the

list.



NUMBER OF CONTRACTS AND PERCENTAGE

TABLE 3.

1

DISTRIBUTION

OF PAYMENTS FOR

THE

MANUFACTURING SECTOR BY RECEIVING INDUSTRY(a)
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NUMBER PERCENTAGE INDEX OF AVERAGE
or NUMBER OF DISTRIBUTION PAYMENT PER
FIRMS CONTRACTS (b) { OF PAYMENTS (c) { CONTRACT (c)(d)

Nonmetallic Minerals 54 105 4.8 94.4
Metallurgy 96 371 11.1 58.6
(Steel Industry) oo (218) (7.3) (63.0)
Machinery 94 239 2.2 21.8
Eletrical and Comm. Equip. 85 219 9.2" 86.7
Transport Equipment 60 195 39.9 365.2
(Motor Vehicles) cee (27) (32.0) (2011.6)
(Mech. Vehicle Parts) (105) (6.8) (109.0)

Paper and Pulp 15 39 1.4 §2.0
Rubber 11 23 3.8 528.2
Chemicals 92 254 7.6 64.3
(Inorganic Products) (72) (2.1) (62.5)
(Petroch. Products) | .. (93) (2.6) (63.3)
(Petroch. Raw Materials) ‘(89) (2.9) | (68.1)
Pharmaceuticals 50 135 5.2 87.0
Textiles 62 138 3.9 58.2
Food Processing 19 37 4,2 195.2
Others 101 228 4,5 39.2
TOTAL 729 1983 100.0 10C.0

(a) The petroleum industry in not included.

(b) Contracts registered until 1970.

(c) During the period 1965/1970.

(d) Total payments were divided by the number of contracts

which generated remittances during the period 1965/1970.
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NUMBER OF CONTRACTS

TABLE 3.3

AND PERCENTAGE DISTRIBUTION
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OF PAYMENTS FOR THE MANUFACTURING SECTOR,
BY RECEIVING INDUSTRYZ
PERCENTAGE INDEX OF AVERAGE
NUMBER OF DISTRIBUTION PAYMENT P2

CONTRACTS (b)

© OF PAYMENT (c)

CONTRACTS (c) ()

Capital Goods

Intermediate Goods

Durable Consumer Goods
Non-Durable Consumer Goods

Vehicle Parts

TOTAL

470
795
162
396

160

1883

7.2
28.6
13,2
13.5

37.3

100.0

32.5
71.0
151.0
68.4

419.1

160.C

(a) The petroleum industry is not included.

(b) Contracts registered until 1970,

(c) During the period 1965/1970.

(d) Total payments were divided by the number of contracts

which generated remittances during the period 1965/1970.



TABLE 3.4

NUMBER OF CONTRACT FOR THE MANUFACTURING SECTOR
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BY RECEIVING INDUSTRY AND TYPE OF CONTRACTS(a)
TECHNICAL PATENTS | TRADEMARKS ENGINEERING { PROJECTS
1 ASSISTANCE SERVICES
Nonmetallic Minerals 46 13 4 34 8
Metallurgy 110 22 - 18 177 44
(Steel Industry) (36) (7 (3) (146) (26)
Machinery 165 25 38 10 1
Eletrical and Comm. Equip. 140 19 31 22 7
Transport Equipment 115 31 31 15 3
(Motor Vehicles) (15) (3) (5) (4) -
(Mech. Vehicle parts) (62) (18) (18) (5) (2)
Paper and Pulp 7 1 - 27 4
Rubber 16 3 2 2 -
Chemicals 93 25 20 81 35
(Inorganic Products) (17 (5) (3) (30) an
(Petroch. Products) (43) (10) (13 21 (6)
(Petroch, Raw Materials) (33) (10) 4) (30 (12)
Pharmaceuticals 83 16 36 - -
Textiles 47 18 31 40 2
Food Processing - 16 3 2 12 4
Others 94 32 49 47 6
TOTAL 932 208 262 467 114

(a) The petroleum industry is not included.

contracts registered until 1970.

Data refer to



TABLE 3.5
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NUMBER OF CONTRACTS AND PERCENTAGE DISTRIBUTION

OF PAYMENTS FOR THE MANUFACTURING SECTOR

BY COUNTRY OF

SUPPLIER (a)

NUMBER
OF
CONTRACTS (b)

PERCENTAGE
DISTRIBUTION OF
PAYMENTS (c)

INDEX OF AVERAGE
PAYMENT PER
CONTRACT (c)(d)

United States
United Kingdom
France

West Germany
Italy
Switzerland

Other Western European
countries

Japan

Others

TOTAL

818
131
201
355

82

122

94
53

127

1983

29.4
3.4

8.4

100.0

67.0
51.7
89.7
193.4
152.,7

87.6

95.8
157.4

101.1

100.0

(a) The petroleum industry is not included.

(b) Contracts registered until 1970,

(¢) During the period 1965/1970.

(d) Total payments were divided by the number of contracts

which generated remittances during the period 1965/1970.
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NUMBER OF CONTRACTS AND PERCENTAGE DISTRIBUTION

generated remittances during the period 1965/1970.

S OF PAYMENT FOR THE MANUFACTURING SECTOR BY
OWNERSHIP AND TYPE OF CONTRACT (a)
OWNERSHIP TECHNICAL ENGINEERING
ASSISTANCE |PATENTS | TRADEMARKS SERVICES PROJECTS TOTAL
NUMBER OF CONTRACTS(b)
Brazilian 532 123 174 358 88 1275
Subsidiary/Parent 166 28 31 24 10 259
Subsidiary/Independent 234 57 57 85 16 449
TOTAL 932 208 262 467 114 1983
PERCENTAGE DISTRIBUTION OF PAYMENTS BY OWNERSHIP (c)
Brazilian 16.4 24,5 20.3 71.8 80.7 27.1
Subsidiary/Parent 67.4 30.7 31.8 3.6 14.7 | 51.8
Subsidiary/Independent 16.2 44,8 47.9 24.6 4.6 21.1
TOTAL 100.0 100.0 100.,0 100.0 100.0 100.0
PERCENTAGE DISTRIBUTION OF PAYMENTS BY TYPE 0OF CONTRACT (c)
Brazilian 41.5 4,3 33,9 12.4 100.0
Subsidiary/ Parent 82.2 3.6 0.9 .2 100.0
Subsidiary/Independent 52,7 18. 13.2 14.8 .9 100.0
TOTAL 68.6 5.8 12.8 .1 100.0
INDEX OF AVERAGE PAYMENT PER CONTRACT (c) (d)
Brazilian 44.8 30.0 14,1 58.4 76.9 44,7
Subsidiary/Parent 359.9 167.2 106.1 39.7 105.0 388.8
" Subsidiary/Independent 83.1 99.6 73.7 74.6 21.7 80.8
TOTAL 147.0 68.9 41,8 60.5 71.4 100.0
(a) The petroleum industry is not included.
(b) Contracts registered until 1970.
(¢) During the period 1965/1970,
(d) Total payments were divided by the number of contracts which
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TABLE 3.7
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NUMBER OF CONTRACTS BY RECEIVING SECTOR - 1972/1975 AND 198](a)

data from INPI (1981).

(a) Contracts approved by INPI.

(b) . Until June 1975.

(¢) Includes non-specified manufacturing sectors.

1972-1975(b) 1981
Number of Number of Number of
Contracts Percentage Firms Contracts Percentage

Mining 416 9.3 129 8.5
Manufacturing 2 951 66.5 873
Nonmetalic Mineral 197 4.4 61 cee -
Metallurgy 728 16.4 118 323 21.2
Machinery 364 8.2 130 213 14.0
Elet. and Com. Equip. 130 2.9 42 50 3.3
Transport Equip. 186 4.2 30 49 3.2
Paper and Pulp 133 3.0 38 ce .
Chemical 405 9.1 127 151 9.9
Pharmaceutical 29 0.6 19 54 3.5
Textiles 382 8.6 107 80 5.2
Food Processing 118 2.7 62 29 1.9
Other 279 6.3
Services 1 076 24.2
other(P) 447 29.3

TOTAL 4 443 100.0 1 525 100.0
SOURCE: Fung and Cassiolato, op.cit., Tables 3.4 and 3.11 (1972-1975) and unpublished

IPEA — 1
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TABLE 3.8

NUMBER OF CONTRACTS BY TYPE - 1972/1975 AND 1981(a)

1972-1975(P) 1981
hunber O | percentage | 17T 97 | percentage

Technical Assistance 1 020 22.9 202 13.2
Patents 142 3.2 | 74 4.8
Trademarks 133 3.0 347 22.8
Engineering Services and
Projects 3 148 ©70.9 902 59.1

TOTAL 4 443 100.0 1525 100.0

SOURCE: Fung and Cassiolato, op. cit. (1972-1975) and unpublished data
from INPI (1981).

(a) Contracts approved by INPI.
(b) Until June 1975.

IPEA -1



»
/ﬂgA INSTITUTO DE PLANEJAMENTO ECONOMICO E SOCIAL

TABLE 3.9
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NUMBER OF CONTRACTS BY OWNERSHIP - 1972/i975 AND 19812

1972-1975b 1981
binber o7 | percentage | 1127 97 fpercentase
Subsidiary/Parent 489 11.0 264 17.3
Subsidiary/Independent 877 19.7 144 9.4
Brazilian/Foreign Partner 77 5.0
1 572 35.4
Brazilian 573 37.7
State Firm 1 505 33.9 467 30.6
TOTAL 4 443 100.0 1 525 100.0

SOURCE: Fung and Cassiolato, op.cit., Table 3.18 (1972-1975) and unpublished
data from INPI (1981). :

Contracts approved by INPI.

Pynti1 June 1975.

IPEA — 1
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TABLE 3.10

NUMBER OF CONTRACTS BY COUNTRY

OF SUPPLIER - 1972/19752

l

NUMBER OF

CONTRACTS PERCENTAGE

United States 1 550 34.9
United Kingdon 276 6.2
France 398 9.0
Germany 961 21.6
Italy | 196 4.4
Sintzerland { 180 1.8
Japan E 296 6.7
Othero I 586 13.2

TOTAL | 4 443 100.0

SOURCE: Fung and Cassiolato, op.cit., Table 3.14.

qContracts approved by INPI, until June 1975.

IPEAN —- 1
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4. THE 1970s: NEW FORMS OF FOREIGN INVESTMENT

The technology contracts of the 1960s either in-
volved a parent company and its‘Brazilian subsidiary, and
hence‘aimed basically at facilitating the transfer of funds
within the multinational enterprise, or corresponded to the
licensing of a local firm without implying any major control
over this firm. To be sure, in the second case, the techno-
logy supplier received a share of the profits of the local

firm, thereby reducing its internal accumulation and growth
potential (effects similar to those which would result from
borrowing). Nevertheless, such agreements did not affect
decision-making within the local firm, and, in particular,
did not associate the multinational enterprise with the pro-
cess of capital accumulation on the part of the Brazilian
firm.

The new feature of the technology agreements of the
1970s was ‘their bringing about, in many cases, equity parti-
cipation in a Brazilian firm by the supplier of technology.
In addition, many joint ventures established during the last
decade involved the transfer of technology rather than the
supply of funds by the foreign partner. It is worth noting,
however, that the proliferation of joint ventures in the
Brazilian economy during these years did not merely reflect
a new form of payment for foreign technology, but corres-
ponded to a definite strategy pursued by the Brazilian gov-

ernment, as will be suggested below.
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Joint ventures are alsq a phenomenon of the 1970s
in another sense. It 1s true that there were some previ-
ous instances of the participation of local capital in for-
eign subsidiaries. However, this participétion implied the
existence of minority shareholders'in firms fully controlled
by foreign capital rather than even an unequal sharing of
managerial and decision-making power. As a result, the for-
eign capital had full discretion over the capital accumula-
tion, as well as the competition and growth strategies of
such enterprises.

One can posit, tﬁerefore, that joint ventures and
undertakings in which the supply of technology accounts for
the participation of the foreign firm in the equity capital
of the Brazilian enterprise are the new forms of foreign
investment which emerged during the 1970s. Among the othef
forms usually referred to in the literature, turn-key opera-
tions are irrelevant, while management contracts and fran-
chising are a very recent phenomenon, so far basically re-
stricted to hotel activities. Lastly, internmational sub-
contracting involves fully controlled subsidiaries of multi-
national firms; there is no evidence that local firms are

integrated into the world-wide production and distribution

1 An early example of a joint venture is provided, however,
by USIMINAS, a State steel enterprise established during
the 1960s in which Nippon Steel had a minority share
(currently at 197).
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schemes of multinational enterprises.

The new forms of invesfment which arose in the
1970s were initially associated with the emergence of a
petrochemical industry in Brazil. The experience with
joint ventures in this sector must be examined in some
detail not only because it reflected a well-defined in-
dustrial growth strategy with clear-cut political goals,
but also because, due to its success, .t would later be
seen as a potential pattern for other sectors. The first
joint ventures in this sector date from the very beginning
of the petrochemical industry in Brazil. The plants
opened in Sao Paulo in the late 1960s resulted from joint
ventures involving local capital, foreign firms and the
State petroleum enterprise — Petrobras. This experiment
differed from subsequent ones as it resulted from the ini-
tiative of local capital, which, acknowledging its incapa-
city to carry out the undertaking alone, turned to foreign
firms and the State for support. The latter was, therefore,
a passive partner in the undertaking. In any case, this ex-
periment was not successful, and the resulting plants would
be taken over by Petrobras some years later.

The subsequent stage of the expansion of the petro-
chemical industry in Brazil gonsisted of the building of a
petrochemical complex in the Northeast. Once again, the
new undertaking rested basically on joint ventures between

State, local and foreign capital. This time, however, the
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choice of this alternative was the outcome not of the
spontaneous initiative of privéte capital, but rather

of the government policy copcerning the expansion of the
petrochemical industry. Therefore, even when the first
steps towards the setting up of a joint venture were ta-
ken by local or foreign firms, the initiative adhered, in
a sense, to the official guidelines.

In this context, the diffusion of joint ventures
in connection with the emergence of the petrochemical in-
dustry in Brazil was certainly not the result of a stra-
tegy initiated by the multinational firms. It was, in-
stead, the consequence of an explicit government policy
aimed at supporting local capital and forestalling an ex-
clusive dependence on foreign capital, while simultane-
ously avoiding excessive State intervention in the economy.
From this point of view, this policy reflected the "nation-
alistic" ideoclogy of certain sectors of the Brazilian bur-
eaucracy. To be sure, this was a peculiar kind of right-
wing nationalism, quite different from the nationalistic
ideology at the core of the left-wing politics of the pre-
vious decades. It was based (1) on turning the country
into a political and economic power, (2) on confidence in
the free market economy, (3) on acknowiedgement of the 1i-
mits of local capital, and (4) on a refusal to allow the
State to intervene in the economy to the point of imperil-

ing the free market system. The formula which brought
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together the State, local capital and foreign capital
seemed the natural compromise between these contradictory
ideological beliefs.

It must be emphasized, however, thét, despite being
induced by government guidelines, fhe success of this expe-
riment depended on 1ts converging with the strategy of some
multinational producers, or, at least, on their willingness
to enter into such joint ventures. As it happened, the Ja-
panese petrochemical producers were the most prone to engage
in these undertakings. As a result of the follow-the-leader
pattern of competition typical of the international oligopo-
listic industries, the very willingness of the Japanese pro-
ducers to enter the Brazilian market on a joint venture basis
prompted other multinational firms to follow suit. It is
worth noting, however, that this development was possible due
to the high degree of competition in the petrochemical tech-

nology market.

4.1. Joint Ventures in the Petrochemical Industry

An examination of the undertakings included in the
Northeastern petrochemical complex reveals three quite dis-
tinct groups of enterprises, according to the size of invest-

ment and the control of equity capital (Table 4.1). The

2 The data on the Northeastern petrochemical complex pre-
sented in this section are published in J. T. Araujo Jr.
and V. M. Dick, "Governo, Empresas Multinacionais e Em-
presas Nacionais: o Caso da Industria Petroquimica,"
Pesquisa e Planejamento Economico, Vol. 4, n? 3 (Decem-
ber 1974), pp. 629-650. It should be noted that these
data refer to only some of the undertakings in the Bra-
zilian petrochemical industry. A complete picture of
joint ventures between State and foreign capital in this
sector is presented in Appendix C.




first group relates to the largest investments, with more
than 507 of the total resourcés being concentrated in only
three enterprises. Equity capital is controlled by PETRO-
QUISA, which always holds more than 507 of the shares; no
foreign group holds any significant part of the remainder
of the stock. The second group comprises medium-sized in-
vestments, ranging from US$ 26 to 72 million. The control
of these undertakings is divided among PETRCQUISA, local
capital and foreign firms, according to the following cri-
teria: (1) in no case may the majority of the shares re-
main in the hands of foreign firms; (2) PETROQUISA's par-
ticipation is always edual to or larger than the portion
of shares in the hands of foreign firms; (3) no single
group may hold the majority of the stock. As a result of
these criteria, among these enterprises, each type of part-
ner usually controls one~-third of the capital. The third
group includes investments which can be considered small,
though thé upper limit for this group is higher than the
lower one for the second. This group comprises only three
enterprises, with projects ranging from US$ 10 to 31 mil-
lion. There-is no foreign participation in their capital
and PETROQUISA holds stock in one enterprise only, and
even so in a minority positiom. Among the projects exam-
ined, only one could not be placed in one of these three
groups: a small-sized undertaking (about twenty million

dollars), in which the capital is controlled by PETROQUISA

66
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and the remaining shares belong to a foreign firm. This
is the only example where PETROQUISA is associated with
a foreign firm with no local partner being present.

Table 4.1 stresses the high degree‘of concentra-
tion in the petrochemical sector, as well as PETROQUISA's
control over the complex — especially when one takes into
account the fact that the most important raw materials for
the plants in the first and second groups are supplied by
the enterprises in the first. It also suggests that the
government policy concerning the petrochemical industry
has enabled local private capital to participate more sig-
nificantly in a sector where technological sophistication
and the capital requirements constitute two considerable
barriers to the entry of domestic firms. In fact, in the
absence of the new type of enterprises which comprise the
second group, the participation of local private capital,
as indicated by the undertakings under its exclusive con-
trol, would represent less than 5% of the total investment
in the sector. However, through association with the State
and foreign investors, it has been possible to raise this
share to about 307 of global investments.

Tabie 4.2, which details column (D) of the previous
table, shows the distribution of the voting capital in the
enterprises analyzed, still classifying the investments by
size. It indicates that foreign partners mainly partici-

pate in medium=-sized projects, that is, in enterprises in



the second group. The fact that their total share of the
voting capital is only 16% tends to underestimate the for-
eign partners' power to influence the decisions related to
these projects.

In nine out of the thirteen enterprises in which
there was foreign participation, the process know—how and
part of the engineering services were provided by the for-
eign partner. This supply of technology was usually paid
for in company shares. As a result, about 357 of the
46 million dollars which corresponded to the voting capi-
tal in the hands of foreign groups derived from their tech-
nological contribution to the projects. Furthermore, the
foreign partner might also be remunerated with a certain
percentage of the enterprise's sales (during at least five
years from the time the plant went into operation) for thé
transfer of future developments in the process, for super-
vision of the installation of the plant, for technical as-
sistance in operating it, for 'procurement" activities
abroad, for technical assistance for sales, or for use of
the trademark in Brazil.

As to the process which led to the establishment
of the various enterprises, it is possible to distinguish
three paths:

(A) a local private group decides to invest and

PETROQUISA joins as a partner when the pro-

ject 1is already in progress
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(B) a local private group and a foreign firm
submit their investment plans to PETROQUISA
and the joint venture is established at the

initial stage of the project

(C) PETROQUISA takes the initiative and decides

as to the participation of other groups

The first two cases are characteristic of the early
years of the industry. In case A, PETROQUISA usually aimed
at keeping the control of the enterprise within the country.
Nevertheless, its influence on the investment process was
relatively slight, as at least two central decisions had al-
ready been made: the choice of the foreign partner and of
the production process. As a result, the foreign partner
was likely to assume the most active role in the subsequent
technological decisions.

Undertakings included in case B resulted from pro-
jects présented by private investors to the Industrial De-
velopment Council (Conselho de Desenvolvimento Industrial —
CDI) for the granting of fiscal incentives and import facil-
ities. PETROQUISA was usually invited to join the undertak-
ing before the project was approved by CDI, thus allowing it
a more active role in the investment decisions. PETROQUISA's
engagement in the enterprise was frequently the decisive fac-
tor when CDI had to choose among several projects aiming at

the same kind of production. Consequently, foreign interests



who were unwilling to enter into a partnership with a
State enterprise often lost ghe opportunity to invest
in the country.

Finally, case C reflected the increasing activity
of PETROQUISA in the setting up of the petrochemical in-
dustry. PETROQUISA was certainly the most important part-
ner in these underﬁakings, and the chosen foreign partner,
when one existed, was the supplier of the process techno-
logy and/or of the basic engineering.

Table 4.3 shows, in relation to the three groups
of enterprises previously indicated, the incidence of each
kind of negotiation.

The choice of the supplier of process technology
was obviously linked to the composition of the enterprise.
In the cases where there was no significant foreign parti-
cipation— projects in the first and third groups accord-
ing to the previous taxonomy — the procedures followed
for this choice were those normally established for the
purchase of any input: quality, price, guarantees offered

by the seller, previous experience in similar plants, and

SO on. In the other enterprises, procedures varied accord-

ing to the type of negotiation which gave rise to the un-
dertaking and to the degree of competitiveness of the sup-
ply of technology. Obviously, when technological know-

ledge was centered in the hands of few foreign groups, the

choice of the supplier of know-how depended much more on
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the willingness of one of them to participate in an
undertaking in Brazil than on the selection criteria

of the Brazilian firm. In contrast, when the supply

of technology was competitive, there was then not a
careful selection of the supplier; rather, the supplier
itself tried to steal a march on its international com-
petitors by entering into association with Brazilian
groups before others did,

The competitiveness which apparently exists today
in the international market for petrochemical technology
can, to a large extent, be explainéd by the pace of tech-
nical progress in the sector during the 1950s and 1960s
and by the speed at which innovations were diffused
throughout the economic system. Evidence of the dynamism
of this process of incorporation and diffusion of techno-
logy is provided by the Japanese participation in the Bra-
zilian petrochemical industry. Up to the late 1950s, this
sector was dominated by American and European enterprises,
Japan being a marginal producer at that time. However, in
less than twenty years; the Japanese enterprises — through
the absorption and development of basically imported tech-
nology — managed to become the chief leaders in this mar-
ket. As can be seen in Table 4.4, in twelve out of the
seventeen enterprises in the Northeastern complex, Japanese
firms are present, either as investors or as suppliers of
engineering services, or as holders of the process; in

eleven of these cases, they always supply at least part



of the engineering services. Nevertheless, it should
be emphasized that the basic factor which seems to ex-
plain the presence of Japanese firms in the Brazilian
petrochemical industry is their flexibility in negotia-
tions with the Brazilian governmént and with local pri-
vate groups.

The structure of investment and the financing
scheme associated with the Northeastern petrochemical
complex are presented in Table 4.5. Three points must
be stressed. Firstly, the low level of self-financing
of this undertaking. Resources résulting from the issue
of ordinary shares responded for only 257 of the total
investment. This percentage is much lower than the ave-
rage value for the Brazilian manufacturing ssctor {(about
407 in the period 1966-1970), which itself is quite low
in international terms. Secondly, the large share of
fiscal incentives and BNDE financing, which accounted
for 45% of total investment in the sector. Thirdly, the
relatively small participation of international credits
(247). These credits aimed basically at financing equip-
ment imports, and were usually provided by financial in-
stitutions from the countries that supplied the equipment.

The small share of foreign financing offered to
the petrochemical industry contrasts with that provided
other sectors where government enterprises have a marked
participation, such as the steel industry. Table 4.6

shows the financing schceme for investments planned for the
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period 1972-1976 for the expansion of the three State
steelmills (CSN, USIMINAS and COSIPA). These invest-—
ments aimed at enlarging the productive capacity of
these enterprises, raising their joint pr@duction from
3.2 million tons/year in 1971 to 7.2 in 1976.

The difference in the financing schemes related
to the steel and petrochemical industries is not merely
quantitative, but also reflects two distinct criteria.
In the case of steel, the contracting of international
credits was arranged independent of the technical char-
acteristics of each projects — fof instance, before de-
cisions were made as to the kind of equipment to be used
or as to who would provide the basic engineering, it was
already known that about 600 million dollars of foreign
financing would be available for the projects. In the
case of petrochemicals, the amount of foreign financing
was determined according to the capital goods imports
required for each project, which, in turn, resulted from
prior decisions concerning the production process to be
used and on the suppliers of basic engineering.

Insofar as the option for foreign resources pre-
cedes other decisions relative to the technical charac-
teristics of the project, the former conditions the lat-
ter. The main consequence is an unnecessary rise in ex-
penditures on imported equipment and foreign engineering

services. In fact, whereas 757 of equipment expenditures
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are on imports in the steel industry, the corresponding
share for petrochemicals is'SOZ.

The possibility of following the second alterna-
tive in the case of petrochemicals reflects a decision
to allocate BNDE and SUDENE fiscal incentive resources
to these investments; this allowed expenditures in the
country to be financed by local sources. Otherwise, it
would have been necessary to resort to the preceding
scheme, where the main variable explaining the volume
of imports associated with each project was international
credit, rather than restrictions of a technological nature

and/or ensuing from market dimensions.

4.2 The Recent Experience

As previously suggested, the experiment with joint
ventures in the petrochemical industry would later be seen
as a potential pattern to be followed by other sectors. In
fact, this experiment and the development strategy it re-
flected were emphasized‘by the II National Development
Plan as the main characteristics of the so-called "Brazil-
ian model oé industrial capitalism". This Plan stated that
"the basic idea of this model is, on the one hand, to facil-
itate the development of industries through the private sec-
tor, and, on the other hand, to ensure an important role for
national enterprises in the modern and powerful industrial

structure which 1s desired" (p. 37). Therefore, the Plan
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proposed '"government support through BNDE, Petroquisa
and other official finance organizations, to projects
of large national enterprises, or to the participation
of national enterprises in large-scale undertakings,
including basic sectors and/or spearhead technology"
(p. 51). This was to be pursued through "financial
and fiscal supporﬁ to assist Brazilian firms associa-
ting themselves in jJoint ventures projects which may
go as far as putting up the money to enable the Brazil-
ian partner to take up his share in the undertaking"
(p. 51). This strategy was to be followed especially
in relation to the capital goods industry, the petro-
chemical sector and the production of basic raw mater-
ials, which were given priority by the II National De-
velopment Plan.

As a result of these guidelines, the National
Economic Development Bank (Banco Nacional de Desenvol-
vimento Economico — BNDE) set up three subsidiaries —
Embramec, Fibase and Ibrasa — to implement such a policy
in relation to the capital goods industry, the producers
of raw materials, and other industrial sectors, respec-
tively. These subsidiaries offered credit on very fa-
vorable terms, as well as participating as minority share-
holders in firms operating in these sectors.

It is worth noting that in this case, contrary to

the petrochemical experiment, the State was expected to
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have a relatively passive role. 1In fact, BNDE's con-
tribution was to be restricﬁed to supplying funds in
order to strengthen the financial capacity of Brazil-
ian firms. Whenever possible, its participation in
the firm's equity capital should be in the form of
preferential shares, with the Bank subscribing to
voting shares when its support was needed to ensure
the control of a local partner in a joint venture with
foreign capital. BNDE was not expected to intervene in
the choice of technology to be used by the enterprise
or in its management.
As a result of this policy, the minority parti-
cipation of Embramec, Fibase and Ibrasa amounted to
US$ 1 150 million at the end of 1979. The joint ven-
tures in which these State financial institutions were
brought together with foreign capital are presented in
Appendix C. These joint ventures account for 167 of the
book value of voting shares and 317 of the preferential
shares subscribed to by these subsidiaries (Table 4.7).
Although the policy relative to the capital goods
industry and the producers of raw materials was formulated
within the same political and ideological framework on
which the previous petrochemical policy rested, it implied
smaller and less direct involvement of the State in invest-
ment and management decisions. This was due to the diver-
gent characteristics of the petrochemical and of the capi-

tal goods and raw materials undertakings. In the former
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case, a whole investment package was being implemented
to create a new industrial sector characterized by

close links among the several enterprises; in the
latter case, the enterprises supported b; the govern-
ment agencies were dispersed and the investments merely
supported the expansion of the existing industries. Fur-
thermore,not only did foreign capital seem less prone to
make investments 1in the country, but also there existed
large domestic firms which could carry out such under-
takings.

A different policy concerning the relationship
between local and foreign capital would be followed in
the late 1970s with regard to the computer and the tele-
communications equipment industries. The policy designed
to promote the emergence of a micro and minicomputer in-
dustry in the country established that the entry into
this market would be restricted to local firms and to
joint ventures under the control of local capital. Fur-
thermore, although the ﬁuture producers could use foreign
technology, a commitment should be made as to the effec-
tive transfer of the know-how to the local partner. From
this point of view, the government policy was similar to
that followed in the case of the petrochemical and capi-
tal goods and raw materials industries, as it aimed at
ensuring the position of the loéal capital. 1In fact, it

went further than the previous policy by requiring the
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effective absorption of the foreign technology. Con-
trary to the previous experience, however, the State
would not have a major direct participation in the
equity capital of the new enterprises, ﬁoint ventures,
if they were to be undertaken, would be restricted to
local and foreign capital.

As it happened, five enterprises were chosen
by the Brazilian government to manufacture micro and
minicomputers in the country. All of them were fully
controlled by local capital (and, in some cases, by lo-
cal banking capital); in only oné case did government
agencies have a share in the equity capital (567), and
also in only one case did a foreign producer hold stock
in the enterprise (a 37 share of Ferranti, UK). The
foreign suppliers of technology to these undertakings
were the British Ferranti, Sycor, the German Nixdorf,
the French Logabax, the Japanese Fujitsu and Zilog.

Notably, none of the large computer firms are
present either as investors or as suppliers of techno-
logy. As a result of their unwillingness to accept the
policy guidelines of the Brazilian government and to
enter into joint ventures with local capital, theyiwere
excluded from the Brazilian micro and minicomputer mar-
ket, which is, in fact, the most dynamic segment of the
Brazilian computerAmarket. At the moment, a debate 1is

in progress on the presence of these large producers
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(IBM and Burroughs) in the medium-sized computer mar-
ket. Their entry has been opposed by the minicomputer
producers, who see their presence as a bridgehead for
a future encroachment on their specific market. It is
worth observing that, to date, the plans of the large
producers concerning their activities in Brazil do not
include engaging in joint ventures with local capital.

There was a similar experiment in the telecom-
munications equipment industry. In the context of their
plans to substitute temporal central processing units
for the conventional units, government telecommunications
agencies established’fhat the new equipment would only be
bought from Brazilian firms in which the majority share
was controlled by local capital. As a résult, ITT,
Ericsson and NEC — which had been producing conventional
central processing units in Brazil for many years — en-
tered, as minority\shareholders? into joint ventures with
local partners (Pereira Lopes, Monteiro Aranha and Docas
de Santos, respectively), aiming at the production of the
new equipment.

Finally, a special reference should be made to
the joint ventures entered into by Vale do Rio Doce, the
State mining firm. Contrary to many of the State enter-
prises, Vale do Rio Doce has been highly profitable.
Hence, it has pursued an expansionary policy which has
led not only to its increasing participation in the min-

ing sector, but also to a diversification of its
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activities. Nevertheless, this process of diversification has
been basically restricted to undértakings whose production 1is
directed, totally or partially, to external markets.

The growth policy of Vale do Rio Doce-has brought it
into association with foreign capital. The enterprises re-
sulting from this association are listed in Appendix B. These
joint ventures are of a different nature, however, than those
mentioned above. In those cases, the joint ventures aimed at
ensuring the participation of local private capital in undertak-
ings which it was incapable of carrying out alone, while simul-
taneously avoiding excessive State intervention in the economy.
In the case of Vale do Rio Doce, joint ventures are mainly
aimed at facilitating ;ccess to the external market, as well as
at reducing the burden on the State enterprise of financing
large investment projects. As a result; these joint ventures
have frequently involved export agrecements with the foreign
partners.

Up to this point we have examined the experience of
joint ventures with state participation. We should also look
at the cases of association between local and foreign private
capital. While these are fairly isolated experiences and could
not actually bé viewed as a business expansion strategf (as we
have shown, the association of foreign with local partners 1is
more a result of state actions and economic policy than of any
strategy on the part of foreign investors), there have been
joint ventures between entirely private partners. However there
is no availablelinformation on'the exact importance and extent

of this particular form of joint ventures.
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In order to gather some empirical evidence on this
question, an evaluation was carried out of the importance of
joint ventures among the largest companies. The shareholder
control of the largest 200 non-financial companies was examined.
Among them are 82 state-controlled firms; 79 are controlled by
local private capital and 39 by foreign capital. Twenty five
cases of significant presence of both national and foreign
capital were encountered. Among them, fcur could not really
be classified as joint ventures: in one, the local partner has
a small share of stocks and no capacity for influencing the
company's decision-making process; in two cases, local participa
tion is extremely disperse among the Brazilian shareholders; ana
the fourth case is that of a company whose control was assumed
by a local managerial group, leaving the original controlling
group as a simple minority shareholder.

Thus we can identify 21 private joint ventures between
national and foreign capital among the 200 largest non-financial
companies. Of the 21, six are controlled by the foreign.share—
holder and, therefore, included among the 39 foreign firms men-
tioned above. Six are controlled by state-owned companies (the
state 1is also a minority shareholder in a seventh firm), and the
remaining nine joint ventures are controlled by local private
capital.

From a sectorial point of view, all of the joint ventures
fall into either the mining industry (five) or the manufacturing
sector (sixteen). Within manufacturing, the Metallic and Machin-
ery segment 1is éredominant: four in Metallyrgy, three in Elec-

trical and Communications Equipment and two 1in Transport Equip-
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ment. The rest come under Chemicals (three), Non-metallic

Mineral Products (two), Cellulose (one) and Food Products (one).

4,3 - Overseas Loans Taken by Foreign Subsidiaries

There is evidence that foreign firms operating in Brazil
have made intensive use of foreign loans to finance the opera-
tion and expansion of their activities in the country. In this
respect, it is possible to identify the substitution of equity
capital by loan capital, implicit in this contracting of over-
seas credits, as a form of investment which, while not entirely
new, has recently acquired increasing'importance.

There 1s little information available on this tendency.
It is only known that in 1979, 327 of foreign currency loans
taken by non-financial firms under the provisions of Law NQ 4131
were the responsability of companies at least partially con-
trolled by foreign capital. The amount involved (US$ 8.6 bil-
lion) thus represented more than half of the stock of foreign
investments registered at the Central Bank in 1979. 1In addition,
this figure implies that at least 177 of Brazil's foreign debt
for that year was associated with foreign companies. Informa-
tion is also scarce on the debt service payments made by these
companies. Data from a sampling of 115 foreign firms in 1974
reveals that 407 of the resources they tfansfered abroad corres-
podend to profit remittances, 477 to loan amortization and
interest payments, 97 to expenses related to transfer of technol-
ogy contracts, and 47 to other remittances. Another estimate
based on the 327 figure suggests that the foreign companies'

debt service was around US$ 2 billion in 1979, equivalent to-
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2.7 times the total of that year's remittances of profits and
dividends.

The foreign indebtedness of these subsidiaries presents
certain ambiguous characteristics that distiﬁguish it from that
of local firms. 1In a certain sense, a foreign subsidiary's
overseas credit operations are only distinguishable from a
parent-company application of equity capital in the subsidiary
in terms of their legal format. The resemblance between the two
operations im clear in the case of contracts between the parent-
company and the subsidiary: in both cases it amounts to no more
than a simple transfer of resources within the multinational
corporation (which is a single administrative unit adn a pool
for the generation and appropriation of profits which includes
the parent office and all of its subsidiaries). Yet even the
loans taken by a subsidiary from the international financial
system are comparable to direct investment operations in that
they can be seen as substituting loans that the parent company
could have taken out itself to transfer internally to the
subsidiary.

It is worth exploring this suggestion 1in more detail
here, in conjunction with an analysis of the multinational
corporation's decision to finance its subsidiaries' opérations
and expansion. This financing can be cafried out in five
different ways: 1) retention of profits generated by the
subsidiary; 2) investment in the form of equity capital; 3)
loans made by the parent company to the subsidiary; 4) loans
taken by the subsidiary from the international financial system;

5) loans taken by the subsidiary from the financial system of



the host country. The first three option involve only a decision
on the allocation of resources within the multinational corpora-
tion. Resources transferred under the second or third options,
it should be noted, may have originated eitﬁer in profits re-
tained or in credits raised by the parent company. Thus, behind
the external forms of chanelling funds to the subsidiary are the
forms by which the corporation as a whole mobilizes resources:
its own internal accumulation and the use of third-party re-
sources. As for the latter, there is a limit to the multination
al's overall indebtedness capacity, which means that the subsid-
iary's indebtedness reduces the pareﬁt company's capacity, and
vice-versa. However in the specific case of the subsidiary,
the international financial system's country-risk assessment
tends to impose specific indebtedness limits and higher interesg
rates. In this context, the variables influencing a multinational
corpoartion's decision on how to finance its subsidiary are tax
rates on profits in the home and host countries, financial and
exchange costs related to the transfer of funds and the cost of
financial resources for the parent company and for the subsidiary.
Economic theory suggests a possible decision-making criter
ion for the multinational corporation: the maximization of profits
in the firm as a whole. It is true that in contrast fo tradi-
tional maximization estimates, here we héve two profit—-generat-
ing centers and, therefore, the possibility of reallocating re-
sources among the firm's constituent parts. Yet the allocation
of profits themselves can be determined on the basis of the maxi-

mization exercise.
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The problem with this approach, however, is that it
ignores two important aspects relative to the decision on appro
priation of profits: possible institutional restrictions to the
firm's internal resource flow, and its inveskment plans for the
coming years. These questions are relevant to the decision on
the form by which the subsidiary is to be financed in that the
form may affect the possibility of future transfers. Indeed,
the multinational corporation's degree of maneuverability
regarding the chanels through which the subsidiaries' remittances
will be transfered (remittance of profits, repayment of loans
plus interest, expenses related to the transfer of technology)
depends on decisions made in the past, especially those regarding
the subsidiary's liability structure. It is not that the multi-
national corporation will seek to maximize the subsidiary's
transfers to the home office. We can even assume that the multi-
national is not concerned with the location of its investments.
Yet it will seek to be prepared to transfer the subsidiary's
available resources if and when investment opportunities diminish
in the host country. Whergby we can assume that concern with
the future transferability of resources is a criterion in the
selection of forms by which to finance the subsidiary.

The most common interpretation of the revealed preference
for credit operations on the part of multinational corporations
in recent years emphasizes Brazilian tax legislation regarding
profit remittances and interest payments. Profits remitted
abroad are subject to a 257 tax up to a limit of 127 of regis-
tered capital, and to-a supplementary tax when in excess of that

limit. ©For interest payments on foreign loans, also subject to
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the same 257 tax rate, a pecuniary benefit was established in
the mid-1970s, to be received by the loan taker as percentage

of taxes collected. This incentive, whose magnitude has varied
over time, has meant a succession of real tax rates on interest
payments of 3.75%, 12.5%, 1.25%7 and 15%. These benefits are
part of a policy of reducing the cost of foreign resources and
stimulating the <contracting of foreign loans. They are an
incentive for local firms to substitute domestic credit sources,
and for multinational firms to substitute foreign loans for
direct investment.

A recent IPEA study of the impact of this tax legislation,
however, concludes that the elimination of this bias would have
little effect on the multinational corporations' financial poli-
cies. This does not imply that fiscal aspects are irrelevant ta
the preference shown for credit operations. Yet the most rele-
vant aspects of fiscal policy behind this behaviour have more to
do with traits common to any tax legislation than with the spe-
cific aspects of the Brazilian case~-the fact that interest pay-
ments are accounted as costs in calculating the subsidiary's
profits, and that remittanées corresponding to repayment of the
principal are not subject to taxation.

It should be emphasized that there are other faétors——per—
haps of greater relevance than the above-mentioned tax incentives=-
capable of explaining the multinationals' preference for loans.
We refer particularly to the fact that credit operations between
the parent company and the subsidiary confer greater flexibility
in the repatriation of funds and involve less risk. First of all

because the contractual obligation assures a flow of resources
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out of the country, independent of the subsidiary's operational
performance. And secondly, becaﬁse the remittance of profits

and the return of risk capital are more subject to government
controls than are loan and interest paymenté. Indeed, Brazilian
legislation itself corroborates this insight of the multinational
corporation by allowing (Law N9 4131) for the possibility of
limiting profit remittances and prhoibiting the return of capital
in the case of serious balance-of-payments imbalances, while
explicitly assuring--even under such circunstances—- fulfillment
of the foreign debt service.‘ There is no point however in
ascribing to this legal mechanism, the explanation for the policy
adopted by the foreign firms. Indeed, it would be ingenuous to
imagine that a change in the law would affect their behaviour.
The point is that the foreign companies know that it is politi-
cally easier for local governments to put the clamps on profit
remittances and capital returns than on debt service payments.
The former would be a sovereign decision of a national state
counterposed to a specific group of foreign investors; the
latter, in one way or another, would involve a unilateral
declaration of moratorium éo which the international financial

community could not remain indifferent.
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TABLE 4.1

NORTHEASTERN PETROCHEMICAL COMPLEX

DISTRIBUTION OF INVESTMENTS BY PROJECT
SIZE AND CONTROL OF EQUITY CAPITAL

A B c D
' ' Average Control of
Total Number —of a Investment per Equity
Investment Enterprises Enterprise " Capital
(%) (Index)
lst Group 55,4 3 277 PETROQUISA
2nd Group 39,8 9 66 Average participation

of 1/3 for each
type of partner

3rd Group 4,8 3 24 Local Capital
TOTAL 100,0 15 100

Sources: PETROQUISA and BNDE (National Economic Development Bank).

(a)The Central Units for Utilities and Raw Materials of the
Northeastern complex were considered as a single undertaking.
As explained in the text, one of the projects does not fit any

of the three groups.

TABLE 4.2

NORTHEASTERN PETROCHEMICAL COMPLEX
PERCENTAGE DISTRIBUTION OF THE VOTING
CAPITAL STOCK ACCORDING TO THE SIZE
OF THE INVESTMENT?

1st Group 2nd Group 3rd Group Total
PETROQUISA 70 32 31 54
Local capital 23 36 57 30
Foreign firms 7 32 12 | 16
TOTAL 100 100 100 100

(a)The project in which PETROQUISA is associated with a foreign firm
without the participation of other local partners, not taken into

account in Table 4.1, is included in the 3rd Group.

e
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TABLE 4.,3.

NORTHEASTERN PETROCHEMICAL COMPLEX

NEGOTIATION PROCESS FOR THE FORMATION

OF ENTERPRISES, ACCORDING TO TYPE(a)

Type of Enterprise Type of Negotiation
A B Cc Total
lst Group 1 - 2 3
2nd Group 4 3 2 9
3rd Group 3 - 1 4
TOTAL 8 3 5 16

(a)The Central Units for Utilities and Raw Materials of the
Northeastern complex were considered as a single
undertaking. The project in which PETROQUISA is asso-
ciated with a foreign firm without the participation

of other local partners was included in the 3rd Group.



TABLE 4.4

NORTHEASTERN PETROCHEMICAL COMPLEX

COUNTRY

OF ORIGIN OF THE

FORE IGN

PARTNER AND OF THE TECHNOLOGY USED

% of the

90

Foreign Foreign Process
Enterprise Partner Capital Engineering Holder
A - - United Kingdom United Kingdom
Japan Japan
USA
B - - Japan Japan
USA Canada
c - - Holland Holland
UsA
D Japan 33 Japan Japan
E USA 3 France France
F - - Japan Japan
United Kingdom United Xingdom
G USA 30 USA USA
Japan Japan
H Holland 20 Holland Holland
Japan
I USA 40 USA USA
Holland
J W. Germany 33 W. Germany W. Gernmany
Several(a) 13 Japan Japan
L Several(?) 13 USA UsA
Japan Japan
M Japan 30 Japan Japan
N Japan 33 Japan Japan
0 Japan 33 USA UsA
P USA 33 USA USA
Q Japan 30 Japan Japan
USA France
USA
(a) Indirect participation.
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4.5

NORTHEASTERN PETROCHEMICAL

COMPLEX

TOTAL INVESTMENT: USES AND SOURCES OF FUNDS

Use

Equipment
Domestic
Imported
Engeenering and Know-how
Domestic
Foreign

Other expenses(Construction,

facilities, financial costs,etc)

TOTAL
Source

Own funds

Ordinary shares

Preferred shares (SUDENE's
fiscal incentives)

BNDE - Financing contracts
Other sources in Brazil
Foreign credits

TOTAL

US$

Million

417.2
196.9
200.3
117.6
46 .3

71.3

634.7

1,169.5

288.3

199.8
336.9

63.3
281.2

1,169.5

91

Percentage

54.2

160.0

24,7

17.1

28.8

24.0

100.0

100.0
47.2
52.8

100.0
39.4

60.6

Souce : BNDE and PETROQUISA.
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TABLE 4.6

SOURCES OF FUNDS FOR INVESTMENTS IN THE

STEEL INDUSTRY IN THE PERIOD 1972-1976¢3)

Uss$
. Million Percentage
Own Funds 542 42
Domestic Financing (BNDE) 121 10
Foreign Financing (IDB, IBRD
and bilateral credits) 620 48

TOTAL 1,283 100

Source: BNDE.

(a) Enterprises: USIMINAS, CSN and COSIPA.
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TABLE 4.7 -

PERCENTAGE OF THE BOOK VALUE OF EMBRAMEC'S,

FIBASE'S AMD IBRASA'S PARTICIPATION IN

JOINT VENTURES WITH FOREIGN CAPITAL

IN DECEMBER 1979

Embramec Fibase Ibrasa Total

Voting Shares 58.0 13.4 44,8 15.9
Preferential Shares 6.0 40.9 30.4 30.7
TOTAL 8.6 26.8 33,1 24,7

Source: Relatorio do BNDE.
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5. SOME CONCLUDING RUEMARKS

The drive of the capitalist economies towards the external
market can be seen as the result of the dynamics of oligopolistic
industries with a growth potential far superior to the growth
rafe of their domestic markets. To firms in such industries,
the export of commodities arises as an alternative to the diversi-
fication of their activities.,

The export of capital by the firm - by which we mean the
undertaking of investment abroad and which does not necessarily
imply export of capital by the economy as a whole - arises from
this same process which induces the export of commodities, It
is true that, insofar as excess of internal accumulation is con-
cerned, one could suppose that this surplus would be continuously
absorbed within the country in which capital is accumulated by
building up productive capacity destined for the supply of ex-
ternal markets. The pressure to substitute the export of capital
for the export of commodities, however, may arise from the
process oonligopolistic competition.

It is necessary to distinguish here between the investment
directed to the production of raw materials and that directed to
the productioq of manufactured goods. The former 1is sqmetimes

undertaken for quite a simple reason: it is the only way to assure

1 What is assumed here 1is that capital surplus may be restricted
to individual industries. This situation may occur either in a
context of an excess of aggregate demand or in circumstances of
insufficient aggregate demand, provided only that the complecte
mobility of capital between industries is ruled out. Therefore,
the drive of capitalist cconomies to export does not depend on
particular conditions of aggregate demand, nor on an overall
surplus of capital.
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the supply of inputs required by the manufacturing industries,
since some developing countriesvlack the necessary capital, tech-
nology and entrepreneurship,. In the general case, however, the
investment represents a move towards vertical integration by an
industrial consumer of a specific raw material, which could
otherwise be obtained in the international market, and hence
plays an important role in the process of competition in oli-
gopolistic industries.

As to the manufactured goods, the process of oligopolistic
competition, which accounts for the decision to substitute the
investment abroad for the export of manufactured goods, can take
place either in regard to specific national markets or on a
worldwide scale.

The protected national market - in particular, the
transformation of a non-protected market into a protected one
through the imposition of higher tariffs - constitutes the most
obvious case in which the access to a external market requires
investment abroad. In fact, if such a market is chosen by a
foreign firm as an outlet for its growth potential, it has to

. . 2 . .
be tackled from inside. However, the competition between firms

2 The importance of tariff barriers and other kind of import con-
trols as an inducement to direct investment has been emphasized
by many of the recent theoretical and empirical studies on the
subject. See, for example, A.E. Safarian, Foreign Ownership in
Industry, 2nd edition, University of Toronto Press, 1973; D.T.
Brash, American Investment in Australian Industry, Cambridge,
Mass.: Harvard University Press, 1970; M. Wilkins, The Maturing
of Multinational Enterprise, Cambridge, Mass.: Harvard Univer-
sity Press, 1974; R.E. Caves, "International Corporations: the
Industrial Economics Foreign Investment", Economica, vol. 38
( 1971) pp. 1-27; T.D. Horst, "The Industrial Composi-
tion of U.S. Exports and Subsidiary Sales to the Canadian Mar-
ket," AER, vol. 62 (Mar 1972) pp. 37-45 and C.A. Michalet, "La
Multinationalisation das Entreprises Frangaises," Revue Econo-
mique, vol. 23 (Jul. 1972) pp. 648-68.
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oriented towards the external market may induce some of them to
invest in a specific national market, even in the absence of any
change in the tariff policy, either to gain some advantage because
of the proximity of the market, or to counteract a similar move by
some of their competitors.3 The existence of such advantages may
induce a potential exporter to steal a march on their competitors
and actual exporters by investing in the country in the first place
instead of exporting to it.

Since the oligopolistic national industries of different
countries become increasingly oriented towards the external mar-
ket, the oligopolistic firms gradually extend the recognition of
mutual market dependence beyond national boundaries. Since their
horizon becomes world-wide, the balance between them must be
maintained on an international scale; the share of the market a
firm must preserve refers to the world market. As a result,'the
move of a multinational firm into a national market may reflect
rather a step in the process of world-wide competition than a

specific exclusive interest 1n this particular national market.

3 The role played by oligopolistic competition and by follow-the-
leader practices in the process of establishing subsidiaries
abroad is emphasized, for example, in F.T. Knickerbocker, Ol1i-
gopolistic Reaction and the Multinational Enterprise, Cambridge,
fass,: Harvard University Press, 1973 and R. Vernon, "The Loca-
tion of Economic Activity" in J.D., Dunning editor, Econonic
Analysis and the Multinational Enterprise, London: Allen & Unwin,
1974,

4 As Knickerbocker, op.cit., suggests, when one or more rivals of
a firm take steps in relation to a specific foreign market, they
could imperil not only the income the firms 1is earning in this
market but also the entire competitive equitibrium within the
industry if these rivals, as a consequence, acquirce capabilities
beyond those they already had.
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A question which arises from the new international
character of the oligopolistic industry is the possible effect
upon its productive structure., In fact, the flexibility re-
sulting from the spread of its productive activities, its world-
wide horizon, the international scale of oligopolistic competi-
tion and the diminishing importance of its original market may
induce some redefinition of its locational patterns. Changing
from a market-oriented locational tradition to locational cri-
teria which emphasizes the reduction of production costs, the
international industry would concentrate some productive process
in one or more countries and would export from these productive
units to the "world-market."” Recent experience provides some ev-
idence that such a tendency may be arising.5 It seems, however,
too early yet to evaluate its effectivgness.and importance. This
depends basically on the future evolution of national states, in
the context of a world economy based on the international oligo-
polistic industry.

The preceeding comments have focused on the overseas exu-
pansion of the multinational corporations through direct foreign
investments and the establishment of overseas subsidiaries. These

considerations should indeed precede an analysis of the so-called

5 See, for example, Vernon, op.cit., G.H. Heleiner, '"Manufac
tured Exports from Less-Developed Countries and Multinational
Firms", EJ, vol. 83 (Mar. 1973) pp. 21-47 and G. Adam, "Multi-
national Corporations and World Wide Sourcing" in H. Radice
editor, International Firms and Modern Imperialism, Penzuin
Books, 1975. Vernon suggest that this process occurs mainly
in industries in which product differentiation no longer plavs
a role as a basis for oligopoly and scale economies are no:
important, In this case, firms have to resign themselves to
some degree of genuine price competition and the question of
costs takes an added importance.
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new forms of foreign investment. Since the establishment of
subsidiaries 1is the prevailling mode of foreign expansion,
alternative forms of participation in these markets should be
viewed as a departure from the predominant p&ttern.

The new forms of foreign investment can be grouped under
two major headings. The first, involving some from of
licensing, covers licensing and technical assistance agreements,
franchising, management contracts and turn-key and product~in-

line operations. The second involves joint-venture operations,

in which the equity capital is shared between local and foreign
partners.6 The first case implies indirect participation of
the foreign firm in a specific national market, through
participation in the local producer's appropriation of surpluses
over production and sales costs. From an accounting perspec-
tive, it does not involve participation in the local firm's
profits, since payment related to licensing operations are
computed in the calculation of its profits. In addition, while
it is actually an appropriation of part of the surplus
generated by the market in question, its size and existance are
determined independently from the size of the surplus (in this
respect, it is similar to interest payments on loans takén by a
company). The decision to undertake a joint venture, on the
other hand, impliecs acceptance of the sharing of profits

generated in a specific market.

6 We see no reason to consider international subcontracting as
a new form of foreign investment. As for loans madc by
the home company to a subsidiary, thesce operations do not
essentially differ from equity capital investment (this
issue was discussed In section 4.3).
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Both forms of foreign investment are undoubtedly
preferable to the absence of the market, since they both assure
participation in the surpluses it generates. However, one
would not expect these forms to be preferablé to access to a
market through a totally controlled subsidiary, if

the multinational corporation's overseas expansion is a
means of absorbing part of the firm's internal accumulation
which does not find easy investment opportunities in markets
where it is already operating.

In the case of licensing, therefore, it seems reasonable
to assume that this form will more often be undertaken by small
firms unable to face the risks or the financial burden of
investing abroad and by those large firms which incidentally
lack the required funds and/or the managerial capacity to
establish a subsidiary abroad or opt for directing their funds
and managerial services to alternative investment
opportunities.7 For larger firms, however, acceptance of
indirect presSence in a specific national market may be
explained not only by the desire to appropriate part of the
surplus generated there, but.also by the need to avoid
weakening their.world—wide competitiveness and market position
through a drop in its position in this national market, vis-a-vis

their competitors.

7 See for exemple T.0. Horst, "Firm and Industry Determinants

of the Decision to Invest Abroad: an Empirical Study",
R. Ec., Stat, Vol. 54 (Aug. 1972) pp. 258-66 and B. Wolf,
"Industrial Diversification and Internationalization: Some

Empirical Evidence", JIE, Vol. 26 (Decc. 1977) pp. 177-91, for
empirical evidence that larger firms are morec likely to
invest abroad than smaller ones and that average firme size
is more strongly associated with both domestic industrial
diversification propensity and the propensity for producing
abroad than with the export propensity.
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The increasing frequency with which multinational
corporations have been resorting licensing arrangements thus
seems to be a result of: (i) the advance of industrialization
processes in Third World countries and the résulting spurt.of
investment opportunities, which makes 1t impossible to
participate with subsidiaries in all the emerging national
industries at once, whether due to lack of investment funds or
lack of managerial resources; and (ii) the new world-wide
dimensions of oligopolistic competition, which obliges the
multinationals to gain a hold on participation, even 1if
indirect, in specific national markets. In any case, it may
be suggested that the alternative of participating in certain
national markets through licensing arrangements with local
producers, while increasingly common, still comes out as seccni
best in the multinational corporations' competition and grow:th
strategies.

As for the setting up of joint ventures, this option 1is
likely to reflect the same factors which lead the multinational
firms to establis overseas subsidiaries. It would be
necessary, however, to investigate case-by-case the particular
circumstances leading to this type of undertaking with local
partners. Joint ventures may be chosen when the'foreigﬁ'
investment is not seen as an outlet for the firm's internal
accumulation and is not designed to supply local markets, but
is aimed rather at increasing the fim's control over the
production of raw materials and inputs to be used by the
investing multinational firm itself. The lack of required

funds and/or managerial scrvices, as in the case of licensing,
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may also account for some joint ventures. They may otherwise
be induced by the multinational's‘lack of knowledge about a
particular country or by its intent to ingratiate itself with
the local government or public opinion-especially when it is
investing in a country which is not within its home country's
sphere of influence. Furthermore, joint ventures may be forced
upon the multinational firms by national government.

In any case, except that where it is aimed at assuring
the multinational's control over its raw material and input
supplies, the joint venture option is also a second-best from
the point of view of the firms' expansion strategy. As with
licensing, the growing recourse to this form of investment 1is
mainly a result of the new world-wide dimensions of
oligopolistic competition, which often demands the presence
of a multinational corporation in certain countries, independent
of any specific interest in profits to be generated in the
respective markets. By the same token, the global scope of
operation of these oligopolies favors efforts aimed at the
global organization of necessary raw-material and input
supplies; and, as was stated above, the production of these
inputs in association with other firms is perfectly congruent
with this objective. Other equally important factors in the
choice of joint ventures over the establishment of fully-
controlled subsidiaries include, as was mentioned, the attempt
to ingratiate itself with local governments, as well as
governmental decisions which tend to induce, or even oblige,

the association of foreign firms with local partners, either
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public or private. In this context, the recent growth of the
number of joint ventures can alsoibe attributed to: (i) the
movement of multinational firms towards markets beyond their
home country's sphere of influence, which induces the adoption
of operational forms that will facilitate both their insertion
into unfamiliar environments and their relation with national
government with whom close ties have yet to be established;
and (ii) changes in specific national government policies
which seek to strengthen local participation in the country's
economic activities.

In Brazil, there seems to be no doubt that the
establisment of joint ventures during the 1970s is above all
a result of governmental policy during the period. This is
not to say that there have not been many cases of spontaneous
association between local and foreign capital, independent
of incentives or requirements based on governmental economic
policy. Yet these cases seem to be isolated experiences.

As a phenomenon worthy of analysis, the establishment of
joint ventures has reflected a reactive behaviour of the

ha
multinational corporations in reponse to governmental policy

decisions and directives.
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APPENDIX A: THE EVOLUTION OF LEGISLATION ON FQREIGN

INVESTMENT IN BRAZIL

1. Legislation until 1962

The free flow of foreign capital and earnings thereon
were first restricted by Decree-Law n? 9 025, enacted on 27
February 1946. The official document limited remittances of
profits, interest and dividends to 87, and repatriation of
funds to 207, of the foreign capital duly registered with the
Foreign Exchange Department of the Banco do Brasil. Remit-
tances of profits, interest and dividends exceeding the 8%
mark were considered capital transfers.

Six months later, these provisions of Decree-Law n?

9 025 were temporarily suspended by the Superintendency of
Money and Credit (Superintendencia da Moeda e Credito —
SUMOC) Instruction n? 20 '"due to the favorable conditions on
the exchangg market”". Although this Instruction was subse-
quently reséinded in June 1947, the provisions of the Decree-
Law did not come back into effect.

In 1952, however, Decree n?® 30 363, established on 3
January, reinstated the provisions of Decree-Law n® 9 025
concerning foreign capital. It also stipulated‘that remit-
tances of earnings over the 87 allowed would be considered
repatriation of capital, and canceled the right to make fur-
ther remittances if those already made surpassed the capital

brought in from abroad, plus the 8% relative to profits,
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interest and dividends. It should be stressed that this
renewal of restrictions coincidéd with the appearance of
serious balance-of-payments problems. In 1951, the defi-
cit was the highest it had been since the end of World War
IT.

In spite of the worsening balance-of-payments dis-
equilibrium (the deficit in 1952 was twice that observed
in 1951), Law n? 1 807, dated 7 January 1953, repealed the
articles contained in Decree-Law n? 9 025 having to do with
remittances connected to the foreign capital 1in Brazil.

At the same time, Law n? 1 807 established a new
approach toward remittances by setting different exchange
rates: (1) a fixed rate for remittances tied to loans/fi-
nancing and investments held to be of special interest to
the domestic economy, up to the respective limits of 87 and
107 of the capital registered, and (2) a flexible rate for
remittances beyond the set limits or linked to investments
without priority ranking from the national sténdpoint. In-

"special interest" were defined as those allo-

vestments of
cated to the implementation of government approved plans for
the economic development of regions characterized by unfavor-
able climate or backward conditions, or to the éstablishment
and expansion of energy, communications and transportation
services.

From then until the enactment of Law n? 4 131 in 1962,

all additional legislation was aimed at encouraging the inflow

of foreign capital. Outstanding among this legislation were
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Instruction n?® 113 of 17 January 1955 and Decree n?® 42 280

of 16 September 1957, which aufhorized foreign investors to
import machinery and equipment, without exchange cover, for
activities considered essential to the domestic economy.

This same Decree also regulated foreign borrowing and the
financing of imports without exchange cover. It stipulated
that the official exchange rate would apply to re@ittances

for the amortization and payment of interest (1) on loans and
financing for investments regarded as essential to the coun-
try's economic development or national security and (2) on
other loans and financing authorized by SUMOC. 1In the case

of the financing of imports without exchange cover, amortiza-
tion and interest payments could not exceed 87 per year and
depended on the balance-of-payments situation. Exchange pri-
ority was granted, however, to the importation of equipment
and parts for investments considered essential to the country's
development process and national security. Finally, currency
investmentsiand loans from abroad, together with the associated
earnings, enjoyed absolute freedom of movement on the free ex-
change market. The system introduced by Decree n® 42 280 came
to an end with. the adoption of Instruction n® 204 of 1961,

which unified the exchange market.

2. Laws n9s 4 131 and 4 390

The current regulations governing the utilization of

foreign capital and profit remittances stem from Law n? 4 131,
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enacted on 3 September 1962, This Law, together with Decree
n? 53 451, which guided it, revived restrictions contained

in eerlier official documents. Thus, with respect to profit
remittances and the repatriation of capital, limits were set
at 10%Z and 20%, respectively, of the value of registered in-
vestments. Profit remittances over the established ceiling
were considered repatriation of capital. It was also speci-
fied that should there be a serious balance-of-payments dis-
equilibrium or solid motives for expecting the imminent occur-
rence of such a situation, SUMOC could prohibit the repatria-
tion of venture capital for a limited period of time. In such
a situation, royalty and technical assistance payments could
be held to a maximum 57 annual share of the gross income of
the firm, though it was explicitly stated that there would be
no restrictions on the remittance of amortization and interest
payments relative to duly registered loan contracts.

As to the fiscal treatment of profit and dividend re-
mittances, Law n? 4 131 established that these would be sub-
ject to withholding at the rates in effect for dividends on
unregistered stock certificates, with an additional 20% charge
foreseen in the case of firms engaged in activities regarded
as less essential to the domestic economy. Moréover, firms
were not to be allowed to purchase foreign exchange for re-
mittances on more favorable terms than those applicable to
imports in the general category.

Note that Law n? 4 131 controlled, for the first time,
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remittances related to technology transfers to Brazil. Con-
tracts had to be registered by way of justifying remittances,
and the effectiveness of the technical assistance appraised
by SUMOC. The absorption of the imported teéhnology was pro-
moted via tax breaks.

Although placed within a law whose main concern was
the restriction of profit remittances, the previsions on tech-
nology transfer sought to provide incentives, aloggside these
restrictions, to the absorption of technology, even creating a
differential incentive structure in accord with the essential-
ity of the industry to which the technology was directed. 1In
this respect, Law n® 4 131 limited to a maxirmrum of 57, over a
five-year period, corporate income tax deductions for remit-
tances corresponding to the importation of technology, with
amounts exceeding the established limits being classified as
distributed profits. The responsibility for setting the de-
ductions allowed the various industries fell to the Ministry
of Finance, which used Directive n® 436 of 30 December 1958
for establishing the level of these deductions.

While technically a mere regulatory statute under Law
n? 4 131, Decree n? 53 451 introduced important modifications
with respect to the control of technolozy trarnsfer. It not
only limited to five years the period during which contracts
could legally generate remittances, but also restricted the
amount of these remittances to 27 of the manufacturing cost

or 27 of the gross income from the sale of the product.
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Law n® 4 131 was altered by Law n? 4 390 of 11 Sep-
tember 1964, which is still in ecffect. On the one hand, the
new text removed the limits on the repatriation of capital
and on profit remittances stipulated in the previous docu-
ment. At the same time, however, it limited (to 8% of the
registered capital) the remittance of profits derived from
foreign capital investments in the production and provision
of goods and services for sumptuary consumption, to be de-
fined by Executive decree (since no such decree exists, the
limit has never been observed). On the other hand, the new
law maintained the emergency restrictions on profit remit~-
tances (107) and technology transfer payments (5%) in case
of a serious balance-of-payments disequilibrium, as well as
reaffirming the full right to remit loan installments and
interest. Finally, by repealing Decree n? 53 451, the new
law abolished the limit of 27 of the costs or gross incone
of a firm for the payment of royalties and techmical assis-
tance.

As for the fiscal handling of profit and dividend
remittances, Law n9® 4 390 introduced a supplementary tax to
be levied whenever the average remitted over a three-year
period surpasses 127 of registered investments and reinvest-
ments. The shares to be collected are: 407 on profits be-
tween 127 and 157 of the registered capital, 507 on profits
in the 15-257%7 bracket, and 607 on those over 25%. The pro-
vision of Law n? 4 131 that allowed a 207 surtax in the casc

of firms engaged 1n less essential activities was maintainced
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(a tax never charged, due to these activities not being
defined). Note that, according to Article 77 of Law n@
3 470 of 28 September 1958, incorporated in Decree n?®

76 186 of 2 September 1975 (Income Tax Regulation), the

perceived income including capital gains on investments
in foreign currency — of individuals residing/domiciled,
or corporations located, abroad are subject to a withhold-
ing tax of 257. Brazil maintains tax agreements with cer-
tain countries, however, that lead to lower percentages
(usually on the order of 157) for the remittance of divi-
dends and/or interest. These countries include West Ger-

many, Austria, Belgium, Denmark, Spain, Finland, France, Ja-

pan, Norway, Portugal and Sweden.

3. Legislation on the Transfer of Technology during the 1970s

Under the Industrial Property Code of 1971, technology
agreements must be approved by INPI; when payments abroad are
invélved, the agreement must also be registered with the Cen-
tral Bank. The registration by INPI is required to remit
technology payments abroad, to deduct such payments against
income tax, and to prove the working of patents and trademarks
registered in Brazil in order to avoid forfeiture or compul~-
sory licensing.

Although the 1limit of five years for technology con-
tracts established by Decree n? 53 451 was abolished by Decrec

n? 55 762, INPI's practice during the early 1970s continucd to
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be to approve an agrecment for a maximum of five years,
which might then be renewed for another maximum of five
years 1if justified by the applicant, but usually at a lower
rate of payment (these are also the time liﬁits for tax de-
ductions related to technology expenditures accepted by the
Ministry of Finance). As to payments, INPI has considered
each case per se, observing, however, a maximum scale of
payment based on the tax-deduction ceilings established by
Directive n? 436 of the Ministry of Finance, which varies
for different sectors, ranging from 17 to 5Z. 1In the case
of trademark licenses, the payment ceiling is 17 of the net
sales value. Furthermore, INPI will not approve technology
contracts that contain restrictions on the production, mar-
keting or exportation of products, or on the importaticn of
intermediate inputs required for their manufacture (export
restrictions are allowed, however, for areas where the licen-
sor has exclusive license agreements for industrial property).
Nor will the Institute accept agreements requiring the licensee
to use only the trademark of the licensor. Finally, INPI will
not accept confidentiality clauses beyond the terms of the
agreement, or.permit the licensor to control the sales price
of the product,.

In September 1975, INPI announced its Normative Act
n? 15, which established new directives for technology con-
tracts. These were classified as iicensing agreements for

patcents or trademarks, agreements for the supply of industrial



technology (intended for the production of consumer goods
and materials), agrecements for‘tcchnical~industrial coop-
eration (intended for the production of capital goods) and
specialized technical service agreements. The Institute
also revised its practices relative to the duration of 1i-
censing contracts, the period of validity being in accord
with the protection of the industrial property rights. As
to agreements for the supply of technology ard technical-
industrial cooperation, the duration should be determined

by the time needed to enable the recipient to master the

technology. Finally, the contractual duration for special-
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ized technical service agreements was to be the time required

to render the services or complete the project.
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JOINT VENTURE SECTOR STATE  ENTCRPRISC LOCAL PRIVATE CAPITAL FORCIGN CAPIIAL
Aracruz Celulose S.A. Pulp BNDE - 42% + 22% Oivind lLorentzen (Bermuda)
. Fibase - 12 + 431 Brasvcan, {Canada)
Bristh Amnerican Tobacco (U.K.)
Sibra - Eletrosiderurgica Brasileira Metallurgy| BRDE - 35% + 25% Empreendinentos da Bahia Argentincan Capital
Usinas Siderirgicas de Minas Gerais - BNNT - 28 + 46% ‘
Usiminas fetallurgy| Sidarbras Nippon Stee) {Japan) - 19%
Usiminas Mecanica - Usimec Machinery | BNDE - 57% + 59% Nippon Steel (Japan) - 5%
Usimninas ~ 21% Ferrostal (¥. Gerany) - 102
Madef S.A. Ind. e Comercio iMachinery | Embramec -~ 287 + 23% B.D.C. internatioral (U.K.) - 427
Maguinas Piratininga S.A. Machinery | Embremec ~ 14% + 47%) Unibanco Davy Internaticnal (U.K.) - 203
Apolo Mocanica e Estruturas Metallurgy| Embramec -~ 0% + 912} Peixoto de Castro - 60% Yutaka Steel Industries (Japan}
C. ltoh (Japan)
Howa do Brasil Ind. Mecinica Machirery | Embrazec - 3% + 40%{ Abran {control) Howa Machincry (Japan)
Rockwell (U.S.A.)
Centrex S.A. Fixagoes Mecdnicas Machinery | Embramec ~ 07 4100% F. Pratt Engineering - 307
B.0.C. International - 257 (ing.)
Radio Frigor Importadora Machinery | Embramec - 0% +100%] Frigoria - 35% Bitzer Kuehlmachinenbau {W. Gersany) - 12
Renk Zanini S.A. Equip. Indl. Machinery | Embrerec - 14% + 0¥ | Zanini - 51% Zahnradwerk Rank {W. Germany) - 253
ccH - 10%
AKZ Turbinas - Yachinery | Embramec - 16% + 0% ; Zanini - 54% AEG Telefunken (W. Geemany) - 355
Digicon S.A. Controle Eletronico Electrical| Embramec - 0% + 52%] Investel Repres. e Partic. Gavazzi Spa {I%2ly)
Equip. Nordic Trading Investment inc. (F
Randon S.A. Velculos e Implementos Machinery | Embremec - 0% 4 28%f Randon (control) Kockums Mecanisia Verkstads (Sweden)
Alje Fiquinas Operatrizes S.A. Machinery | Embrzmec - 5% + 48%! Banco Bozano Simonsen de Karl Stolzer Maschinenfabrik {W. Garmany)
Inv., .
Alagoas tfat&rias-Primas e Farmaccuticas|Chemicel Fibase - 247 + 55 f. Hoffman - La Puche & Co. {Surtzerlanc
Agos do Brasil S.A, Ind. e Com. Metallurgy; Fibase - O + 572 Bundy Corp. (L34}
Braskraft S.A. Florestal e Indl. Pulp Fibase - 0 + Fg% Bueno Vidigal Contincntal Croup !nc. (USA)
Henrigue Lage Salineira do Kordeste Mining Fibase - 0 + 60% Oronzio de Nora lrpianti Sletirachimici
WAL (Italy)
Polimetal Ind. e Com. S.A. Vetallurgy| Fibese - 66% 4+ O Macedo Soares Mannesmann A. G. (4. Germany)
Cia, de Celulose da Bahia Pulp Fibase - 75% + 85% J.G.C, Corp. (Jaran)
Cia. Internacionel Fiduciaria Chemicals | Fibzse - 0 + 78% Roche Miranda (control) Royal Insurance & Co. (U.K.)
Cia. Nacional de Defensivos Agricolas [Chemicals | Fibase - 271 + 0 Nororha Brasil Rhone - Ponlens S.A. (France)
Brasilinvest
Cia. Parajbuna de Hetais Hctél)urgy Fibzse - 8% + 100% | Torquato Com. e Ind. - 60% Union Minidre {3&1gica) - V&7
Societe Generale ¢& velqicue (Belgic) - 1€
Pating N. V. {“etherianc;
Cia. Brasileira de Antibidticos Chemicals | Fibase - 14% + 100% { Osmar Xanel - 35% Cia. Ind). Produtera de Arntibicticos (For
. - tugal) - 352
Eucatex S.A. Ind. e Com. VWood prod-| Ibrasa - 0 + 721 | Maluf Brascan Ltd. (Canada)
ucts
Minasplac S.A. Ind. e Reflorestamento Ibrasa - 6% + 21% Brazilian Equity Holding (Luxenburg)
N Tesa Tableros de Encalipio S.A. (Penatia)
ferragens e lamingao Brasil S.A. Metallurgy) Ibrasa - 0 + 22%  Forsa (control) Fallek Products Co. Inc. (4%4)
Malter Kicce 4 Co. Inc. (USAj
Sifco do Brasil S.A. Ind. Metalirgicas |Fetallurgy: Ibresa - 31% + 22% Smith Vasconcellos {control)| Sifco Industries Inc. (USA)
Alpina do Brasil S.A. Maq. e Inp. AgriciMachinery | lbrasa - 0 + 47% Alpina S.N.C. (Italy)
Bicicletas Caloi S.A. Transp. Ibrasa ~ 0 + E6% Atelias de la Motobecane S.A. (France)
equip. 2%
Hatsuta Suzuki Indl. Machinery | lbrasa - 437 + 53% Hatsuta Industrial Co. Ltd. {Japan)
HMetalac S.A. Ind. e Com. Metallurgy| lbrasa - 0 + 872 Julio Nicko Stand Press Stell Co. (USA)
Swat Ind. de Abrasivos S.A. Machinery | lbrasa - 0 4+ 95% Banco Lcondmico de Investi- | Cia. Financicre de Paris et des Pays - Bi
. mentos (France)
Abraham Furmahovich
Bergamo S.A. Madeira Cia. Indl. Furniture | Ibrasa - 6% + 642 Brazilian Equity Molding {Lurxouhurg)
Geara Com. ¢ Ind. S.A Comme rce Ibresa = 0 + 382 Geopar (control) Sumitomo Shoji {Japan)
Yulcabrds S.A. Ind. e Com. Clothing Ibrssa ~ 0 + 20% . Banque de 1' Indochine (France)
Cla. Brasileira de Filmes Sukura Ibrasa - 50% + 627 Renato Monteiro (4%) ¥onishiroku Fhoto Industry (Jupan) - 3C2
Okura & Co. Ltd. (Japan)
petroquimica Unido S.A Chemicals | Petroquisa - 687 Hanna Mining Co. (USA)

International Finunce Company - 3%
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JOINT VENTURE

SECTOR

STATE  ENTERPRISE

LOCAL FRIVATE CAPITAL

FORCIGN CAPITA

Nitriflex S.A. Ind. c Com.
Politeno Ind. ¢ Com. S.A.

Ciquine - Cia. Petroquimica

Pronor - Produtos Organicos S.A.
CPC ~ Cia. Petroguinica do Camagari

Acriror - Acrilomitrila do Nordeste

Oxiteno S.A. Ind. e Con.

Politirasil S.A. Ind. e Com.
Polialden Petroquimica S.A.

Nitroéarbonu S.A.
Salgema Ynd. Quimica S.A
Polipropileno S.A.

Poliglefinas S.A. Ind. e Com.

Isvcienatos do Brasil S.A.
Petrocoque S.A. Ind. e Com.

Colorthenc Ind. e Com. Ltda.
Polidina Ind. e Com. Ltda.
Oxiteno Kordeste

Copenor - Cia. Petroquimica ¢ Nordes-

te
Cia. Ind. Quimicas do Nordeste - Ciqui-
ne

Arafertil - Araxd Fertilizante e Produ-
tos Quimicos

Minas d'E} Pey Dom Pedro S.A.

Celulose Nipo - Brasileira S.A. -
Cenibra

valesul Aluminio S.A.

Empreendimentos Florestais S.A - Floni-

bra
Cia. Kipo-T.asileira de Pelotizagdo

Hinas da Serra Geral S.A.

Cia. Hispano - Brasileira de Pelotiza-
¢ao

Cia. Italo Brasileira de Pelolizagdo
Ferritas Magnfticas S.A - Fermag

Aluminio Brasileiro Ltda.

Cheriicals

Chemicals
Chemicals

Chemicals

Chemicals
Chemicals

Chemicals

Chemicals

Chemicels
Textiles

Chemicals

Chemicals

Chemicals

Chemicals
Chenicals

Beverages
Chemicals
Chemicals
Chemicals
Chcﬁicals

Chemicals

Mining
Pulp

Fei,.a'l lurgy
Pulp

Metallurgy

Mining

Hettalurgy
Metallurg
Chemicals

tetallurgy

Petroquisa - 703
Petroquisa - 30%
Petroguisa
Fibase - 0 + 16%
Petroquisa
Petroquisa

Petroquisa - 41%

Petroquisa - 23%

Petroquisa - 47%
Petrequisa

Petroquisa
Petroquisa

Fibase
Petroguise - 302

3

Petrogquisa ~ 28

Petroquisa ~ 40%
Petrobras - 35%

Poliolepires
quisa) - 403

(Petre-

Poliolepinas (Fetro-
quisa) - £0:

Oxiteno (Pelrojuisa)
~ 100%

Vetanor (Fetroguisa)

Ciguini Petrogquimica
(Petroquisa)
Pegrofertil {Petro~
bras)

Fibase/ENDE

Cia. Vale do Rio Do-
ce - 517

Cia. Yale do Rio Do-

ce
Cia. Yale do Rio Do-
ce -~ 702

Cia. Vale do Rio Do-
ce

Cia. Vale do Rio Uo-
ce - 51%

Cia. VYale do Rio Do-|
ce ~ 5%

Cia. Vale do Rio Do-
ce ~ 517 .
Cia. Yalc co Rio Do+
ce - 517

Cia. Yale do Rio Do+
ce ~ 203

Cia. Vale do Rio Do+
cc - St

Itap, Suzano, Nordesguimica
(40%)

Camargo Corrca
Petroguimica da Bahia

Petroquimica dz Bahia

Camargo Correa

Fisiba - 187

Lekab S.A. -~ 23%
Ultra - 232

Pronorte - 6%

Banco Economico da Bahia
Petroquimica da Bahia - 27%
Rocha Miranda ~ 274

Ewaldo Luz

Cia. Suzano de Papel - 20%
Cevekol - 20%

Unipar - 24%

Petroquimica da Behia ~ 20%

Universal - 2525
Yotorantim ~ 15%

Paskin

Camargo Correa

Hugo Gouthier - 19%

Hascarenhas-Barbosa-Roscoe
- 403

%

Goodycar Tire & Rubber Co. (USA)

C. Ttoh & Co. (Japan) ~ 107
Sumitopo Chewicel (Japan) - 20%

Nissho - Iwai Co. (Japen) - 4%

Friedrich Flick K. 6. (M. Cermany)

Mitsubishi Chemical Industries (Japan)
Rissho - Iwai Co. {Japan}

Rhone - Poulenc (France)
Techint Enginecring {1taly)
Mitsubishi Rayea (Japon)

Holcon International Inc. (USA) - 103
International Finance Corporation

Royal Dutch - Shell (U.K} - 43¢

Mitsubishi Rayon (Jdapan)
Kissho ~ Iwai Co. Ltd. (Japan)

DSM - N.W. (Hetherland) - 218
Du Pont (USA)
Imperial Chemical Ind. (U. K.)

Hational Distillers & Chemical Corp. (US
- 283

Bankancrica Corp. {LEA)

International Financ
Du Pont (U3A} - 433
Alcan Aluniniun (Canaoi)

Hational Distillers % Chemicel Zorp. (US
Hational Distillers & Cremical Corp. (US

International Finance Corsoration

{itsubishi Gas Ch czl (Jepan) - 22
‘arubeni Corp. {(dzpan) - 12

iitsubishi Chemical Industries {Japan)
Bunge & Born (Argentinaj

Goldfieds of South Xfrica - 20%

Japan EBrazi) Peper znd Pulp Fescurces

Development (Japan)
Peynolds Metals Co. {USA)

Royal - Dutch Shell (U.K.)
Japan Brazil Paper and Pulp hesources
Development (Japan)

Yawasaki Stell Corp. (Jepan)

Kobe Stell Ltd, (Janzn)

Nippon Kokau Co. Ltd. (Japan)

Hippon Stell Co. Ltg. (Japan)

Sumitomo Metal Industries {Japan)
Yawaszki Stell Corp. (Jepan}) - 25%
Ritsubishi Nining & Ccrent (Jopan) - 64
¥anematsu - Gosho Ltd. (Japan)

Homura Trading Co. (Japan)

Instituto NKacional de Industria (Spain)
434

Finaziara Siderurgica Spa -~ Finsider (!
ly)

Terrox ein - und Verhaufs (. Gerwany) -
40%

Light Metals Saetter fssociation {Jujon!
fHtsul Aluminium (Capan)

Shova Denbo Co, Lid. {epan)

Rippon Light Metal ((anang

HOIC: wnen twuo percentages arg associated with the fove sharcholder, the first indrcates nolang shares

SOURCES: BNDE, PETROBRAS, VALE DO RIO DOCE, GUIA INTERINVEST.

.
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and e Tecond, preferential Tshares
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