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INTRODUCTION

Upon President Collor�s inauguration (March 1990) the monthly
rate of inflation was 81%. The new economic measures to fight

inflation made up the so-called Collor Plan I. In a nutshell, these new
measures were: (a) the country�s currency, the Cruzado Novo, was
replaced by the Cruzeiro (Cr$ 1.00 = NCZ$ 1.00); (b) 80% of financial
assets of the private sector were frozen for 18 months, receiving during
this period a real return of 6% a year (the prevailing rate of inflation
plus 6%); (c) an extraordinary tax on all financial transactions; (d)
indexation of taxes (on income and on manufactured products); (e)
elimination of most fiscal incentives; (f) increases in the prices charged
by public enterprises; (g) liberalization of the exchange rate and a
gradual opening of the economy to external competition; (h) temporary
freezing of prices and wages; (i) extinction of several federal government
agencies, and an announcement that the government planned to lay-
off over 300 thousand public servants; (j) stimulus to the privatization
program and beginning of the deregulation of the economy (Baer,
1995 and Ferreira da Silva, 1991).

It was only natural that the above mentioned measures led to a
sharp fall in the economy�s liquidity. Thus, the supply of money fell
from 30 to 9% of GDP (between March and June), bringing about a
strong cut in retail trade and industrial output. The rate of inflation
which had reached 81% in March, fell to 9% in June. However, public
opinion�s pressure and government�s fear of a recession prompted a
quick remonetization of the economy. As the government had
exempted several sectors or firms from the liquidity crunch, granting
credits and accepting that taxes be paid in frozen currency, while its
expenditures were made in the new currency, in less than two months
the supply of money which had declined to 9% of GDP, rose to 14%.

Due to the temporary tax on financial transactions and the freezing
of financial assets, which during some time relieved the government
from the payment of interest on the internal debt, it was possible to
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have a budgetary surplus for a short time. But, as these measures
could not permanently solve the fiscal problems of the government,
this one attempted to lay-off a large number of public servants. Such
an attempt was unsuccessful because the 1988 Constitution had granted
tenure to government servants who had worked for more than five
years. Moreover, the Constitution had increased the transfer of funds
from the federal government to the state and municipal ones, and thus
aggravated still further the fiscal problems of the Union.

In the second half of 1990 inflation had risen again and in January
1991 its rate was 20%. The government then launched a new
stabilization plan. This new plan, known as the �Collor Plan II� basically
consisted of a new freezing of prices and the creation of new financial
instruments to replace the �overnight�. The yield of these financial
instruments was to be based on a reference rate − TR, which was
calculated taking into account expected future rates of private and
federal papers. The government�s idea in setting up this scheme in lieu
of the old ones (indexation schemes) was to eliminate the �inflationary
memory�, making it possible for expectations of falling inflation rates
to be embodied into current price formation. (Baer, 1995).

The measures in Collor II Plan had a short-term impact on prices:
the monthly rate of inflation fell again from 21% in February to 6% in
May 1991. Later on, under a new Minister of Economics, prices were
liberalized and the control of inflation was carried out through a strong
increase in real interest rates. Governmental policy was very much
influenced by the so-called �Washington Consensus� of early 1990.
There were advances in the objectives of deregulation, privatization
and opening up of the economy.

The difficult relationship between the Executive and Congress
which prevailed till the impeachment of President Collor in the second
half of 1992 prevented the achievement of the fiscal adjustment that
was necessary for coping with the budgetary disequilibrium.

The following indicators (Table 1) show the poor performance of
the economy in the years 1990-92, when inflation dropped in 1991,
rose again in 1992, and agriculture and livestock partially compensated
for the fall in industry in 1991 and 1992.
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TABLE 1
Yearly Rate of Growth of Real GDP, GDP per Head, Agriculture and

Livestock, Industry, and Inflation, 1990-92 (%)

Real GDP GDP per head Agric.& Livestock Industry Inflation

1990 4.4 6.4 3.7 -8.0 2,740

1991 1.1 0.8 2.8 -0.5 445

1992 0.9 2.7 5.3 -3.6 991

Source: Basic data from IPEA, Perspectivas da Economia Brasileira 1994.. Rio de Janeiro: IPEA,
1993, pp. 699-700 and 724.
Note: Inflation measured by the IGP-DI = General Price Index [Internal Availability], (Fundação
Getúlio Vargas).

1 PICE: INDUSTRIAL AND FOREIGN TRADE POLICY

In the Medida Provisória (Executive Decree subject to Congress
approval into law) no 158, of March l5, 1990 the Government linked
the industrial policy to its strategic objectives such as raising real wages
in a sustained way and promoting a greater opening and deregulation
of the economy. It was also stressed that the industrial policy was to
aim at maximizing the rate of productivity growth. Therefore, it was
deemed crucial that a radical reform take place regarding the scope
and policy instruments hitherto used, as in the past industrial policy
did not have the promotion of efficiency among its principal aims.

That initial proposal was amplified in the document �Diretrizes
Gerais para a Política Industrial e de Comércio Exterior � PICE� (General
Guidelines for the Industrial and Foreign Trade Policy), of June 26, 1990.

Guidelines, objectives, legal and institutional organization1

The General Guidelines stated that the objective of industrial policy
is the increase of efficiency in production and commercialization of
goods and services, through the modernization and restructuring of
industry. Moreover, it asserts that the new policy requires forms of
governmental action and regulation of economic activity that differ
markedly from those that prevailed throughout the process of import

1 A great deal of the remarks on the industrial policy in the Collor administration
draws freely on Guimarães (1992).
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substitution. It emphasizes particularly that in this new phase market
forces will have to be used in a more effective way in order to induce
the modernization of the industrial sector as well as improve the forms
of production organization and labor management.

The implementation of PICE was to take into account the following
strategies: (i) gradual reduction of tariffs and elimination of widespread
incentives; (ii) competitive restructuring of industry; (iii) strengthening
of new sectors through greater specialization of production; (iv) planned
exposure of industry to external competition; (v) improvement of the
technological capability of the national firm, through selective protection
of high-tech industries, and support of the diffusion of innovations to
other sectors.

Three programs would assist the implementation of the PICE: (a)
the Program of Industrial Competitiveness (PCI), to foster the
development of high- tech industries and the restructuring of
industrial sectors and services that can attain prices and quality levels
by international standards; (b) the Brazilian Program of Quality and
Productivity (PBQP) which is structured on subprograms such as for
consciousness and motivation, development and diffusion of
modern managerial methods, training of human resources, etc; (c)
the Program of Support to the Improvement of the Technological
Capability of Industry (PACTI), namely, establishing networks of
technological information, upgrading the technological infrastructure,
training of human resources for the improvement of technological
capabilities, etc.

Finally, the PICE would count with the following instruments:

a. financing policy for fixed capital formation, improvement of
technological capability and foreign trade;

b. export policy − creation of mechanism for the financing of
exports of goods with a long cycle of production through the
establishment of a Foreign Trade Bank; simplification of bureaucratic
procedures; revision of tax structure;

c. import policy − use of customs duties as the sole instrument of
import policy; reduction of customs duties over the period 1991/94;
creation of anti-dumping mechanisms;
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d. use of the purchasing power of the State − generation of demand
for high-tech sectors and fostering joint public and private research projects.

It was also foreseen that PICE would include a policy for the defense
of competition. For that purpose, a revision of the anti-trust legislation
(Law 4137/62) was proposed.

The General Guidelines stated that the implementation of the PICE

required the revision of the legislation inherited from past
administrations such as Decree-law 2433/88 (New Industrial Policy of
the Sarney Administration), Law 7322/84 (National Informatics Policy)
and Law 5772/71 (Industrial Property Code).

At the very beginning of the Collor administration there was the
preoccupation of dismantling the system of protection and incentives
built up throughout the past decades: to revoke exemptions and
reduced taxes used in sectoral special import regimes; abolish non-
tariff barriers; start the gradual implementation of a tariff reform, cutting
rates and their degree of dispersion. The important exceptions were
the drawback system, imports of goods for the informatics sector, and
imports by the Manaus Free Trade Zone.

Throughout 1990 and 1991 further legal measures detailed and
implemented some of the proposals put forward in the General
Guidelines for PICE. These measures related to fiscal incentives, financing
by official credit institutions, purchases by federal agencies and state
enterprises, and the concept of domestically-produced capital goods,
which will be discussed later on.

Simultaneously with the new legal measures dealing with the
industrial policy there occurred many important modifications in the
industrial set up that formulated and implemented this policy. With the
creation of the Ministry of Economics, Finance and Planning (MEFP) at
the beginning of the new government, the Planning Secretariat at the
Presidency of the Republic and the Ministry of Industry and Commerce
were declared extinct. Thus, the new Ministry of Economics became
responsible for the formulation and implementation of the PICE.

However, a few instruments and mechanisms of industrial policy
remained under the responsibility of other ministries, such as:
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i. Ministry of Justice − the National Institute of Industrial Property
(INPI); the National Institute of Metrology (INMETRO); and the National
Secretariat of Economic Rights (SNDE) [in charge of competition policy].

ii. Science and Technology Secretariat − the Financing Agency for
Studies and Projects (FINEP), [financing of technology]; National Council
for Informatics and Automation (CONIN); Special Secretariat for Informatics
(SEI), later on Department for Informatics Policy and Automation; and
the Technology Department.

iii. Regional Development Secretariat − the Superintendence for
the Development of the Northeast (SUDENE); Superintendence for the
Development of Amazonia (SUDAM); Superintendence for the Manaus
Free Trade Zone (SUFRAMA), and the National Council for the Export
Processing Zones.

Within the Ministry of Economics, Finance and Planning the
agencies dealing with industrial policy were put together in the National
Economy Secretariat, as follows:

a) Industry and Trade Department (DIC);

b) Foreign Trade Department (DECEX), which comprised (i) the
Technical Coordination of Tariffs (CTT), [which took over the functions
of the extinct CPA] and (ii) the Technical Coordination of Foreign Trade
(CTIC), [which replaced CACEX];

c) Supply and Price Department (DAP).

Side by side with the above described organizational framework
the new administration attempted to establish a few mechanisms of
liaison and exchange of information between the government and
firms. The creation of Executive Groups for Sectoral Policies (GEPS) was
foreseen. According to the General Guidelines for PICE their main objective
was to discuss and submit to governmental decision measures concerning
the application of mechanisms and instruments of industrial policy. Also,
GEPS were expected to stimulate the interaction of the several firms in
each industrial complex. As GEPS were never put in place, their functions
were transferred to the Sectoral Chambers (Law 8178/91).

The main task of the Sectoral Chambers was analyzing the cost
and price structure of sectors and specific productive chains with a
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view to advising the Ministry of Economics on the task of supervising
price flexibilization after the freeze introduced by Collor II Plan. Later
on their tasks were amplified, and besides price issues they were also
entrusted with medium- and long-term issues of their own sectors.
Twenty-nine Sectoral Chambers were created, and at times they were
divided up in workgroups dealing with special subjects.

Both the PBQP and the PCI also had the participation of the private
sector. Within the PBQP a National Committee for Quality and Productivity
(to give the global strategic orientation and carry out periodic
evaluations of the Program) and General and Sectoral Subcommittees
were established, the tasks of the latter being the management of actions
and specific projects. Upon the announcement of the PCI in February
1991, an Entrepreneurial Commission for Competitiveness (CEC) was
created. Afterwards the CEC was transformed into the Consultative
Entrepreneurial Council for Competitiveness (CONCEC). Representatives
from the public and private sectors were expected to discuss national
strategies for competitiveness, governmental programs, etc.

Targeting Policies2

Among the initial changes in industrial policy was the revision of
the informatics policy. At once there was a reduction in the number of
products for which it was necessary to obtain permission to import or
produce domestically (Decree 99541/90). This indicated the
commitment to terminate the market reserve at the foreseen date.

The incentives to the informatics sector are covered by Law 8248/
91. For the purpose of granting incentives this law defines the Brazilian
firm of national capital, which among other characteristics of the
nationality and residence of shareholders states that no less than 51%
of the voting capital should be in the hands of Brazilian citizens, and
that they should have the power to effectively manage the firm,
including the decisions of a technological nature.

The most important incentives are:

2 This part deals almost exclusively with the informatics sector.
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I. deduction of up to 50% of the income tax due, in the fiscal years
1992-97, of the amount of expenditures made in the country on R&D

activities, either directly or through agreements with research centers
or universities;

II. exemption of the IPI (Industrial Value Added Tax) on capital
goods and accessories, including industrial automation and data
processing equipment, either imported or made in Brazil, up to 1999;

III. accelerated depreciation, calculated by the application of the
accepted rate of depreciation multiplied by 2, on top of the normal
depreciation of capital goods, up to 1999;

IV. priority in the financing by federal financial institutions for fixed
investments, expansion and industrial modernization;

V. preference in the purchases by agencies directly or indirectly
controlled by the Federal Government.

Instruments and auxiliary policies

(1) Trade policies

Exchange rate − The main characteristic of the exchange rate
policy introduced by the Collor administration was the floating exchange
rate. This was a novelty after a long period of daily minidevaluations
through which the Central Bank attempted to prevent abrupt oscillations
caused by high rates of inflation.

The country was in a moratorium but it was obvious that it would
eventually have to resume to service on its foreign debt. Therefore,
the Central Bank accumulated enough reserves to revert the trend
towards overvaluation started in early 1989, and forestall the expectation
of a maxidevaluation. For this reason, the foreign exchange system
after March 1990 was closer to a system of managed rates than to one
of floating rates, although without a rule for intervention as in the past.

To sum up, the trade-off between a tight monetary policy and an
exchange rate policy that in the medium term would enable the return
of foreign debt servicing, led to strong and sudden fluctuations in the
exchange rate and in the interest rate, in accordance with the objective
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of the moment: liquidity control or recuperation of the real exchange
rate. (Horta, Piani and Kume, 1991). It is not difficult to see that both
the exchange rate and monetary policy followed in the Collor
administration were not conducive to the implementation of the PICE.

Tariffs − As regards customs duties there was in June 1990 a
reduction in the rates of tariffs on textiles, agricultural inputs and
machinery, chemical inputs and capital goods which were not produced
domestically. On 1/31/91 Regulation 58 of the Ministry of Economics
announced a general tariff reform, following a time-schedule of gradual
reductions, which were to go on up to 1994. In February 1992
Regulation 131 of the Ministry of Economics revised the time-schedule,
anticipating tariffs foreseen for 1993 and 1994, (Table 2), as shown
below:

TABLE 2
Time-schedule for the Reduction of Tariff Rates

Initial schedule 1990 2/15/91 1/1/92 1/1/93 1/1/94

Modified schedule 1990 2/15/91 1/1/92 10/1/92 7/1/93

Average rate (%) 32.2 25.3 21.2 17.1 14.3

Modal rate (%) 40 20 20 20 20

Standard deviation (%) 19.6 17.4 14.2 10.7 7.9

Source: Guimarães (1992, p. 4).

The objective of the tariff reform was to make it the sole instrument
of import policy, since all forms of non-tariff barriers had been
eliminated.

Export Incentives − These incentives are of two types: fiscal and
financial. The fiscal incentives are mainly related to the income tax − IR
and to indirect taxes, that is, the IPI and the ICM (Value Added Tax on
Turnover of Goods). The Collor administration in most cases reenacted
past legislation, chiefly the one passed in the Sarney administration.
The reason for reenactment of some measures included in earlier
legislation is that the Collor administration at its outset abolished many
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export incentives, and subsequently revised these decisions, mainly
by Law 8402/92.

With respect to the financing of exports the National Treasury was
authorized to charge fees which fell below the cost of raising the funds
necessary for the Program for the Financing of Exports (PROEX), whose
objective was to increase the competitiveness of Brazilian exports. In
other cases the Treasury was allowed to grant the financial agent an
incentive equivalent to the coverage of the higher differential between
the financial charges negotiated with the borrower and the cost of
raising the funds (Law 8187/91).

Mercosur − The creation and development of the Mercosur has
become an important instrument of trade policy regarding the exports
of Brazilian manufactures, mainly in the case of exports of capital goods
and automobiles to Argentina.

On March 26, 1991 the Treaty of Asunción between Argentina,
Brazil, Paraguay and Uruguay defined as its objective the creation of a
Common Market by December 31, 1994. This target would later be
considered too ambitious and a longer transition period was established.

(2) Financing − The BNDES System continued to be the sole source
of medium- and long-term investment financing, either in the expansion
or modernization of productive capacity, or in improvement of
technological capabilities.

For the purpose of official financing, as well as granting of fiscal
benefits and procurement by federal agencies the capital goods and
the high-tech goods which have a domestic content of no less than
60% (Regulation of the Ministry of Economics 126/91) are considered
as domestically produced.

(3) Incentives

Investment − The incentives to investment were basically related
to exemption of the IPI on new capital goods and accessories, including
industrial automation and data processing, either imported or
domestically-produced (effective up to 3/31/93); credit of IPI on raw
materials, intermediate products and packaging used in the manufacture
of those goods; accelerated depreciation, calculated by the application
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of the usually accepted rate of depreciation, multiplied by 2, on top of
the normal depreciation of capital goods used for industrial production,
and incorporated in the fixed assets before 12/31/93. All these
incentives were granted by Law 8191/91.

Technological development − Incentives in this area are those
granted in the Sarney administration (Decree Law 2433/88 and Decree
96760/88), a and maintained by the Collor administration. The Collor
bill that reestablished fiscal incentives to R&D activities remained two
years in Congress and only passed in 1993, as will be seen later.

Regional development − The incentives to enterprises in the areas
covered by SUDENE, SUDAM and the State of Espírito Santo are those
foreseen in previous legislation, and which were maintained by the
new administration, with minor changes.

With respect to the Superintendence of the Manaus Free Trade
Zone (SUFRAMA) a few changes were introduced in the previous
legislation, the major ones being:

a) exemption of port fees on imports of inputs for the production
of goods for exports (Law 8367/91);

b) exemption of IPI on informatics goods (Law 8387/91) provided
that the firm invests annually on R&D at least 5% of its gross turnover;

c) a ten percent increase in the IPI rates on products that constitute
the priority sectors of the Free Trade Zone (consumer electronics,
motorcycles, tricycles, watches, typewriters, calculators, copiers, etc)
[Decree 613/92].

As regards the Export Processing Zones (ZPEs) [Decree-Law 2452/
88] the major changes introduced were:

a) definition: areas of free external trade, reserved for the installation
of firms for the production of goods and services to be exclusivelly
sold abroad, being considered primary zones for the purpose of customs
control (article 1, with wording of Law 8396/92);

b) conditions for the operation of ZPEs: prohibition of installation
in ZPEs of firms whose projects are a simple transfer of industrial plants
already established elsewhere in the country (article 5, with wording
of Law 8396/92).
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Small −  −  −  −  − and medium-sized firms − The Collor administration
started out by terminating several programs of support to small- and
medium-sized enterprises. Later on, SEBRAE − Serviço Brasileiro de Apoio
à Pequena e Média Empresa (Brazilian Service of Support to Small- and
Medium-Sized Enterprises), a private entity (financed by a 0.3% levy
on the payroll of firms), came into being.

In 1991, BNDESPAR (the venture capital branch of the BNDES system)
decided to create the Technology-based Business Capitalization
Consortium (Contec) in order to support small and medium sized firms
that base their productive activity on the systematic application of
scientific and technological knowledge and on the utilization of
techniques that are considered innovative and/or pioneering.

Contec operates either directly, subscribing shares of firms, or
indirectly through the Regional Venture Capital Companies (CCRs), i.e.
privately controlled companies, which are located and operate within
a radius of 200 km from technological poles.

(4) Regulation/competition policies

Defense of competition − By Law 8158/91 the National Secretariat
for Economic Rights (SNDE) was put in charge of overseeing and
proposing measures to correct distortions in the behavior of sectors,
firms, and establishments in order to prevent among other things: price
fixing; barriers to entry of competitors; impediment to access of
competitors in inputs, equipment, technology or distribution channels;
regionalized control of the market by firms or groups of firms; formation
of conglomerates or economic groups, all with a view to inhibit free
competition. Whenever SNDE detects practices against competition and
a firm does not comply with its instructions it can recommend through
the Council of Economic Defense (CADE) penalties which can go as far
as the expropriation of the firm.

Labor relations − Wage policy during the Collor administration
was limited to setting nominal readjustments in the minimum wage.
The better favored segments of the labor force were expected to
negotiate their readjustments, despite the recession (Urani, 1993). In
this sense, the Collor era spelt the end of the populism of the Sarney
administration. Although no major change occurred in terms of labor
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policy firms had to adapt themselves to the opening of the economy,
and this obviously had a considerable impact on capital − labor relations,
collective bargaining and the labor market.

The defensive restructuring of firms induced by the stabilization
policy and commercial liberalization adversely hit the labor market.
The rate of unemployment for the country as a whole rose from 2 to
6% between January and March 1992 (data from IBGE), and in the State
of São Paulo it went from 5 to about 10%, according to SEADE. This
indicator, unfortunately, does not take into account the informal sector,
which in Brazil is composed of part of the self-employed workers and
wage earners who do not have a work book (carteira de trabalho), i.e.
do not maintain legal employment relations.

In the adjustment process, firms intensified negotiations within
the firm, fired less skilled workers, and kept the skilled ones. Such an
adjustment took place mainly in the industrial sector. As a result, a
different type of relationship evolved between firms and those workers
who were retained, namely, firms kept the purchasing power of wages
relatively stable, in exchange for reductions in working hours and greater
productivity from workers. Consequently, the total number of worked
hours underwent a reduction greater than the one in the level of
employment. While real wages in industry were kept relatively stable
since 1990, real wages of both formal and informal workers in the
economy as a whole have fallen continuously. It seems that the stability
of real wages in industry was the result of a decision of the firms to avoid
increasing the dissatisfaction of their core workers (Amadeo, 1992).

Privatizations − At its outset the Collor administration embarked
upon a program of privatization within the framework of Law 8031 of
April 12, 1990. There had been privatizations in the previous
administration, but they were on a modest scale. Now, the objective of
privatization was chiefly linked to the objective of modernization of
the State and the Brazilian economy.

Two points were clearly spelled out in the National Privatization
Program (PND): (a) the connection of privatization with the public deficit
− the fiscal goal of privatization was to be the purchase of the public
debt, and not to finance the government deficit; (b) the sale of state
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monopolies and state enterprises − the possible negative impact that
the transfer of these enterprises to the private sector could have on
the social welfare was expected to be countered by the industrial and
commercial policy which was geared to competition and would make
concentration of power in a few private groups more difficult. (Pinheiro
and Oliveira, 1991).

Among the state enterprises to be privatized during the Collor
administration the most important were located, in decreasing order,
in the following areas: steel making, petrochemicals, and fertilizers. At
December 1990 prices, these firms represented total assets worth US$
8.3 billion, total sales of US$ 4.6 billion, total net worth of US$ 5.6
billion, and a labor force of 54 thousand people.

Although privatizations carried out in that period had ultimately a
positive impact on the steel sector, increasing its productivity and
competitiveness, they were basically conceived to reduce the public
debt and diminish the size of the State.

Economic infrastructure − The crucial role of economic
infrastructure − mainly, transportation, energy and telecommunications
− in providing externalities to industrial firms is well known. In the case
of Brazil, at the start of the Collor administration, economic infrastructure
as a whole had undergone a very severe deterioration, the worst cases
being in the area of highways, railroads and ports. Table 3 shows the
investments in infrastructure by state enterprises in the period 1980-
1993. They are a good indicator of the decay in the sector as they
account for the bulk of investments made.
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TABLE 3
Investment in Infrastructure by State Enterprises

(US$ billion)

Year Telecommunications Energy Transportation Total

1980 1.966 4.563 2.538 9.067

1981 1.825 3.270 2.515 7.610

1982 1.951 4.566 1.780 8.297

1983 1.672 4.771 1.818 8.261

1984 1.604 3.222 1.818 6.644

1985 1.705 2.934 1.523 6.162

1986 1.927 3.487 1.265 6.679

1987 1.790 4.148 1.190 7.128

1988 1.776 2.870 2.410 7.056

1989 2.310 2.269 653 5.232

1990 1.647 1.258 327 3.232

1991 2.999 1.749 172 4.919

1992 2.783 1.533 244 4.561

1993 2.600 1.101 267 3.967

Source: CEEG/IBRE/FGV-RJ cited in Ferreira, (1995).

Except for highways, all other sub sectors of economic infrastructure
operate through public enterprises. Therefore, among the possible
solutions for coping with the growing difficulties of generating,
transmitting and distributing electric power, providing
telecommunications services, railway services, port services, etc, the
government considered privatization, either of the supply sources or
of the provision of services by means of concessions. Privatizations
had to wait till later, as these services, by the Constitution, had to be
provided by the State.

In the meantime, the administration strove to get rid of a few legal
impediments. Its most conspicuous attempts were:

I. sending to Congress a proposal of amendment to the Constitution
(51/91), in order to restablish the National Highway Fund (made up
mainly by taxes on the consumption of liquid fuels, and abolished by
the 1988 Constitution);

II. sending to Congress Bill 08/91, which foresaw: the deregulation
of ports (mainly as to the hiring of services for loading and unloading);
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decentralization of decisions of port management by the concessionaire
(public companies); free competition between ports through rate setting
by each of them. The Bill was approved in late 1992, and became
known as Ports Law.

The investment program of the new administration in the area of
economic infrastructure for the period 1992/95 amounted to US$ 51
billion, at the 1991 prices, i.e. an average of US$ 12.8 billion per year,
or 3.2% of the country�s GDP in 1991. Eighty two percent of the planned
investments were concentrated on electric power and
telecommunications (Villela, 1993).

Education − The available data show that the country�s expenditure
on education throughout the eighties increased from 2.3 percent in
1981 to 4.3 percent of GDP in 1989. This ratio compares favorably with
other Latin American countries with similar levels of per capita income
like Chile, Mexico and Venezuela. However, the performance of the
system is very poor. By the end of the eighties the illiteracy rate was
close to 20 percent of the adult population, whereas the average for
those Latin American countries was 8.6 percent. Also, the number of
years of schooling in Brazil was 3.9, that is, 3 years below the average
for those countries, 6.8. The rate of school attendance was 74.3 percent,
whereas the average for those three countries was 88.7 percent. Finally,
the repetition rate in elementary school was 20 percent, in contrast to
6.1 percent, the average for those three countries. (Amadeo, 1993).

Because of the new technological paradigm the low level of
qualification of the Brazilian labor force became an important restrictive
factor to the expansion and modernization of the industrial sector. In
terms of schooling the profile of the Brazilian labor force is incompatible
with the requirements of flexible automation. About 40 percent of
industrial workers have no more than elementary education, and less
than 20 percent have completed the secondary level. There is no doubt
that the lack of basic-skills is the major problem of the Brazilian worker.
Basic education nowadays is an economic factor as important as the
machinery used in an industrial firm. Consequently, it is no longer a
concern and exclusive responsibility of the State, and should become
a major item in entrepreneurial decision making (Fogaça and
Eichemberg Silva, 1993).
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Despite the above summary of the serious deficiencies of the
educational sector, apparently no far-reaching measures were either
conceived or initiated in the Collor administration.

2 CRITICAL REMARKS ON PICE, 1990-92

It is useful to start with the critical remarks on the articulation
between industrial and macroeconomic policies. The lack of success
of Collor Plans I and II made difficult the reconciliation of the objectives
of macroeconomic policy with those of industrial policy in the areas
where they overlap, i.e. exchange rate, interest rates and fiscal policy.

− although the real exchange rate had its overvaluation reduced
in 1990/91 relative to the 1989 average, it remained overvalued
throughout the period of reform of the commercial policy
(the major snag being the definition of a rule through which
the exchange rate maintained a reasonable equilibrium taking
into account its impact on the level of protection and the
interest rates);

− monetary policy kept interest rates at exceedingly high levels,
thus increasing the cost of capital, discouraging productive
investment, and reducing the size of the market ;

− the fact that the fiscal crisis was not solved led to restrictions
that harmed the implementation of development measures
(financing and fiscal incentives) and the channelling of
resources to the scientific and technological system, education,
and investments in economic infrastructure (Suzigan, 1992).

Other aspects of interest are those related to the impacts of
liberalization measures, two of which will be discussed here. One of
them is that the fall in the degree of protection would lead to a fall in
producer�s mark-ups, thus contributing positively to the stabilization
program. However, this is not necessarily so, for at least three reasons,
as argued by Fritsch and Franco (1991):

i. until domestic content requirements are eliminated, tariffs will
only have the function of defining the costs of imports that happen to
go around the barriers erected by these requirements, with very little
impact on profit margins;
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ii. in the long run, should the liberalization program succeed, the
relevant competitive price to domestic producers depends not only
on the tariff, but also to a great extent on the real exchange rate. Given
the great threat of external disequilibrium because of the country�s
heavy dependence on imported oil and the high debt service, the
exchange rate policy is of paramount importance. Therefore, if for the
purpose of maintaining external equilibrium it were necessary to offset
the effects of a cut in average tariff by devaluing the exchange rate to
the same extent of the fall in the average tariff, the use of trade
liberalization as a device for stabilization would require not allowing
the exchange rate to be devalued to the full extent of the cut in the
average tariff;

iii. in order that imports have a sizable effect on prices of traditionally
protected markets, import penetration ratios in manufacturing would
have to reach far higher levels than those currently observed, and this
most likely will not be feasible in the short run given the external
constraints (Fritsch and Franco, 1991).

The other aspect is that the liberalization program did not foresee
any commitment with an aggressive export policy, as seen in the conduct
of the exchange rate policy, in the suspension of new contracts in the
BEFIEX program, as well as in the elimination of some export incentives
and financing mechanisms. This was in contrast to the experience of
other Latin American countries, which explicitly targeted exports by
liberalizing inputs used therein, both through import-to-export schemes
and export processing zones. Moreover, the success of the BEFIEX

program suggested that Brazilian liberalization could extend and
generalize such a program (Fritsch and Franco, 1991).

A few pertinent remarks by Erber (1991) will now be summarized
concerning competition versus competitiveness policies, entrepreneurial
behavior and progressive versus regressive adjustments, and
entrepreneurial behavior and technical progress. Erber stressed that
the PICE was to be implemented through competition and
competitiveness policies. Although the former was being promoted by
imports, which were subjected to declining tariff protection,
competitiveness depended on measures to foster investments, either
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in terms of productive capacity or in technology, which require time
consuming actions like legislative decisions or availability of resources,
both from the Treasury or from abroad. In other words, the maturation
period of measures to promote investment (and competitiveness) is
much longer than the one concerning competition measures.

However, as theory and entrepreneurial practice suggest that
uncertainty plays a stronger role in the decision to invest than the cost
of investment itself, there was a structural disequilibrium between the
intensity of the competition policy and the competitiveness policy,
namely, the former tended to be stronger than the latter in terms of
results (Erber, 1991).

Although the behavior of firms presents a high degree of inertia
(as the failures of several stabilization attempts indicate), it was pointed
out that they could change their behavior, and tread paths diverse
from those foreseen in the PICE. From the industrial standpoint, as
conjectured below, these paths can be of a �regressive nature�, in
contrast to a �progressive� path where firms, under the spur of
competition from imports, invest and seek to innovate.

Under the long standing conditions of oligopolization of the
Brazilian economy, it was stated that existing producers could merely
add import lines to their activities, which interfere little with their local
production, and have little impact on the productivity and
competitiveness of those activities. Furthermore, in the absence of
foreign exchange constraints and with an overvalued exchange rate,
�deindustrialization� might occur, and firms would be transformed from
producers into mere importers, as happened in Argentina. Commercial
and investment transactions among multinational firms facilitate this
type of behavior (Erber, 1991).

PICE aimed at simultaneously stimulating the entry of foreign
companies and the local capability to innovate. These are contradictory
objectives, as will be argued below.

In world terms, the Brazlian market is small, high quality human
resources are scarce, and the scientific and technological system is
below accepted standards, generating few externalities to firms investing
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in R&D. Consequently, it is only rational that multinational corporations
do not make these expenditures in the country, but preferably in their
home country.

The technological capability of multinational subsidiaries is limited
to production and sales, except in the rare cases of industrial activities
relying heavily on local raw materials. It is clear that although important,
this does not lead to innovations.

It seems that the Brazilian State is not in a position to induce
multinational corporations to modify their behavior and innovate in
Brazil (as desired by PICE).

As to local firms, the access to the scientific and technological
system of developed countries is also very difficult. Nevertheless, there
is room for a stronger action on the part of the State. These firms,
perhaps, can be induced to innovate if the outcome of this activity is
protected. For this purpose, there must be restriction on access to the
domestic market of those products that embody foreign technology. As
the cost of such a protection means higher prices to users, obviously such
a measure has to be selective, and applied to specific lines of products,
declining over time, and conditional on obtaining concrete results.

In this area the PICE industrial policy was characterized by a
disequilibrium between its mechanisms: on the one hand it intended
to stimulate innovation through cost reduction (investment in plant
and technology); on the other, it curbed innovation, having increased
the uncertainty of these investments by means of the unrestricted
competition from imported technology. Furthermore, this negative
impact was compounded by the recession.

In the end, Erber points out that the outcome of PICE would
probably be restricted to improvements in quality and productivity,
whereas the local capacity to innovate would be kept undeveloped.
Although these quality and productivity improvements are positive
results, they are nothing but an improvement on the results of the
former process of import substitution, and do not make possible the
transition to a more up-to-date and dynamic development pattern, that
relies on the country�s ability to innovate (Erber, 1991).
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