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IfI. URBANIZATION AND REGIONAL DEVELOPMENT

1. The Labor Market in a Rapidly Growing
Urban Zrea

2. Development Strategies for Northeast
Brazil






ASSCCIATION RECCNSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM

INTERNATIONAL DEVELOPMENT I INTERMATIONAL BANK FOR J INTERNATIONAL FINANCE

TO: Mr. Ernest Stern _ DATE: April 5, 1973
FROM: Pedro-Pablo Kuczynskff‘liﬁ
4
SUBJECT: BRAZIL - Research Proposals
1 A panel composed of Messrs. Ross, Pfeffermann, and myself

reviewed two research proposals on Brazil. Messrs. Avramovic, Panagides,
Scandizzo, Xutcher, English, Turnham, Mazumdar and Miss Sant'Anna also
attended. Mr. Duloy was present for the first meeting.

Belo Horizonte labor force

2. The panel supports this proposal, which fits in well with the
work planned by the Population and Human Resources Division on employ-
ment in urban arcas. The study will use data collected at the end of

1972 from a sample of 3,600 families comprising 19,000 individuals - about
one percent of the population of Belo Horizonte - in order to test various
hypotheses about what attracts migrants into the urban area and about the
nature of the labor force in the "unpraotected! sector. Although a major
part of the work will be done by Mr. Thomas Merrick from the Ford Foundation,
at present associated with the Development Center of the University of
Minals Gerais (CEDEFLAR), the proponents assured the panel that there
would be substantial involvement of Brazilians (namely an eccnomist and

a demographer) in the study. One ingredient which the panel believes
should be added te the project is provision for the survey - on which

the study will be based - to become periodic. With the rapid population
growth of Belo Horizonte, it would make sense to encourage arrangements
for a second and subsequent surveys of employment, income and migraticn
patterns.

Northeast Brazil regional studies

8. The panel strongly believes that a research effort on rural

poverty and income distribution in Northeast Brazil is of high priority.
Although the gross output of the Northeast grew somewhat faster than that

of Brazil as a whole in the 'sixties, it has fallen behind in the last

few years of very fast expansion in the Center and South. With about

30 million inhabitants, the Northeast accounts for one-third of the

Brazilian population (and 16 percent of the population of South America),-
but only for 15 percent of national output. Half the population of the
Northeast has a per capita income of only $50; inequities in the distribution
of income and wealth are sharper than in the rest of Brazil.

L, The panel felt that the original formulation of the DRC proposal
as presented to the first meeting needed some clarification. The nature
and coverage of the farm survey (p. € of the proposal and first item on
table on p. 12), which is the first stage of the proposed studies, was

ot sufficiently spclled out. The precise nature of the major questicns
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to be studied as a result of the survey data, although described on .
appeared to lack precision. In view of these comments, the DRC prepared
a reformulated first stage proposal (attached) which includes:

a. a survey of about 4,000 small farms spread throughout the
Northeast (possibly including the coastal Zona de Mata). The survey will
be conducted by the Northeast Development Agency (SUDENE). The participa-
tion of SUDENE seems to be assured, although confirmation of this will
have to be obtained in view of the fact that the Federal Planning Office
(IPLAN) recently informed the DRC that IPLAN was unable to come up with
its share of the collaborative staff required for the project;
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b. a study of the Northeast small-farm economy, drawing upon
the results of the survey. The study would hopefully permit policy
decisions on such subjects as the most appropriate farm size and land
tenure arrangements (by areas), the response of farmers to price incentives,
credit requirements, suitable technologies, and comparative advantages of
various crops. The vehicle for analyzing these various aspects would be a
model of the Northeast economy, concentrating initially on agriculture,
along the lines of the CHAC model in Mexico. The DRC emphasized that
the experience with Mexico would enable the same kind of work to be done
more expeditiously on Brazil.
5. The remainder of the propeosal - i.e. the wider Northeast model
and the industry aspects - would be postponed for the time being, until
progress on the survey and agricultural study can be assessed. The cost
of the first stage until the end of FY74 - i.e. survey and agricul tural
madel and study - was given by Mr. Clark as about $150,000, of which the
survey would account for $90,000. On this reformulated basis, the panel
believes that the project should be pursued. Clearly, there are a number
of difficulties in the way - chiefly the attitude of the Planning Office -
but these will probably diminish if we can demonstrate to the Brazilians
that the proposed survey addresses an important subject - which it does -
in a realistic and concrete manner. The matters which ought to be pursued
further in designing the study are:

a. 1its precise cost;

b. the role of SUDENE, and specifically who in SUDENE will be
responsible for supervising the actual field survey work; and

c. the major issues which DRC will have in mind in the work
following the survey.

Attachment

cc: 1. Those listed in para. 1
2. Members of the Research Committee
3. Messrs. Wiese, Skillings, Yudelman, Knox, Goffin, Tims, Hawkins, Keare
Duloy, Cauas



The 1limited objectives of the first stage of the proposed research project

are: (1) to collect survey information in order to evaluate the efficiency
of farms of different sizes and technological, geographic and
ecological conditions;

(2) to study, at the microeconomic level of the producer, exactly
what restrictions prevent resources from being channelled
directly to the rural poor as observed within a relatively
limited zone of the Northeast (for example, using the survey
data collected and additional field work within a single
muniecipio).

The initial stage of the research is designed to help the Bank identify
rural investment projects for FY '75 and FY '76, leading to the need for the
definition of an integrated regional development strategy as the next stage
of the research project. This addendum seeks to clarify certain aspects of
the SUDENE survey, to identify more precisely the information which will be

produced by the study, and to show its usefulness for Bank operational work.

1, _The SUDENE/ANCAR Survey
The Northeast survey of agricultural producers has been in the work

program of SUDENE for more than a decade but never implemented either for

lack of political support or the scarcity of qualified technical personnel.

The primary role of Bank personnel will be to give technical guidance about

sample design and selection, to revise and extend the focus of the question=-

aire and to aid in the processing and analysis of the survey results. Both

SUDENE and INCRA technicians feel that an effective land reform cannot be

designed without more precise information concerning the economic effielency of

different size farm units as they exist in different parts of the Northeast

at present. Furthermore, there is a lack of consistent microeconomic infor-

mation needed to simulate the consequences of a changing pattern of land

ownership on the demand for traditional and new inputs (including day labor),

on the likely supply elasticities for key crops and their effect on agricul-
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tural prices, factor employment and farm incomes. Yield estimates may
help identify agro-processing and export possibilities for surplus pro-
duction.

In order to davalopf this comprehensive picture, the SUDENE survey
will cover about 4,000 farms (an average of 100 farms in approximately
5 municipios selected in 8 Northeast states including Pernambuco, Rio
Grande do Norte, Paraiba, Alagoas, Ceara, Sergipe, Piaui, and parts of
Bahia and Maranhao.) SUDENE had planned to execlude the coastal sugar-
producing strip of the Zona da Mata (because INCRA had already begun to
implement parts of the reform in this zone.) However, SUDENE officials
have tentatively agreed to extend the sample to a few municipios of the
Zona da Matta so that complete coverage of the Northeast may be obtained.

As originally concieved, the questionnaire SUDENE had planned to
use was tested last year in a survey of 6 municipios draw from Ceara
and Pernambuco. The same SUDENE team and ANCAR agents will make this
year's survey. Last year's questionnaire included questions about:

location yis-a-vis market center

tenure classification

size of holding

land inventory by soil type

land use by soil type (annual crops, perennial crops,
pastures fallow, etc.)

irrigation infrastructure and potential investment opportunities

labor use and availability by family , permanent hired,
temporary, by season

labor contractual arrangements and wages

sharecropping arrangements

input usage and costs

structure and equipment inventory

production by crop

destination of output

prices received

livestock inventory

use of livestock; herd management

technology used for soil preparation, erosion control, planting
cultivation, harvesting

rotation patterns employed

We have discussed with SUDENE various modifications and extensions

of the questionnaire principally along three lines: (a) better input-
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output data by crop and season; (b) more precise information as to
destination of ocutput to determine extent of subsistence-level activity
and marketing arrangements; and (¢) questions from which to derive
estimates of the influence of risk on farm practices, adaptation and
the willingness to innovate. Furthermore, we will suggest other changes
in the organization of the questionnaire to permit easy and rapid trans-
formation of the survey data to a data processing medium. Computer
editing, testing and processing programs can be developed in advance
so this transformation can be expected to take one month. Hence we
expect that the survey results will be available for analytical use by

October 1973.

(2) Data Analvsis and Priority Studies
The first phase of this analysis will attempt to construct a

complete picture of the within-farm management and organization,
technical alternatives and operating costs of various farm types,
tenure systems and farm unit sizes in a selected set of subregions in
the Northeast. With a better definition of the factors limiting labor-
using agricultural development, the collaborating Brazilian researchers
and Bank project economists should be able to identify new investment
projects and sets of policies which will directly benefit the econom=-
ically isolated rural poor and the peasant imobilized by feudal practices.
Experience in other developing countries and ad hoc studies of the
Brazilian agriculture (see W. Cline, Ecopomic Consequences of Land Reform
in Brazil. North Holland, 1970) have shown that in many cases small
farms tend to be socially more efficient than large holdings both because
they utilize more promptly the fruits of technological progress and
because they provide more employment to human factors.1 Thus, the first

question to which the analysis of survey data will address itself is
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whether small farms are viable operations in Northeast Brazil and in
what geographical areas they appear to be efficient. The World Bank is
actively seeking to developf an analytical framework for identification
of projects in the fields of rural development, income distribution and
agrarian reform. Until we have learned much more about the institutional
constraints and are more familiar with the behavior of different types
of Northeast peasants, it would be unwise to go beyond the basic
analytical hypotheses and the general form of the analysis in an effort
to spell out precisely how each aspect of the analysis will be performed.
A wide range of stéétical techniques, aggregation steps, econometric
analysis and programming studies are likely to be undertaken in the couree
of the investigation. A number of theoretical studies have already been
stimulated by the early definition of the problem. We anticipate that
the process of data collection will suggest many further lines of research
whose solution may be applied to the problem of rural poverty both in
Brazil and in other countries.

It is our contention that better data will suggest new possibilities
for Bank projects. In order to provide concrete indications as to the
type of project which can be identified to channel resources to the
small farmers, we will begin by analysing the following subsets of

information from the survey:

geographical and economic concentration of land ownership
intensity of land use by classes of farms

relation of land quality to farm size

relation of tenure arrangements to efficiency
subsistence characteristics of small farms

1. For example, one of the indications of the Mexican study (CHAC) has been
that in many cases the only way to increase productivity and absorb more
labor at the same time may be through increasing the number of small farm
units rather than seeking economies of scale through consolidation of land.

2. See the footnote on page & of the proposal.
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The survey will include information about the attitude of small
farmers towards undertaking investments under different conditions of
uncertainty which will provide a basis for evaluating the possibility
of including insurance schemes in credit projects. In particular, for
the drought ridden area of the Sertao--where the technology is extremely
primitive because, inter alia, of the risk element--evaluation of the
possibility of joining credit with insurance might suggest a basic
policy package for a specific category of rural development projects.
Moreover, farms may be reorganized to distribute risk among a large
population of producers (colonization schemes, collectives, producer or
marketing cooperatives, equipment pools, shared input supplies (water,
fertilizer, technical knowledge, etc.)

Finally, SUDENE's primary objective for undertaking the survey is
their conviction that the questionnaire will precduce data which will
indicate the areas of the Northeast, the institutional requirements,
the most appropriate size and organization of farm types and the policy
packages which might be introduced in the next round of land reform.



INTERMAT]ONAL DEVELOPMENT | INTERNATIONAL BANK FOR | INTERNATIONAL F|NANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORAT| ON
TO: Messrs. Tims, Ross, Pfeffermann, DATE: March 29, 1973
Clark, Skillings, Turnham
FROM:
Pedro-Pablo Kuczynsk e
SUBJECT:

Brazil Research Proposals - Subcommittee Meeting

This is to confirm that the meeting on the two research
proposals (Northeast and Urban Employment) will be held in D448 at
L:30 p.m., April 2. | am sorry about the various changes of time,
but it has not been possible to accommodate everybody at other times.

We will start with the Northeast.

cc: Messrs. Cauas, Avramovic, Yudelman, Ray
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TO:

FROM:
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INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATON

OFFCE MEMORANDUM

Mr. Dragoslav- Avramovic, Chief Economist, LAC DATE: March 26, 1973

ERH

Murray Ross, Senior Economist, LAC, CPD IT

IRC Research Proposal for the Northeast of Brazil

With reference to your memorandum of March 23, 1973 on the
above subject, addressed to Mr, Wiese and myself, please be informed
that CPD II requests an opportunity to postpone its comments on the
research proposal until April 2, 1973,

We trust that the prior review panel can take place on
April 3 or L and still permit consideration of the proposal by the
Research Committee on April 5, as you indicated.



INTERNATIONAL DEVELOPMENT | INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND, DEVELOPMENT CORPQORATION

OFFICE MEMORANDUM

TO: Mr, P.-F. Kuczynski DATE: March 23, 1974
FROM: Anandarup Rayfkai

SUBJECT: Review of Research Proposals for FY1974

Will you kindly, together with Messrs. Murray Ross
and Wouter Tims, review the attached research proposalS and
prepare recommendations to the Research Committee for its
meeting on April 5.

_ I shall appreciate receiving your recommendations
by April 1. Please let me know the date of the meeting.

cc w/ attachment: Messrs. M. Ross, W. Tims

cc: Messrs. A. Stevenson, J.C. English, D. Keare
D. Mazumdar, D. Turnham

Ms. A. Sant'Anna
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Description of Project

(a) Problen

Cne of the most important problems in the general area of
employment in LDC's is the nature and working of the sector of the urban
1abor market of these countries which is variously described as the un-
organized, the informal or the unprotected sector. The rapid increase of
the population gainfully occupled in urban activities outside the largsr
establishments protvected by government leglslation or Trade Union rules
has been apparent to observers for some time. Recently the ILO BEmployment
Mission to Kenya helped to make this observation "official" by explicitly
drawing attention to it as a major area of concern.

Several hypotheses have been suggested to explain the growth of
the urban uporganized sector, the mora important of which are the following:

(i) The surplus labor hypothesis. Most commonly associated with thée
commentaries of ECLA, this hypothesis suggests that the urban
unorganized sector is the repository of labor fpushed out® of
agriculture due to population growth exceeding employment
opportunities in the latter.

(ii) The job expectation hypothesis. Migrants flock to the urban
market in the expectation of obtaining a high wage job in the
mprotected! sector and maintain themselves by working temporarily
in the unorganized sector while at the same time searching for a
more permansnt job.

(iii) The transient migrant hypothésis. Migrants come and work in the
unprotected urban market during the slack seasons of agricul=
tural activity with a view to augmenting their family incomse,

the major source of which continues to be agriculturs.

¢
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(iv) The additional worker hypothesis. A largs proportion of the

workers in the unprotected urban sector are not migrants but

sacondary workers from settled urban families who enter the

labor market to help the principal earner maintain a flexible

family incoms.

These hypothases have been studied by D. Mazumdar of the
Population and Human Resources Division (RPO 245) and B, Herrick of the
Urban and Regional Division (RPO 2L40) separately in theorstical modaels

of the urban labor market which explicitly incorporatas iwo sectors of

the market - the protected and the unprotected. Further work with the

models, and in particular the empirical testing of the various hypotheses,

have been hampered by the lack of empirical data. The propesal frou

CEDEPLAR contains information about the existence of a body of data for
a single city in Brazil - Belo Horizonte - and a scheme of work which

can be adopted very conveniently for the empirical study of a rapidly

growing urban labor market. Briefly, this study will yield information

on three crucial areas:
(a) the earnings and occupation structure of the urban labor force
particularly in the unprotected sector;

(b) the migration and work history of these workers and jobseskers,

and
(c) the natura of the family economy in the urban areas.
The Population and Human Resources Division has a continuing

research project (RPO 2L5) which seeks to undertake a comparative study

of the urban labor markets in differsnt LDC's. As mentioned, the required

empirical material is very scanty. So far three countries have been
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identified in Asia (Korea, Malaysia and Sri Lanka) which might have
empirical data of the required type collected through surveys, and a
proposal is under way for a survey to be sponsored in Bombay,., The Costa
Rican Urban Survey supported by the Bank (RPO 2L47) is expected to yleld
naterial which would be of value in the project. We have so far no South
American study to use as an input into this project. From this point of
view, the Belo Horizonte proposal sesms to be extremely worthwhile,
specially as the survey data to be used have already been collected.

The Urban Economics Division is keenly interested in providing
studies which will lead to a bettaer understanding of the process of
urbanization and in particular the role of the tertiary sector.

The latier is the major‘source of employment in cities but
knowladge'as to its importance in generating development is lacking. The study
could develop valuable insights into the ways in which small businesses
become established in this sector, whether individuals are able to move 1o
increasingly scphisticated lines of activity and whether there ara'factors,
such as social legislation,which may favor growth of some functions, €.8.
equipment, servicing, as tertiary rafhar than industrial sector activities
and the extent to which the unprotected and less formal growth of these
services represent externalities for the industrial sector. Following
the latter,an investigation of the proportion of growth of the tartiéry
sector which falls into low productivity activities would enable an indica-
tion to be obtained as to the "drag" exerted by migranis or other marginal

groups on the urban economy.



(b) Method

The data to be used havealready been collected by CEDEPLAR
(Centro de Dasenvolvimento e Planificacion Regional of the University of
Minas Gerais) as part of a sample survey which was carried out for the
Belo Horizonte Metropolitan Plannipg Authority (Plambel). The question-
naire used in this survey was designed in such a way as to ensure that
it would yield detailed information about labor market structure in the
metropolitan area and enable an evaluation to be made of the contribu-
tion of service employment in the expansion of the local economy. The
field work was carried out in November 1972 and the data have since been
coded and punched. The detailed questionnaire was completed for 3,600 ,

————

households. Data processing and analysis by CEDEPLAR under the Plambel con-
tract"wﬁlbé no means exhaust the potential of this primary data base and.
the objective of the funding requested is to enable mors detailed analysas
to be carried out, also using additicnal data sources (e.g. census),
It is anticipated that a major part of the analysis will consist
of cross-tabulaticn of the data. But other techniques, e.g. regression
or factor analysis,will be used if thdse.appear appropriate. I
Greater detail on the data base and the research method proposed
is contained in pages 8 - 17 of the attached paper from CEDEPLAR, The
questionnaire used in the survey has been made available to us. It
appears that the topics on which information has been obtained are suitable
for the purposes we have in mind, The general areas of analysis suggested
by CEDEPIAR to a large extent coincide with our interests, and it appears

from the CEDEPLAR paper that they will welcome collaboration with the Bank

staff on substantive questioning relating to the analysis of the data.
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(¢) Organization and Coordination

The analysis will be carried out by members of the staff of

—

T

CEDEPLAR, with¥ a supervisory inputi§?iyikrom the Bank. (For an outline

of CEDEZPLAR's areas of work, ses Annéﬁ;) It is intendad that the project

will be jointly supervised by the two Divisions - Population and Human

Resources and Urban and Regicnal Economics. It is envisaged that a visit

will be made to Belo Horizonte at the beginning of the project to review

in detail the data available and the research methodsproposed. This will enable
s final choice to be made concerning the arecas in which analyses are to be

focused. Further visits would be paid during the course of thg 10-month
: —

period envisaged as necessary for the rasearch., One would be towards the

half-way point in the work period and the final visit to review the
rasults and.proposed contant of the report.

The CEDEPLAR proposal envisages the output of the project as
being a series of research reports by the individual research assistants
(probably four) who would carry out the work. We would propose that a
report, providing background and summarizing the analyses and findings be
prepared by the responsible senior staff members of CEDZPLAR (Lgay ¢
Messrs. Brito and Merrick - see CEDEPIAR paper curriculum vitae,

Annex), to be submitted to the Bank along with the individual studies.
The expected date for this report would be April 197k, In addition,

information to be used as an input into RPO 245 would be received during

the course of the year.



(@) Implications for Bank Policy

This study will provide a valuable input into the ongoing study
of labor market participation and unemployment. In addition, it will
provide more detailed insights into the structure of the labor market and
of activities in the tertiary sector in a rapidly growing urban area.
Bank policy is increasingly concerned with the employment and distributional
impacts of projects but it is not yet clear how to evaluate or execute
projects or programs SO as to meet the stated objectives. More information is needed
concerning the processes of individual and family participation in
growth, in particular in urban areas, so as to enable better judgments
to be made on the potential direct and sacondary effects of proposed
projects or programs. The proposed study is therefore aimed at a major

.

area of current Bank policy interest.



Work carried out by CEDEPLAR

This group, located within the Federal University of Minas Gerais

is probably the strongest single group in the country working in the urban

and regional field. They have carried out a variety of studies, some of
B - 3

which were detailed in Peter Glark!s report of March 1972+

a-

C.

(1)
(2)
(3)

(L)

An application of the Hansen-Tiebout model to estimate inter-
sectoral and interregional flows induced by industry in the

city of Contagen, Minas Gerais.

in estimation of the relative economic (market) potentials of

the municipios in Minas Gerais and a descripiion of the major
economic regions of the siate.

i dafinition using the above potential estimates, trade and
communication patterns, etc. to define possible growth poles for
the state. The project was designed to help select a special
development strategy for Minas Gerais. The four alternatives
considered are:

to make all invesiment in.the metropolitan area of Belo Horizonte,
to concentrate investment in 5 of the 32 poles,

to expand development towards Rio de Janeiro and Sao Paulo in
order to captura a larger share of those wealthy markets,

to make a complex selection of priorities from among all 32
growth poles that would maximize a set of interrelated goals for
the region.

Compilation of an input-output table for the state of Minas Gerais.
A study of a small region within the state of Minas Gerais and

an elaboration of davelopment alternatives.
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fa A study of the impact of industrial activity in the city 6f
Ttabarita cn the local economy.
= An analysis of 20 small-medium sized cities in Minas Gerais to
formulate a model of a city of this type to explain production
in 'export! activities, as an aid to determining factors influenc-
ing growth of regional centers of this type.

hs The center contracted early in 1972 to the Metropolitan Planning
Agency in Belo Horizonte (?lambel); to carry out a survey to assist the
agency in making population forecasts for the period to 1990. The principal
focus for Plambells interest was on the likely effect of migration on the
urban labor force growth and structure. As a result of discussions it was
agreed to extend the scope of the survey to enable a study to be carried
out focusiﬁg principally on the service sector in the ¢ity. This will
attempt to determine the extent to which the growth in the industrial
sector is just a residual or has a positive role in sustaining urban growth,
the relative role and success of migrants in the service sector, the impact
of social legislation on the sector, and the means of establishment of
enterprises in the sector.

i. Spatial develcpment in the State of Sao Paulo. Following the
work on Minas Gerais, CEDEPLAR has been carrying out a study for the State
of Sao Paulo, to define alternative spatial development strategies. Tnis
study has had a number of components:

L A study of the origin of disequilibrium in the growth of Brazil.

2. A study of the development of the disequilibrium of economic

sctivities and income in the stata.
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3 An analysis of the role of industry in the development of the
state and of the relative roles of inter and intra-state
migration.

. An analysis of the agriculiural industry in the state including
differences in production functions in different regions of the
state.

S,  in analysis of factors influencing the pattern of location of
industrial plants in the state, with use of data for the past
30 years. This analyais.is being carried out at the four digit
level.

6. A study of the problem of pricing water supplies in the state of
Minas Gerals. At the present timo the system of charglng for
%ater in the state is highly disorganized and most municipio
systems have no funds to pay for improvements, The study aims
to assess how different types of pricing systems could be
organized, their impact on different groups and the levels of
revenue generated, The study will also view the question of
choice between municipios for such prejects.

These last three studies form the basis for the studies which
CEZDEPLAR would like to pursue further and which they are likely to submit

for Bank funding and participation.
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Proposed Raszarch by CEDEPLAR on Lmploymant

in a Rgpidly Expanding Urban dconomy

INTRODUCTION AND BACKGRGUIND

1.

Two related phonomona hav> bzcomz topics of special im

portance for the study of developm=ant in 3razil and tines rest of
[l

Latin Amarica in the last decade: the region's very rapid urban
growth and the equally rapid increase in the proportion of the
region's active population reportad as engaged in the sesrvice sec
tor. Together they represent one of most important imapcts of the
demographic prassures experienced in the ragion sinces 1850. Ewven
with probable declines in ovsrall population increasein the 18%0s,
and even more to come in the 1870%s, the effects of rapid popula-
tion growth in the past will bz Ffelt in thesc areas well into the
1980's. It is well known that the region's rapid urban population
growth has not been matchad by increases in employmant in industry,
and that the "excess" portions of urban population increaseare 2n
gaged in a wide range of activities encompassed in the "services"
sector. The situation was described by the U.N. Economic Comnis-
sion for Latin America in the late 1950s:

The rapidity of urban growtha is, however, out

of proportion to the growthof rzsourcess waich

permit a wellbalanced developmant of urban com

runities. Hence, there is an imbalance in the

composition of urban employmant, with inade-

quate opportunities for urban dwellers linked

with widespread underemployment and low pro-—

ductivity of a high proportion of the econom—

ically active wurban population. Tais creates

tha Sasildiar Bt 811l inalsaqustaly studi=d

phenomenon of marginal population. (p. 119)
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More recently Richard Morse characterized the situation and notad
the contrast batweenrescent changes inthno developing countries and

the histerical experiences of the presently .advanced countrie
It has for ysars hoen accaptad that as Latin 4
merican countries urbanize and industrialize,
the proportion of pzople omployzd in tas ter
tiary ("servicazs") eategoriss ralativeto those
in secondary (manufacturirng, ceustruction) in-
creases mors swiftly than in ths ninotcenta-

sntury industrial countries. This is usually
taken to mean that urbanization here'outruns "
industrialization, that people are relz ased
from precarious rural o~cuwmt10ns faster than
stable secondary sz2ctor jobs arz c¢roated for
them. Ths sitvation is aggravated by the intro
duction of advanced. technology that allows higa
output-worker ratios and by lack of possibili
ties Por migration abroad such as rslieved bBu-
rope of 55 milion "excess" personsinthe period
1750-1939. (p. 18)

Imports of advanced labor saving technologiss and intervantion into
the Factor-pricing mechanism hav2 bzen cited as causes of the ung
qual balance between growth in industrial production and employ-
ment. ITmport substituting industriaiization in industries such as
metal products, chemicals, and capital gocds appears to have beszsn
most prejudicial to the absorption of labor.

The case of Brazil is illustrative. Table I shows rates
of incresase in population, output and persons occupied by sector

batween and 1640 and 1570.
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TA3e T
Growth of Populaticn, Procduct and Labor Force,

BRAZIL: 18240 - 1970

i :
1540 / 50 ! 1950 / &0 E 1950 / 70
!
Population Growth
Total 2.4 3.0 2.9
Jrban 39 5.4 5.2
Rural I | 1.5 ks
i1 Growth cf GiP
Total 4. 7* 53 o
Agriculturec 2.3% 4. 4 4.4
Industr €.8% 7.0 Tl
Services e 1% 6.5 5. D¥¥
Labor Force Growth
Total 15 2.8 2.7
Agriculture Q.5 8 B 0.7
Industry 4.4 2.4 5.9
Services 2.5 5f3 4.0 [
#1938-1950 %*%1960-1968

Betwean 1950 and 1860, when import substituting industri
alizaticn in the above-mzntionad industries was at its pesak, persons

occupied in industry increasad by less than half the rate of in -
creasa in product. The situation appzars to have improved somewaat
in 1960-70, however much of the recent increase in industry sector

employment is in construction rather than manufacturing. Therz2 ars

-1

also questions as to thae accuracy of reporting of industrial em -

vIiovisent i Las 1550 cansis; wHlcid 489 not viat besn FTallytatualagsi

or publisaad.

sl Alek

AFPROACHES TO BVALUATING SERVICZ EMPLOYMIKT

Whatever tne causes of the slow rate of labor absorption
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by industry and of recent changes in this trand, the process has
resulted in tae involvument of more than two thirds of the urban
labor forcz in Brazil in sarvice activitics. There is a growing de
bale aboul the quality of labor so "absorbod" by the service sec-
tor, Opinions ranga- from thosz which regard a large portion of it
as a noun-oroductiva drag on thz cconomy to others whica viaw the
growth of urban ssrvices as aa 2ssential but underpaid element in
recant economic expansionof tae country. (Cf 3inger, Oliveira,Ccbrap,
King articlos in bibliograpity).

Tha tasgk of evaluating the role of service ssctor om-
ployment and output in the developmant process nas traditionally
bean a difficult onz becarse of the residual nature of tas ssctor.
Prbﬁuctisﬂ relatad statistics available for the industrial sector
are generally lacking. In Brazil the situation is even nore diffi-
cult bacausa no datailed population census informationhas ba2za pub
lished since 1950. The situation will improve with the publication
of the 1970 rssults, but analysis will continue to lack the impor-
tant 1960 banchmark until those data are publicsnad. Several sample
survays are in process in Brazil, and these should add depth to the
analysis on a case study level.

Definitional problems also complicate the task of evalua
ting the role of this sector. There is much greater heterogencity
in terms of activities, skill requirements, and "output" in this
sector than in either industry or agriculture. Employment, under-
employment and unemployment ara much more clusive in this context.

Undaremploviisnt is much easisr to dafinz in the cass of an indus-

tricl wopker waose spocific skilis can bo utillacd uvnly 50 40UPS
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cut 40 or 48 hour waek than a handyman wihio is actually fixing
somathing only half his time but "working" at arrangingother jobs

the rest of this time, even if he does so at a local bar.

4

Two relatad sets of conceptualizations of urban labo

markets offer useful approaches to undsrstandingof the procasses

-

i3]

which may be at work in them: on2 div:dss the labor market into
protected and un-protacted portions and tha othar into formalized
and non~formalized sagments. The first is somewhat more eccneric
in its orientation and the second more anthropological and insti
tutional, though both views emphasize certain characteristocs cf
tae labor market in common. Heither is specifically 1limited to
the ssrvice sector alone nordo thstwo providedafinits criteria for
distinguishing all service from all industrial smployment. lHow-
ever both provide usaful s%érting points for trying to examins
the heterogenzous structure of urban ssrvices and their relation
ships with other aspects cf the urban cconomy.

Both distinctions are based in the historical evolutien
of urban labor markats into two contingents, onepossessing a sig
nificantly greater degree of organization and markat power than
the other. This has typically resulted either from labor legisla
tion such as the minimum wage or from differential bargaining pow
er of certain groups which was based on such things as skill ra-
quirements For certain jobs, or a combination of both.

The protected sector concept emphasizes differences in
market positionin its analytical approachto such questionsas ths
absorptionof migrant labor. Recent papersby Harbesrger and Todaro

are illustw»ativ= of this anproach. Harbzrger arques that it ie tw
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differznce betwean protzcted and unprotected urban wagss and not

the rural-urban differsntial taat is relevant .in discussing migra-
tion Plows and labor absorption: "In discussing urban wages I want
to distinguish thnose. that ars kept up above the market-clezaring

level From thosz that are determined frecly in tae market. I call
tiae formazr protscted saclor wages and tue latter unprotected sec-
tor wages". He argues taat tas unprotected wags is taz best indica
tor of the social opportunity cost of migrant 1labor.{p.7)

A good illustration of thas formalization concept is pro-
vided by Luiz Hachado da Silva's study of Faw2la populationsin Rio
dz Jana2iro. He distinguishes two subsystems in low incomalabor mar
xets. In the more Formalized segment of tne market, workerswita re2
lativaly lcw skill lavels séék jobs that are generally low in pro-
ductivity and incoma but wiich offer relative job security and a
modicum of social benefits that stem from coverage of employmant in
this category by Bragzilian labor law (minimum wage, IlPS,FGT3, etc).
This type of employment t2ads to ba concentratad in public scctor
bureaucracies and in office or sales work in tha traditional com-
mercial and banking sectors. Job security and social benefits are
often gained at a cost of little possibility for later advancezment.

The other sub-sector of the low incomz labor markat is tae
non-formalized market. Its most typical characteristic is the lack
of those features of the Formalized market relatingto job security
and social benafits. But while the formalized market is characteri
zed by considerable rigidity in its pricing and in thestructure of
th2 work situation, the informal markst offsrs thé worker a much
closer approximation to a froc or compatitive mari.t situaticl 14
which bargain witn nis limited skills and other resourcas. Sez2king

work in such circumstances would presumably increaseths likelinood
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of maximizing income given resource constraints, but it alau 1=
volves greater risks such as job (and incoma) instability Dezcause
of markst Ffluctuations. Occupations in tnis markat aregensrally in
the perscaal servicss, rspairs, and small scale commercial vaatures,
though it also covars uaskxilled labor in construction.

The non-Formalized labor market has meuy caaracteristics
of what has comz to be know as tne "urban traditional sector", ina
wiaich lador (much of it recently arrived migrant labor) is still

adapting to new market situations, work timetables, and the condi-

tions of urban 1ife which tend to bz dictatad by morsmodern sector

standards.
The formaligzation concept describad above refors only te

.

low income labor markets. It ‘presents many similaritiss to tas di-

sion centsring on protection. Both approaches use institutional
factors such as the minimunm wage as criteria for drawing toaz dis-
tinction, and the breakdowns of the labor market they describz ap-
pear to have much in common. The non-formalizad and unprotectad
markets look very much alike. However tha protaction concept tand
toward a low-income / high income distinction in its division,wh2rz
as the formalized / non-formalized division could apply tovarious
income levels. The success of somesone secking work in a non-Ifornal
ized market at any income level dapends on how much of ths "market
powar" of the protected sector he possesses.

In the cases of Brazil, the formalization of employmant

under institutions as minisum wage and INPS has not guarantand aigh
er income,Brazilian wage policies ir the 1960s have kept tigat con

el WBr.d WageSp ~ad GECYUNE oE W TaC ERRGREER TAT 0 CERRLGE Lali
Fell b=hind inflation in the 9605. qo 1t is quitz possible taat

therz oxist Formalizad but vaory sllgntly protected or un-protacted
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segnents of the urban laber markat in 3razil.
Tects of hypothesss relating to the degrze of protec-

tion and Pormalization of various typas of .omploynment and th2a way

Y=y tTIELE -'-"..'H b W) s

in waica they Facilate labor abserptien in rapidly exg ing
ban centars would provide information useful to the formulation

"’.‘P".'T\

roczssis,

o

of policies which might reinforce ti

To provide some idza of tiz proportions of "modzrn'and
ntraditional® employment are in 3razil and how theychanged intasz
last dscades, we can use Edmar Bacha's breakdown of 1960 and 1870

o
s

g

census data by incomz end scctor, Bacha uses the minimum wags

nis criteria for distinguishing taz two. ( cf.Table II)

Bacaa's broakdown shows ths modern sactor growing mors
rapidly than the traditional in both absolutz and percentage tarms
betwesn 1960 and 1970, althougn the absolutz difference 1is muca
less than the percentags bacause the traditional sacto starts
from a larger base. By branca of activity however, modarn soctor
growth is less than the traditionzl in both ssrvices and
ture (where modern sector growth is actualy nzgativa). In tha case
of agriculture this process accompanies a declinesin that sacter's
proportion of the labor force, iHowever, ths implicaiton for serv-
ices is that 43% of thne labor absorbzd by ssrvices wasin tae "tra-
ditional" category, and that services receivad 55% of the tradi-
tional sector increasce between 1960 and 1570.

AT XTI

OBJSCTIVES OF RESBARCH O SERVICE ZRPLOYMURT

Two related objactives are proposzd for a study of re-

euiE gt Yo YmSce Rplargeak aad Lt g b Sorisals e
aspects of thz urban sconomy in Jdrazil. Th2 First is to defino

with batter pracision and evaluate the recont "absorptioa"of labor
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by th: urban service sector. Tha second is to describzand evalu-
ate the processes by winich individual workzrs participatein tais
absorption,

Botn would usz2 the abova described divisicns of ur-
ban labor merkets into formaliza»d vs. non-formalized and/or pro-

™

tectad wvs. non—prbtectﬁd seamants as points of departure. Thiz2 a-
nalysis would seek to despen our undgrstanding of ths rolz of
taesa zlzments of labor markat structure in labor absorption by
a detailed examination of types of work activity. Tha analysis
would control for the typé of product or servicz produced, tas
part of the Firm or establisument in wnicn thz activity 1s per-
formsd, size and type of firm, skill levels used, usz of aquip-
mant, and relation of employese to the firm in termsof contracts,

contributions to social szcurity and-use of social sarvicas,terms

of payment, and incoms.

In terms of the first objectivs this approacih would
allow ocn2 to test waether growta of certain services relatad to
(and required by) industrial growth - like installation, sarvic-
ing, and repair of automobiles, machinary, and consumer durables

= 1is protacted and otherwised organized along liness of taz indus
trial sector itself and, if not, to what esxtent ths unprotacted
and less formalized growth of thesz services represents exter-
nalities for thes industrial sactor.

An additional aspecct would bz to determine what por
tion of the growth in thz more traditional urban sector falls in
th2 category of low productivity activities which would not b2
migesd if thr lahor wore cmployad in oty ways.

Such an evaluation would havz important implications
relating to the "drag" of migrants and otaer "marginal'groups on

taz urban =conomy througin damands they crzate for urban sorvicos
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1ike healtn and =ducation Wwithout contributing in cqual proportion
to tne tax base. If thz work of this group is inde=d genceratiag
external economies for parts of tie modern sactor, thentnz group
may be paying more rathner than less tann its fair shars of coi-
tributions to urban fFinancas.

In terms of the s=cond objectiwve, the ressarchwould
seek to clarify the role of migrant status, formal and informal

education, work experience and market position to analyzataz suc

w

cass or failure of individuals to bacomsz absorbad intoprofuctiv

tu
{@F

zetivities. "Success" would bz defian=d in terms of thz dotail
braeakdown of labor markat structurces decscribad abova in ralation

to the evaluation of the ulffer‘nL types of absorptioa.

r+

The analysis x111 focus oa sarvice activities,bitno
to the exclusion of comparisons and controls witsa other urban ac
tivities in the industrial sector, especially constructicn and

artisan types of manufacture.

(@)
&Y

Scop2 of Rosazarch and Data

Because of data limitations mantioned ﬁ:rllrr. the
possibilities of pursuing objectiﬁes of tais rescarchon a nation
al lavel in Brazil are limited. %Yaat is proposed here is a case
study of one of the most rapidly expanding metropolitan arzas in
Brazil and Latin Amarica: 3elo Herizonte. Botwezen 1650 and 1570
the population of metropolitan Be2lo iHorizonte incresasad From
473,000 to 1,630,000. Tha growth rate was §,5% in 1950/60 and

6,3% in 1960/70, as compar=zd with 5,4% and 5,2%For urban Hrazil

W

In response to necessities gencrated by taz arcal

rapid and somowhat chaotic growti, a-metropolitan area plan 1S
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buing preparad by the Pundaglo Joao Pinhziro and its planning

unit, PLAMSCL. CEDAPLAR entered into a coavinio with PLAM3SL to

help develop, exccute and analyze a sample survey of the areca's

potalation. Major parts of the demograpihic and occupational por-
tions of thz survey -ware designed by and will ba analyzad by Ci-
PEFLAR staflft. . '

Spacial effort was pJL into thz design of yae ques—
tionaire in order to insure trnat it would yizld th=detailed infor
mation about labor markst structure needad to determineand avalu
ats thz role of service employmant in the expansionof tha arsa's
econony.

In addition to typical quastions on occupation and
type of product or service produced by a particular isdividual's

activity, questions sseking greater deptil werz asked according to

J

the position of the individual in the labor marksat. This proca-
dure was adopted after it was determinad that certain groups of
quastions were relevant only for certain typas of activity. For
example, place of work is a very important variablefor : evaluating
certain types of autonomous activity, but yields little wnen a-
sked of auployzes of large firms. Place withian the firm is rele-
vant for such employzes, but nct for tae autonomous workers.
Workers ware grouped into seven catagories:

1) Employses in firms with more than 5 workers

o) mployees in firms wita lass than 5 workers

3) Employers in firms with mores than 5 worXkers

4) Employzrs in firms with less than 5 workers, including unpaid

5) Autonomous workers (distinguish from 4)

6) Govarnmant workers
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7) Domestic servants
Quastions refsrring to conditions of work (tima worked, placz of

work,tools usad, ate.), coatribvutions to soglal sacurity sys -

tems, how work was obtained, conditioas of payment, ete. rale-
vant to =ach group war2 asked. Common questions relating to 17l

coiz, sscondary activities, inactivity, and all social and aco=

0
'
et
et
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r—l-
o
~+
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18}
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wn
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\:

nonic characteristies like education, nigra
were asxed of all.
In addition to thz above questions on present employmant

3

(primary and secondary) questions were &1so askxed about past og
cupations: tns ona he2ld to years ago {1970}, the Firstin the 22

tropoliten erca and, for migrants, tue last prior to ls2awvingtaz
place of last rasidancﬁ. o

The sample was drawn in two parts: 2000 heads of housg
holds in tne mora urbanized central municipios of the metropol-
itan arca and another 1600 from the remaining municipiosthat sur
round central 32lo. In addition to the above data on heads of
household, a more restricted set of questions were applisd to a
larger sample of the work force, and an even mnore restrictedsat
of quastions to thz entire sampla population.

The field work was executzd in Novembar, 1672 and thae
data have baen codsd, punched, and testad for consistency. Pre-
liminary tablas will be available in February, 1973.

Analyzis will not ba limited to the survey data. Final
results of ths 1970 population census for liinas Gerais are 2x-
Bact s fo he suhlizdasd A Kw 1973 " i przliminary rasults  of
Ead Soisuses OF Lodaglrys Soemardd aid dulvefs LALEY LALS ¥ ial
Data from thz sa2ctoral censusas ars also availadble for 1950 and
1580 nowavar theoy raprasent the more organizad kxinds of activ-

itisa vather than all workers, who are count:d in th2population
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census. Thass data will b= us2d in combination wita tae survey
data to give e longitudin=l as w21l as cross sectionview of the
servicz seotor. in additional beznefit yielded by combining tne
censusz and survay rosults is that ths detail of the survey data
can be used to drterming with greater procision th= mzaning of
‘hs more limited catzgories found in tha census.

SPECIFIC PLAE OF ACTIO

Because of its involvement in thz d=sign and anlysis
of the PLAKBREL survey, CSDOPLAR is in a uaique position to make
a contribution to advancament of knowledge as well as to thafor
malatiom of policy relating to thsz role of sarvice sactor am-
ployment in Brazilian dsvelopment. Undar th= terms of its con-

~

3y 0L o=
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{a-\

vénio with PLAM3LL, CLDLPLAR is obliged to preparsa
ports waich are mainly descriptive and wnica do not comz close
to expavsting ths rosearch potential of thass survey data. And
as is typical in many such cases, this potential will remain un
realized unlass special 2ffort is put to insuring tae timely u-
tilization of the data. |

Wnat this proposal soeks are rescurces to expand tha
involvemsnt of CEDEPLAR's reosearch capacity in ths analysis of
these data along ths lines of the research into the roleof s=ry
ice smploymant in tae metropolitan area's zconomy describzd a-
bova.3alaries of professional staff involved in the project are
alrecady covered undar separate arrangamants. llowevar, reszarca on

this project could be expanded significantly with thz involvao-

e
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have coimpletad their course work and would participate in this

project as resszarch assistants waile at the samz time fulfilling
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the thesis raquirsnent. An z2lternative or additional possibili
ty is to expand tha CEDEPLAR staff by onc cr two junior posi
tionz for this project.

ePGUIFIC SUBPROJECTS

Such individuzls would work on one or more of tae fol

lowing subprojects usndcer the direction of nmorer senior CEDZFLAR

1) fnalysis of thz msaning of the underemployment conceptin the
context of differant typos of service ssctor employment. Con—
trols would pe macda for kind of activity, place and conditions
of work, activities other than primary activity.Comparisons bz

tween "traditicnal” and "modorn' secters {(iacluding ing dustry)
would be made. o A

2) A study of the important determinants of ths absorption of
the individual worker into the urban labor market.The work hig
tory data would be used and controls made for migrant status,
education aad training, work experience, and channels used to
secure vork.

3) A separate study might attempt to determine the extent to
which certain types of activity remain "unprotected"even ttough
workers engaged in them possess some or all of the characteris
tics which bring protection in other activities.An attempt would
be made to identify the characteristics (certaintypes of train
ning, work experience, implements, coverage by social ligisla-
ticn) waich lead to effective protection.

4) Work sharing by different members of the family unit is a

T fosw iy il yv=4 A= 0 bogh g b i masemm T 4 e D
CUidadsrt o ;1 BT A J (- GO TSR W 15 B U S 8 15 SLE Vo T, .'_!\..'. LR S D h WY Gl

less skilled labor. Its is 1likely that the traditional wurban
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gector alse provides a “cusaien" for racently arrived migrants
in which these workers arz sxposad to some of themore rigorous
aspects of the urban labor market wihile still beingable tofall
back on more traditicnal norms in othar aspects.It provides an
ambient in wiaich the lack of necazssary credentials for immodi-
ate entrances into tae modsrn sector does not spelloutrigat Fail
ura ia ths urban labor market.

Tha role of family and relatives is undoubtedly impor

tant hners too, and an additional topic of researci would bz an

examination of the dynamics of tke family unit 1in low 1ncom2
labor markets. Lecent srazilian wage policy, whniclh nas rorced
inéreased labor Force participaticn by other Ffamily memvers b2.
cause of the detsriorating real minimun wage of thz hcad, pro-
vidas additional motivaticn for analyzing tha data at the Fam-
ily as well as individual lzvel. For the purposes of analyzing
the PLAMBEL data along the lines described above, aspecial da-
ta set would ba preparad for tne University's IBH 350/40 com-
puter. Th2 computer has 2 disk drives and 132K capacity. Idea-
11y the data set would be recorded on a disk dedicated spacifi
cally to this researci.

In addition to cross-tabulational presentation of the
data controlling Ffor the variables mentioned above, the analysis
will utilize multiple regression analysis and factor analy sis
where appropriata.

Individuals, family heads, and Families will be usad

as units of observation (about 2000 of  tha latter in Balo

'.i"lif‘-T'.?'S) R e i

-
i
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ous subsats of taz data will also be analizazd. Forexamplz 3.1Y¥
0

icas are expected to raprasant about-50% tho work force, and
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traditional services about 407% of thisgiviang about 480 obsarva
tions in Belo and 380 in tha other arcas, about 60 1in total,
for special analyses of this subsector.

Theso projects would be carriad out underthe privci-
pal dirsction of CEDEPLAR staff merbars Thnomas Y. HMerrick and
Tausto As Jrito. Their curricula arz attached." & copy of ta2
survay guestionnaire is also attached. CEDIPLAR would expect to
hava vignts to publication of the results of the regsarci,
would put no restrictions on Torld Bank use of the reports men
tion=d abova.

4

acause the survay data were produced by tue Fund: 3¢ 20

[}

Jo%o Pinheiro znd CEDLPLAR obtained rights to use of the data

o

= —~

but not their ownership tlirough its convinic withtie Fundagdo,
no comnitments can be made by CEDEPLAR in relation to the data
set excapt in regard to provision of analytical reports basad
on them. Additional tabulations of tha data and/or typss of a-
nalysis suggestad by the World Bank would be incorporatad in
these reports. Such suggestions would be welcomz

{ - TTIE SCHLDULE

The work proposed above would be carriedout duringths
1973 Brazilian academic year (10 months, MHarch to December),

Depending on taz amount of support, 3 or more r=ports
on one or more of the subtopics dascribad above would be com-
pleted by January, 1974. |

The reports would be submitted in Znglish. Participa-

~

tion by “forl? Jaak Stakf wonld b st [ povisw of drafrs,

.

ste.) and visits by tiem or by World senk coasultants walconed

at any time during the research. =
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1)

2)
3]

4)

5)

o, —~ % A - R T g
Rascaccn Asslstants, 4 for

Months at 2000 per month
Suppliss, books, xerox
Comput=r time

Purchase of disk

(equal to 10 months reatal)
Publication

Seoretarial assistence,

computor Drogramner.

20000

6000

10000

2500

10050

5000

Convartzd at probable

Sub=-Total

Overinead (15%)

6.35 = 3 1.00

A schzdule of

is a Follows.

1)
2)
3)

4)

Startup
Jun> 1, 1973
Fept, 1, 1993

Daconter 1; 1973

2xcnanga rate of Orf

18

ggo-saﬁlla OT %20,500

disburserznis waich would suit CLDEPLAR's

( around March, 1, 1973)....30%
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TO:

FROM:

SUBJECT:

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIUNAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORAT | ON

e
OFFICE MEMORANDUM J7

Mr. Anandarup Ray, VPD DATE: May 25, 1973

Peter B. Clark, Div. Chief, DRC &

Northeast Brazil Project - RPO 273

1. As requested in your memo of May 21, 1973 I am sending an
itemized disbursement schedule and confirmation of the Brazilian
participation and support for the project. In additiom, I would like
to present several other aspects of the project for the information
of the Research Committee.

2. Official Brazilian Support for the Project

Some uncertainty was created by the withdrawal of the Minis-
try of Planning and General Coordination's proposal to recruit a
counterpart research team. To clarify the situation, the LAC Regional
Department helped the DRC refine the terms of reference for Phase 1
of the Northeast Study (attached as Annex I) and presented these
recently to IPEA in Brasilia. Annex 2 of this memorandum is a letter
from Henrique Flanzer, President of IPEA which reconfirms the Planning
Ministry's strong support for the research and explains their inability
to collaborate in the study in the short rum.

3. Survey Supervision

The first phase of the research project is now centered
around the agricultural survey which SUDENE has contracted the exten-
gion service (ANCAR) to carry out in the nine states of the Northeast.
The DRC research team has agreed to give technical assistance and
supervision to the SUDENE technicos in charge of the survey. This
involves advice and assistance concerning the design of the sample,
drawing the sample from 2,700,000 farm establishments listed in the
INCRA (land reform agency) cadastro of 1972, developing the questionn-
aire, pre-testing the questiomnaire, training the enumerators, conduc-
ting and supervising the survey in the field, processing and analyzing
the results, The original research strategy called for the joint
responsibility of the IPEA and DRC teams to provide this supervision.
Simultaneously we planned to develop and test the analytical frames
so that the appropriate data would be collected as part of the SUDENE
survey. Since the IPEA research group has not been formed, we have
organized a team of 4 professors from the Federal University of
Pernambuco (UFP) and 15 agronomist MA degree graduates with survey
research experience who will be contracted to supervise the ANCAR
agents conducting the survey in the field. Furthermore, we have
added 2 consultants to help coordinate the field work and help the
DRC team ensure a smooth flow of data from the processed surveys. The
new team had to be recruited to fit the following constraints:

LA /.' :
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(a) the survey must be conducted when the ANCAR agents
are free during the weeks following the harvest
(August to November);

(b) the Bank's desire to have a comprehensive data base
to evaluating rural development in the Northeast by
the end of calendar year 1973;

(c) supervisors must be able to speak Portuguese, live in
the field, and have experience in rural development
work or surveys.

To overcome some of these obstacles, we are now exploring the possibility
of stationing some of the DRC research team in the Northeast for the dura-
tion of the survey and processing phase. Anmex 3 contains a draft copy of
a letter which is being addressed to Hollis Chenery from the Minister of
the Interior (in charge of SUDENE) asking for the adsistance of the World
Bank research team.

4. Brazilian Input into the Joint Project

The coordination of the work with SUDENE has been developed by
Pasquale Scandizzo during two recent trips to the Northeast. His most
recent Back-to-Office report is attached as Annex 4. From this and our
other contacts in the Northeast we may draw up the following joint estimate
of resource commitments to the survey and its analysis during FY74.

Item Brazilian World Bank
$ $

1, Contract for enumeration by

ANCAR agents 140,000
2. Contract for field supervision

by UFPe 30,000
3. Drawing the Sample 20,000 6,000
4. Coding and Processing 25,000 8,000
5. Analysis 10,000 36,200
6. Consultants and Field ’

Maintenance 20,000 , 36,800
7. Travel 8,000 33,000

TOTAL : 223,000 150,000




Personnel Involved (including

Research Assts. & Programmers) Brazilian World Bank
1. SUDENE 14
2. DRC 6
3. UFPe/PIMES 20
4. ANCAR 100
5. Bank Consultants 6
TOTAL 134 12

5. DRC Northeast Brazil Study Work Program

The phasing of tasks necessary to meet the deadlines created by
the crop year and the data needs of the LAC Regional Department is shown
in the Work Program attached as Annex 5. The close collaboration between
the DRC team and our Brazilian counterparts calls for frequent trips back
and forth for both Bank consultants and staff. The schedule of trips to
the Northeast and visits to the DRC by consultants is attached as Annex 6.

6. Coordination with the Operational Departments

As was noted in Annex 4, the coordination of the research work
in the Northeast with the rural development and agricultural project
identification work of the Bank has begun. The collaboration of Messrs.
Echeverria and Panagides in the design of the research will direct the
attention of the survey and our early analysis to problems related to the
rural projects now under consideration by the Bank. It has been suggested
that Bank loan funds be used to finance the later phases of this project
after this "pump priming" phase when new data is being collected.

7. Project Budget

In light of all of the foregoing schedules and commitments we
have redrafted the project budget (Amnex 7). It is phased by quarters
when we expect disbursements. Most of the contractual commitments must
be made in advance of the planned disbursement. The research budget does
not include consultants to help in the analytical phase of the project.
When we first drafted this budget we included the names of Professors
Albert Fishlow, (Berkley), David Goodman (London School), Sam Morley
(Wisconsin), Jeff Williamson (Wisconsin) and Inderjit Singh (Ohio State)
who have already worked on Brazil for many years. Each of these develop~
ment economists has asked if they might be involved in the research on
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reglonal and rural development of the Northeast. An additional $15 to
$20,000 would bring some high calibre quantitative expertise into the
project in the third and fourth quarters of FY74 if we can make a
commitment now. The other item which has been pruned from the budget is
the international cost of Brazilian counterpart travel. We originally
asked for at least 2 trips of Brazilians to Washington to coordinate the
analysis which the DRC will do with that planned in Brazil.



ANNEX I

SUMMARY RESEARCH PROPOSAL

Rural Development and Small Scale Agriculture in Northeast Brazil

1 By many standards, Northeast economic growth in the last decade has
been impressive. Much of this growth can be attributed to large amounts

of federal resources transferred to the region. However, those Northeast-
erners living at the subsistence level were not directly affected in sig-
nificant degree by the government's regional development efforts, mainly
because agriculture was relatively neglected. The main bottlenecks to
agricultural development (highly skewed patterns of land tenure, lack of
credit, extension and research facilities, marketing deficiencies, ete.)
persisted despite some improvement of the programs for dealing with them.
The vulnerability of the Northeast economy was stressed by the 1970 drought,
leading the government to create two new programs, the naticnal integration
program (PIN) and the Program of North/Northeast Land Redistribution and
Agricultural Development (PROTERRA), designed to channel financial resources
into Northeast agriculture. Among the aims of PROTERRA, are to facilitate
the access of Northeast peasants to the land and to create better conditions
of rural employment. However, an effective land tenure restructuring sys-—
tem cannot be designed without more precise information concerning the
economic efficiency of different size farm units as they éxist in different
parts of the Northeast at present. Furthermore, there is a lack of consis-
tent microecconomic information needed to evaluate the consequences of a
changing pattern of land ownership on the demand for traditional and new
inputs (including day labor), and on the likely supply elasticities for

key crops and their effect on agricultural prices, factor employment and



farm incomes. This lack of information is also reflected in the difficulcey

for identifying, preparing and evaluating high priority investment projects

for rural development.

Research Objectives

2 The problems indicated above would suggest the following major rescarch
objectives:

a) to study, at the microecomomic level of the producer, what restric-
ticns prevent resources from being channeled to the rural poor;

b) to evaluate the efficiency of farms of different sizes under var-
. lous technological, geographic and ecological conditions;
c) to provide a better data base to help the Brazilian institutions

and the Bank to identify and implement rural development projects.

Data Sources and Methodology

3. SUDENE has planned, in cooperation with ANCAR, a comprehensive survey
of NE agriculture. As originally conceived, this survey would cover about
4,000 farms (an average of 100 farms in approximately 40 municipios selected
in the 9 Northeastern states) concentrated in the so-called semiarid zone
(i.e., excluding the coastal sugar-producing strip of the Zona da Mata).

4, Because of its comprehensiveness and its focus on the relevant micro-
economic questions of small scale agriculture, the SUDENE survey appears
well suited to develop the data base needed to achieve the objectives of

the proposed research. The primary role of Bank personnel during the survey
period will be to give technical guidance about sample design and selection,
to revise and extend the focus of the questionnaire and tc aid in the pro-
cessing and analysis of the survey results, The area covered by the survey

and the representativity of the sample can be extended through the Bank
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financing of an appropriate supervisory team which would enhance and ease
the work of the teams of interviewers of ANCAR. Coordination of the various
phases of the research with an analogous data collecting effort planned for
the Zona da Mata by INCRA (through the Institute Joaquin Nabuco) will per-
mit coverage of the whole NE agriculture. The questionnaire for the SUDENE
survey was tested last year in farms of 6 municipios drawn from Ceari and
Pernambuco,

5. The analysis will attempt to provide a reasonably complete picture of
the tenure systems, farm sizes, farm organization and decision-making pro-
cess, and the technical alternatives and operating costs of various farm
types in a selected set of subregions in the Northeast. This would provide
a better definition of the factors limiting the productive absorption of
labor in agricultural development, and would permit the identification of
investment projects and sets of policies directly oriented to benefit the
rural poor. The analysis of the statistical information will be carried
out by using appropriate agricultural programming techniques. ‘In this con-
text the IBRD-DRC has obtained valuable experience through its previous

work on agricultural planning in Mexico and the Ivory Coast.
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Dear Mr. Sxillings,

In concerning to the preliminary propesal for tne referen
ce terms of the joint research project IBRD/IPLAN, about Brazilian
Acrriculture in the Northeast; I would like to eupnasize, flrst of all,
that the Ministry of Planning and Generzl Ccordination ceonsiders the
subject of the research @8 a very inportant one, and will follow

with interest the development of the project.
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Henrigue Flanzer
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Pecifo,

Seahoy Preaidmted

Pelo mresente, inforcesss a V., Exs, qua, confore
wy witoniisortes prelimdneres mentidna entre técnicos desta Superintenddne
cia o da BIRD, deverd sar realizmds,om diveccos Cetados ds Novdests do Bra
eil, van peocuies obistivands definir teesntos tipicos econdeicos pare Uni
dodss di Protugfin Agropecsdrias o qua, ea Gltima inetincia, devord oriene
tar wa colhor utilizagis m; recurces neturals o mRoede=obra odstontea
na Hmi;m.

Roferdda pescuien, em virtuds ds ous comploddme
da, clowidas custo finsnceiro e isportincis do cus co rovests pare @ econce
nio du Pogicn, deverd envolver, além dosta Suporintendincis, cutres instie
tulchius naolonnis, do modo o egosgurar o esu completn axits,  Pars tents,
al@a do cospromster diverses Departosentos dusto Supsrintendncia, feres
savtldon contatos mreliainares com & Fundaopen Instituts Srasileire do Geo-
grafis ¢ Estetistica (FIBGE), Funrecio Cetilin Verges (FGV), Institubs Nee
clonal da Peccuisas Econdmico-Beatals o Instituin Nacional ds Planejermonto
(IPLAN), havends ds mode goral eepla recestividade para o trabelho,

. Adnda na fesa dos contatos prelimintrea, na ini-
oin do vargo p.p., recsbases nosta Superintoidoncia a visits de wm  eouie
pa coratitulds por um téonico do Vinistério do Plenejamonts @ quatro ou=
tros do fenco Mundisl, quandn foeps inforsados oobre um pasalval  acords
Qua dovirh sor Pirmeds entre 29 cuss Instituicdos, objstivantds o realizee
¢gEn du ua 2érie da eatudos e poscuiess do coriter nacionel, interessmado
a tndon oo setores da ccononia brasileiru, Na ppertunidude, a referides o
quipe tomou conhsciments oobre os trabalhss exazoutados a8 mograrsuins  para
o Nordunts, posssndo da imediztn a za intereszar pela pascquisa sm referco-



cin, o cun parmitiu fozse vlaborado, conjuntamnmte,pale SUNNE e Donco
Mundisl o cronogracss da trebalho, abaixo agressntado, psra & axctucas

dn posoulcss

Aoril - ifmin - Dofinigdo da amogtra 8 eleboregao oo cuestioniring
Junho = Teote @& cuestiondrin; |

J1tiem sumsne do dunho = Treinamento tos cnumaredores;

Julln = Oposto - Aplicacas dos quostiondrics no cougo;

Setnrhig = Rovisss praliminer doe rosultadvs;

Dutiubry - Processaments dos cuestionarics; _

Hovumbro - Dezombrp - Janeirs - Andlise dos resuliados,

Vale ecreacentar cus a SUDENE, &0 incluir em
sua progremagan de 1973 a referida psscuisa, coperava conter com a cola
borvuglo téenica @ Pinanceirs do Ministdrio do Flenojaments, o que, toda
vin, fuco @ presencia de tswpo e reduzida disponibilidads dz pesssal tés
niro nacuvelo Ministéris, ainda nao fol possivel a curto prezo,

Faco &0 oxposto a considerendo & experiencis,
o intervizs © o apois jA desanstrados palos técnicos do Panca Wwndial,
vings pole prosentse eoliciter de Instituicso dirigida por V.Exa, a ag-
siotancin ticnica e Pirancoira necoseirias & .execugio do refarito sotu-
do, conrubstenciada nos ecguintes {tens:

1, Prostacas de msaistoncia técnica aos tocnicos de SUDEHE om todas as
fases da pasouisa)

2, Oportunidedes de troinamentos ré@pidos pare teécnicos da DUDENE em ma
térim de matodos @ tecnioms de pesquisas coclo-ecoromicas, incluei-
vo uro clentifico do comguitadorcs;

3« Flranclamonto de paurta das dospcmu nas fasce de computagss a mrﬁ.l_}

s 9 s infermesons coligidan,



Sem outro assunto pera o meieata e clentas da
atono ue cesa Inatituicsn dispensa sos probleoss eccio—economicoa do

hordante brasileire, entocipamos na opurtunidads 0S8 nossos sincarops G-
gredosimentons,

CEN. EVANDRO MONEIRA OF SOJZA LIMA
Superrintendenta

Il"TJ- Br,
DR,

MD, Prasidenta do BANCD MUNDIAL



INTERNATIONAL DEVELOPMENT INTERNAT IONAL BANK FOR INTERNATIONAL FINANCE

ASSOCIATION I RECONSTRUCTION AND DEVELOPMENT CORPORAT | ON
OFFICE MEMORANDUM
TO: Mr. Peter B. Clark DATE: May 24, 1973

FROM: Pasquale Scandizzo

SUBJECT: Back-to-office Report: Mission to Recife, May 5 to 14, 1973

1. This back~to-office report will be organized in two parts: the first
part will be concerned with the general aspects of the mission and the con-
tinuation of the activities described in my previous report dated May 3, 1973;
the second part, written jointly with the consultant Yony Sampaio, will de-
scribe specifically the efforts to set up a team for the supervision of the
field work of the survey.

2. As a general remark, the preparation of the survey is proceeding
satisfactorily and the SUDENE team appears to be working at the project with
some enthusiasm. All the plan of work outlined in my previous mission had
been completed and appropriate initiatives had been.taken in collecting sec-
ondary information, contacting the extension agents, and in general preparing
the groundwork for the -completion of the survey. As requested to
achieve wide participation and coordination of related research projects
within SUDENE, the personnel assigned to the research were not only from the
Planning Division of the DAA, but also from the Division of Statistics, the
Division of Agrology and the Computer Center.

3. During my stay in Recife, two IBRD missions were visiting Brazil:

a mission headed by Mr. Baum, Vice President CPS, and a rural development and
agricultural projects identification mission. This last mission was formed
by Messrs. Haasjes, Fernandez, Echeverria and Panagides and overlapped with
the DRC mission for five full days. During this period we exchanged informa-
tion and fully coordinated our contacts with SUDENE. Messrs. Echeverria and
Panagides were informed of the progress of our research and participated in
joint informal discussions with our consultants and SUDENE and IPEA officials.
Mr. Panagides joined me for a day in the discussion of general aspects of the
research with SUDENE officials,

&, During the interval of time between this and my last mission, SUDENE
had completed the bureaucratic iter necessary to liberate the funds and the
personnel required by the SUDENE~IBRD research project. The following pros-
pect summarizes SUDENE's contribution to the project.

RECURSOS PREVISTOS PARA A REALIZACAO DA PESQUISA DE TAMANHO
GMICO DA UNIDADE DE PRODUCAO NOS DIVERSOS ESTADO
DO NORDESTE )

Humanos

- Alfredo Arruda Branco - Engo. Agrénomo, Economista, T.D.E. - M.S.
Arlindo da Costa Lima - Engo. Agrénomo e T.D.E. - M.B.

Joaquim Veloso Maranh#o - Engenheiro Agrénomo

Miriam Arruda Seara - T.D.E. e Socifloga

Maria Emiliana - Ribeiro - Estatistica
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Washington Wanderley Batista Santos - Economista, T.D.E.
Anténio de Freitas Lucas - Engo. Agrémomo e Téc. Proc. de Dados
Franklin Tupinambé Paes de Andrade Vieira - Estatfstico

- Fernando Jardim da Silva - Aux. Estat{stico

Financeiros
Estados SUDENE FURENE (*)
Maranh#io 70,000
Piauf 70.000
Cearé 70.000
Rio Grande do Norte 70.000
Parafba 70.000
Pernambuco 70.000
Alagoas 45.000
Sergipe 45,000
Bahia 70.000
NORDESTE 60.000 200,000
TOTAL 500.000 340,000

(*) Special research fund.

5. As for the other formal aspects of the collaboration between SUDENE
and IBRD, it was agreed that an exchange of letters specifying the general
characteristics of the collaboration would be sufficient. A copy of the
outline of the letter from SUDENE to the Bank is attached to this report.
Both SUDENE and the Bank had received statements of interest and support for
the research from the Ministry of Planning and the interest of SUDENE at
large and the Ministry of Interior was underlined in the course of meetings
with other Bank missions. In this context an important function of the over-
lapping of the three Bank missions in this period was to chgracterize the
DRC project as an integral part of the efforts of the Bank to identify stra-
tegies for the development of the poorest sectors of Northeastern Brazil.

6., As a prerequisite for the rational development of such aspects of

the research project as the questionnaire and the definition of the analyti-
cal models, one of the main subjects of the discussions with the SUDENE offi-
cials was the specification of the overall objectives of the research. In
these discussions the documents prepared by IBRD on the subject were taken
into account. A list of general objectives agreed on with SUDENE is provided
in the annex. For each objective on the list, it was also agreed that the
SUDENE team will try to specify a list of elements of information which should
be collected by the questionnaire.
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y One of the possible bottlemecks of the execution of the research
appears to be, at this stage, the availability of the cadastral data neces-
sary to stratify the universe by farm size and to draw the sample. As '
decided in previous contacts with IBGE and INCRA, two letters were sent
from SUDENE to those institutions to request their most recent set of data.
I had a long telephone conversation on the matter with Mr. Amaro Momteiro
of IBGE and we had to conclude that it is not possible to utilize any in-
formation from the 1970 census for the research. Mr. Monteiro informed me
that since our last nnntinsl considerable pressure had been applied on IBGE
to try to complete all the tabulations of the 1970 census by the end of this
year. As a consequence of this, IBGE personnel have been so busy that in-
formation cannot be provided for the SUDENE-IBRD survey before two or three
months. I had the impression that this period of time was itself an under-
estimate of the time required, since Mr. Monteiro admitted that even the
coding and tabulating operations related to the preliminary tabulations of
the agricultural census had not been completed.

8. The alternative source of information for the design of the sample
is ° the INCRA cadastro. It was agreed with the SUDENE statisticians that
the use of this information could be appropriately complemented by (1) the
data of the last two censuses (1951 and 1960), (ii) the data underlying the
IBGE classification of homogeneous microregions, (iii) the supply data col-
lected by SUDENE at municipio level. The collection of this last set of
data was part of the work that the SUDENE team was expected to do during
the past month as one of its preliminary contributions to the research.

The result of this work is a set of production and price data for 42 crops,
10 years and 1400 municipia. The most reliable part of this data, relative
to the last 5 years of the series, was recorded on two tapes that I have
brought back to initiate the various processing operations and some ad hoc
econometric analysis.

9. As for the formalities necessary to expedite the release of the

INCRA cadastral data, we had several telephone conversations with the offices
of INCRA in Recife, Brasilia, and Rio de Janeiro. The data are stored in
tape form in CEPRO, the INCRA processing center in Rio, and Mr. Arlindo Costa
Lima will travel to Rio to receive them directly in the next few days.

10. The outline of the design of the sample agreed upon with the SUDENE
team is as follows: the basic questionnaire (i.e., the modification of the
questionnaire used in the previous survey conducted by George Patrick) would
be applied on a sample whose degree of representivity, in terms of farm size,
is tentatively fixed at 90 per cent. Two more questionnaires would be applied
on subsamples of appropriate size: a questionnaire on the input-output coef-
ficients and a questionnaire on the more qualitative aspects, specially risk
and uncertainty, education, etc. of the small farm operators (owners, parcei-
ros, etc). The universe of the sample would be first stratified geographi-
cally at the level of the IBGE homogeneous microregions, and then by size of
the property. For the application of the input-output questionnaire, zones
- of concentration of the most important products would be determined on the
basis of the mentioned municipal data.

lsee my back-to-office report dated May 3, 1973.
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: s An important problem in designing the sample is how to limit the
number of observations, It is my impression that with an appropriate organi-
zation, we would be able to handle a sample size of 4,000-5,000 cbservations.
This impression is confirmed by the fact that Elettroconsult, a consulting
firm contracted by SUDENE, has realized what appears to be a very successful
survey of more than 1200 farms, with a supervising team of omly five people
and utilizing the network of the extension agents. If the variance of the
farm size appears to be too large, we cam try to reduce the size of the uni-
verse either by eliminating the farms whose size is below a certain limit or
by concentrating the survey in some of the areas of the NE regilon.

12. As for the calendar of the survey, the most appropriate period seems
to be the interval between the harvesting of the first crop and the beginning
of the operations for the new year. During this period the extension agents
(ANCARES) are free of their ordinary duties. With an appropriate choice of
the time it is also possible to find the farmers relatively free. A prelimi-
nary calendar was then prepared in an attempt to determine the time of the
harvesting operations for the most important crops in each state. The cal-
endar and an outline of the resulting possible schedule for the survey are
provided in the amnnex to this report.

13. As the calendar makes clear, the tentative period for the application
of the questionnaire is (for all the states except Bahia) the interval between
July and December. The important unknown factor in this respect is, however,
the availability of the ANCARES by state and, possibly, by zone of operatiom.
In principle, since the contracts between ANCAR and SUDENE have been agreed
on for almost all the states, the constraints imposed by ANCAR should not

be too binding. To achieve full knowledge of the situation, however, it is
important that a joint group from IBRD and SUDENE travel directly to the

state offices of the ANCAR, I have tentatively scheduled these series of
trips for the second week of the coming June.

14, A large part of my time in SUDENE was spent in a workshop on the
questionnaire., The basis of the discussion was the experience of SUDENE with
the application of the questiomnaire of the IPEA-Patrick survey. A meeting
was held also with the team of the Elettroconsult on their recent experience.
As a contribution to the discussion, Miriam Seard had prepared a review on
SUDENE experience, while I had two sets of notes from our consultants Quirino
Paris and Yony Sampaio. Conclusions were reached on the redesign of the master
questionnaire (which was completed for all but four questions). Moreover,
backgrou nd material will be collected in an ad hoc report describing the
focus and application of the questionnaire.

15. An outstanding problem at this stage of our research’ project is to
collect a preliminary set of information on the input-output coefficients
and the other characteristice of the Northeastern agriculture important for
the construction of the programming model. As for the available quantitative
information, the Elettrocomsult survey was based on a very analytical ques-
tionnaire and the data collected could be utilized, at least for the states
of the survey: Rio Grande do Norte and Parafba, to compute input-output
coefficients, resource constraints by farm type, etc. Because of cost prob-
lems, however, Elettroconsult is tabulating manually the results of the sur-
vey. Although all the questionnaires will be handed over to SUDENE in July,
it would seem desirable, to obtain more promptly the informatiom, to offer
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to Elettroconsult the small amount of money which would permit the elec-
tronic tabulation. A letter to this effect was prepared and sent from SUDENE
to Elettroconsult and the preliminary response from the local office of the
firm was positive.

16. Information of less specific nature, which could be utilized to set
up a preliminary version of the programming model, is also available in
SUDENE. The following schedule has been prepared for a mission formed by
Gary Kutcher, Pete Loucks and as a consultant, Kent Graves. This schedule
was outlined under the direction of Mr. Arlindo Costa Lima consulting all

the units in SUDENE which might provide the type of information required.

Two field trips are also included to illustrate the various forms of cultured
practices.

DATA MES PERIODO ORGAO RESPONSAVEL
29 Maio Manha Divisdo de Programacido e ARLINDO
Fiscalizagdo .
" " Tarde Electroconsult Mucio e Zapata
30 " - Divis@o de Abastecimento Benjamim Ginaldo
31 " = L1} " " n 1}
Junho
01 " - Divisdio de Promogao José Magalhlies e
Paulo Melo
02 " - Vizita ao Nucleo Colonial -
de Caxangé
04 " - Departamento da Prod. Vege- Dr. Cantalicio
tal da Sec. de Agricultura
(SAg).
05 " - Depto. da Produgdo Animal Dr, Renato Moraes
(SAg).
06 0 - ANCAR/PE Ant6nio Soares Couto
07 " - Companhia de Armazens Ge- Diomedes Barreto
rais de Pernambuco Junior
08 " - Visita as Zonas da Mata -
09/10 " - Agreste e Sertdo -
Recife, Jodo Pessoa-Caruaru -
Campina Grande, Arcoverde -
Placas, Petrolina, Placas -
Petrolandia, Garanhuns, Pal- -
mares Recife -
1 “ - Divis#@o de Pesquisa-D.A.A. Francisco Esio de
Souza
12 * - Centro de Processamento Jorge
13 ' - Regresso -

Mr. Kent Graves expressed his willingness to participate in this mission
and I believe that his contribution would be desirable.

17. In the above program, Mr. Kutcher is scheduled to spend one day in

the computer center of SUDENE. The new computer is completely installed and

in working condition. The personnel of the center, however, do not have any
experience in programming in FORTRAN. TBM is not providing them with assistance
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in this field. Mr. Kutcher could evaluate the amount of technical aasist-
ance needed to implement our statistical and mathematical packages on that
computer in this and further phases of the research.

Part II

18. The institutions contacted for the organization of a team supervis-
ing the field work of the ANCARES were the Federal University of Pernambuco
(UFP), CONDEPE and, only for the problem of assistance in the training of
the interviewers, Elettroconsult, The main contact was the personnel of
PIMES (Programa Integrado do Mestrado in Economia e Sociologia) of UFP.

19. The professors of PIMES were strongly against Yony Sampaio returning
for the survey before finishing his thesis. Mr. Sampaio expects to finish
his Ph.D. program by the end of July, but because of the uncertainty of this
date, it seems desirable to count on his participation only for the advanced
stages of the survey. Professor Manuel Correia de Andrade, Director of PIMES,
made clear also that the participation of Yony or any other professor in the
research, would imply that the project should be incorporated in the research
program of the University.

20. Most of the professors of PIMES are willing to participate in the
survey on a part-time basis. They expressed particular interest in the ana-
lytical phase of the research. The professors designated as contacts

for IBRD are Professor Licurgo do Repe Barros and Professor Vernon Turner
Wolnsky for the working team and Professor Manuel Correia de Andrade as Direc-
tor of the Program, The tentative scheme for the supervision of the field
work 1s illustrated in the following diagram:

I smmns-—l PIMES |— BANK

| 3-4 Professors

l 15-18 Supervisors

| 100 ANCARES

Each supervisor would be working in a group of not less than five
and not more than ten ANCARES. Each of these ANCAR group would have an ANCAR
leader. This supervisor would be working all the time with the ANCARES, each
group meeting ideally every night. The 3-4 overall coordinators would be
traveling to give a high-level of assistance. PIMES would also be willing to
house the Bank team, Offices and meeting rooms could be provided for this

purpose.
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21. The personnel indicated as the best qualified to conduct the super-
visory work consists of a group of 20 Master's Degree graduates in social
sciences with experience in the field survey. This group is now doing a
similar work for a family budget survey conducted by PIMES under a SUDENE
contract. By the end of June, 15 of these professionals would be free and
ready to work on our survey. The curricula of nine of them are provided in
the annex as an example of the type of expertise represented.

22. As a possible alternative to the University, several officials of
the planning agency of Pernambuco (CONDEPE) were contacted. CONDEPE has
enough personnel and competence to provide for the coordination although

the most qualified personnel are seldom available. Olimpio Galvdo, coor-
denador de programas and Carlos Asirio de Cergueira showed interest in the
project, but Everardo de Almeida Muriel, superintendente, Was more interested
in discussing the objectives and suggested the possibility of concentrating
the survey in Pernambuco. I do not believe that this is an appropriate
alternative in the short-run unless the PIMES supervisory team fails to meet
on schedule our standards. However, it may be advigable to make the pretest
of the questionnaire in the State of Pernambuco.

cc: Messrs. Avramovic - V.P,, Lat. Am. & Car.
Echeverria - Lat. Am. & Car.
Ross - Lat. Am. & Car.
Skillings - Lat. Am. & Car.
Panagides - Agr.
Yudelman - Agr.
Cauas - DRC
Kutcher - DRC
Louckes - DRC
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TO:

FROM:

SUBJECT:

INTERNATIONAL DEVELOPMENT | INTERMATIONAL RANK FOR | INTERNATIONAL FIMNANCE

ASSOCIATION RECONSTRUCTION AND [JE'VELQI"MENT CORPORATION

OFFICE MEMORANDUM

Peter B. Clark

The Reason for Milson Hollanda's Cable Cancelling IPLAN's
Participation in the Northeast Study '

T was called today by Milson Hollanda from Brasilia. As he
indicated in his cable, he wished to explain the reason why 1PEA/
IPLAN was not able to, go forward with a joint study of the
Northeast of Brazil with the DRC team at this time. He explained
that he had spent a great deal of his own time during the last month
attempting to recruit a technically qualified group of specialists
to be contracted by IPLAN to work at the Tniversity of Brasilia as
the Brazilian counterpart t=azm in this project. “ilson felt fully
committed to the chiectives of this project and continues to give
very high pricrity. HKHe explsined that the only reason that he felt
that IPLAN could not go forwzrd at this time was that they were
unable to fulfill their obligation made to Jorge Cauas and Peter
Clark in Recife to contribute three to five experienced technicians
to work on the joint project team. He has been only able to find
one person who could begin working immediately. the others requiring
at least four months or longer before they could begin to parti-
cipate in the study.

T questioned Wilson at some length about other conditions
mentioned in his cable which might have influenced IPLAN's decision.
I asked whether there was any confusion about the terms of reference
of the study. He answered that he had participated in the definition
of the proiect, had redefined the terms of reference on several
occasions, and fslt fully satisfied that the work was of the highest
priority. I asked whether the cable implied that the Ministry of
Planning wished to withdraw its support for a study of the Wortheast.
He replied that on the contrary he felt the project should be
redefined to relieve IPLAN of its committment for personnel and
the joint responsibility for execution of the research. However, he
encouraged us to go forward with the study saying that IPLAN and
the Ministry wished to remain on good relations with the TWorld Bank
research team, that they would provide us with all the data
required, would make contacts for us with other agencies, would
1like to be consulted about the progress of the work and would be
glad to participate in the evaluation of results. '

I gave him four or five opportunities through leading
questions to withdraw the general endorsement of the Mimistry for
studies of the Wortheast. T did not refer directly to the conversa-
tions between Enrigue Flanzer and Robert Skillings, but on no
occasion did ‘Elson say that he felt the project was not focusing
on the right subjects, was insufficiently pragmatic, or that the
Ministry felt the work was of low priority. Instead, he emphasized
repeatedly ihat IPLAW was very interested 1in this work, but simply
1ackad the gualified parconnel to participate in the sense of taking
responsibility for part of the research. In order to clarify as
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much as possible whether there are any underlying issues, I explained
the streng interest within the Bank for the definition of rural
development projects in the Northeast. He welcomed this concern of
the Bank and said again that he would do everything in his power to
assist us in project identification and research. He sald there
would be no problem in working with the technicians of SUDENE, BNB,
or TPEA to develop the information needed for regional planning

and project identification. The reference to problems which IPLAN
had recently encountered with SUDENE was because of jealousy at the
highest level of the organization about the use of the Central
Government Authority for defining regional plans.. He said that this
should not interfere at the technical level or influence the Bank's
work program.

Milson promised to send a letter explaining the continuing
interest of IPLAN in the propcsed Bank project. He encouraged us
to seek working relationships with other agencies who may have
qualified personnel available to participate in the study at the
present time.
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Wouter Tims;’ﬁeputy Director, EAPD

Research Proposal: An Analysis of Developmeni Strategies for
Northeast Brazil

1. This large and complicated research preject, submitted to

the Research Committee on March 22 and received by me on March 24 is
supposed to be on-going in April 1973. If I read it correctly, the

total number of man-months to be used for the project (professional

only, from all sources) before the current fiscal year is out will be
around 35, of which one-quarter from DRC. Given the obviously advanced
state of preparation and the tight schedule of work, it would create an
untenable situation if anyone would ask for more time to study the pro-
posal and the relevant background documents and to discuss it with persons
knowledgeable about Brazil's Northeast and its problems. I feel myself,
not an expert on this particular projeet, put into a position where one
can say either "yes" to the proposal or a well-considered "no", based on
thorough analysis of the proposal. I would doubt the wisdom of endorsing
the proposal, having an awkwardly leng list of questions teo raise about
it (partly because of sheer ignorence, for another part related to my own
involvement with a similar project, at about five times the price of this
one, for the Northeast of Thailand) to which I cannot possibly expect to
find the answers in time. Neither am I capable of taking a negative stand
as my questicens are not more than just questions. I have the gravest
doubts about the proposal, consider it an effort with goals too ambitious
to be reached with the proposed limited inputs, and within the time con-
straints set. But I may be wrong.

2. I would appreciate to be relieved of my duty of appraising

this proposal. If there was less pressure to get an approval in a hurry
I would certainly be glad to make an effort to acquaint myself more with
the subject of the study and its proposed organization and method. Under
the existing circumstances I feel unreasonably pressured and prefer to
excuse myself from judgment.

cc: Mr. Kuczynski, PP&PRD -~
Mr. Murray Ross, LAC, Dept. IL
Mr. A. Ray, Office of VP, DP
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Peter B. Clark, Chief, DP - DRC

Addition to the Back-tc-office report of mission to
Brazil to complete planning of Northeast Regicnal
Research Program

Fnclosed you will find a time schedule for the proposed joint
research program with IPEA/IPLAN, Please append it to the back-to-
office report. I am also attaching the distribution list which was
previously omitted from the back-to-office report.



TENTATIVE TIME SCHEDULE AND DIVISION OF WORK

. 1973-FY74
1973 1974 i Man-Months (Prof.) :
TASKS MAMJJASONDJFMAMJ | DRC IPLAN Sudene- Consult- Other

DAA ants/IBRD LERD

Survey — Agriculture

Sample Design —_— 0.75 2 8 0.5 0.5
Pre-Survey & Analysis & Trg. - 0.25 1 4 0.25
Survey —_— 0.75 2 6
Data Proc. & Analysis _ 2,25 7 20 0.25 1.0
Risk & Econometric Studies
Estimation of Risk Parameters _ B 0.75 2 0.5
Estimation of Behavior Parameters _ —_— . 0.75 2 0.5
Demand Studies _ 0.75 L 3.0 2.0
Agri. Production Studies
Hodel Design — 2.50 2 1.0
Matrix Generator —_— 0.75 1
Experimentation (Hypoth. Data) —_ 1.50 2 0.5
Model Modification-testing —_— 1.75 1 0.5
Simulation studies _ 2,75 2 1.5
Integration w/Ag.Ind.Model e ) ] v
Apro-TIndustrial Studies
1 . Collection, Analysis ——— 2.50 5 1.0
Model Development & Matrix Gen. —_ 2.75 3 0.50
Experimentation & Model Modific. —_ 2,25 3 0.5
Simulation studies —_— 2.25 3 1.0
Interaction w/Ag.Prod.Model ——_— 5.50 3 3.0 1.5
Migration & Labor Absorption Stud 1.25 4 1.5
Industrial Sector Studies
Data Collection,Analysis _— 0.25 3
Model Development _— 1.50 2 2
Matrix Generator S— 0.75 1
Experimentation & Modification _— 0.75 2 1
Simulation —_— 1.00 2 1.0
Integration w/ other sectors = 175 2 2
N.E, Employment Survey (CNRH/IBRD)
Sample Design  — 0.25 1 0.5
Pre-survey Analysis & Trg., — 0.25 0.5
Survey —_ 0.25 1.0
Data Processing & Analysis —_— 0.75 2 2,0
Report Writing - Final Report 3.50 5

Professional Time: TOTALS  43.00 70 38 15 15

Research Asst, Time: 32.00 28
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TO: Mr, Jorge Cauas DATE: March 6, 1973
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FROM: P,B, Clark, D,P. Loucks, G, Kutcher and P.L. Scandizzo

SUBJECT: Back-to—office report of mission to Brazil to complete

planning of Northeast Regional Research Program

Consultation with Different Agencies and Research Groups

This report will be divided into two parts which synthesize two other
aspects of the mission. This section will capsulize the extended discussion
which the Bank team had with different agencies, although not necessarily in
chronological order. The information derived from these contacts, plus our
reading of many Brazilian reports, resulted in a research strategy which the
DRC team recommended to Nilson Holanda and Jorge Cauas at their meeting in
Recife on the last day of the mission., The research program is designed to
quantify some of the vaguely perceived relationships behind the endemic problems
of the Northeast and to generate information which we believe will be an aid for
the Brazilian Govermment to design more effective policies and for the World
Bank in its search for projects which have direct impact on the rural poor. The
DRC team was disappointed that a counterpart research group had not been formed
to jointly define the research project. Hence, this section highlights some of
the information gained from a range of Brazilian officials and forms the back-
ground for the research proposal found in the next section of this report.1

IPEA/TPLAN - Economic Planning and Coordinating Agency of the Ministry
of Planning and General Coordination

Contacts: Antonio Nilson Craveiro Holanda, Superintendente
Mauricio Rangel Reis, Superintendente Ajunto and
Coordenador do Setor Agricultura
Roberto Aratjo, Coordenador do Exportacgdo
Moyses Teneblat, Coordenador do Setor Tranportagdo

IPLAN's principal interest in this project stems from the idea of
"development corridors", discussed during our last mission. IPLAN understood
that we propose to do a study which would result in an integrated set of
projects, IPLAN is under great pressure to develop programs of action which
they therefore describe as pragmatic. IPLAN has recently rejected a research
project being offered by Purdue University because IPLAN does not feel it
needs yet another survey describing the misery or poverty of the Northeast.
Yet, they readily identify their primary objective to be: "a more detailed
analysis of key problems of the Northeast'. As Nilson Holanda put it, "the
main objective should be to make a survey with closer contact with the region"
which will be "more comprehensive than has been possible before in IPLAN".

It is recognised that the projects initiated in the Northeast have
not been conceived as an interacting program. Holanda has asked us to define
better what should be the relationship between public and private investment.
Early development efforts for the Northeast used public resources for drought
relief, irrigation and roads; then came the emphasis on fiscal incentive for
private investment to industrialize the Northeast; and now begins the new
trend where public investment is seeking ways to promote land reform, population
resettlement and better education. IPLAN is hoping to identify a better balance
between private and public investment so that the process becomes self-generating
and productive rather than subsidized relief of an impoverished population.

1/ The reader who is not concerned about the details of the mission should
turn directly to the research proposal.
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As with the Regional Departments of the Bank, IPLAN is asking whether
the system of public incentives are sufficient to promote development., IPLAN
shares concern for the poor social return on 34/18 funds. They have asked the
joint project to determine what constrains these incentives, what obstacles
there may be to greater employment and larger regional income multipliers; what
additional policies are required?

The other principal concern of IPLAN is with the potential use of
PROTERRA funds., Even though it is realized that capital is scarce in the Northeast,
earmarkad public funds are looking for good projects and private capital is heavily
subsidized. Mauricio Reis pointed out that PROTERRA is meant to be an integrated
program involving 10 or more different approaches, e.g. technical assistance, land
redistribution, subsidized inputs, outmigration, colonization, education reforms,
agro-processing industries, commerclalization, reduced transport costs and improved
storage facilities., TPLAN wants help from the IBRD/DRC team to study how these
factors interact. IPLAN has countracted Montor-Montreal, Arthur D. Little and ITAL
to study (in 210 working days at a cost of $300,000) the economic feasibility of
the agro-processing industries of the Northeast so that a set of projects might re-
sult. Reis hopes that the IPLAN-IBRD study will be equally pragmatic. He doubts
that there will be any social benefits from the land expropriation now starting
in the states of Pernambuco, Paraiba and Ceara. What is the govermment to do
after the exproprlation that is scheduled for this year?

IPLAN emphasized that it 1s impossible to prepare projects in the North-
east without background and theoretical studies. Mauricio Reis cited the case of
the IDB which required several years of study in order to prepare 8 small irriga-
tion projects. But, he emphasized, this 1s the last year of the current govern-
ment, therefore we must have a very pragmatic approach. He suggested that ''the
joint study team talk with the people of INCRA, SUDENE, DONOCS, Ministry of
Interior and Agriculture to get them to refine their ideas. The fact is, after
2 years of PROTERRA, we are at the same place — we have no projects! Put together
a package of projects in an integrated manner like the corridors idea."

Tt was agreed that the IPLAN-IBRD project should have output within a
year but that two years was probably a more reasonable time horizon enabling the
recruitment of better quality staff and the development of more complete analysis.
A description of the terms of reference and likely team composition may be found
in the attached research proposal. It was agreed that further discussion should
take place with Jorge Cauas in Recife after the DRC team had formulated a research
proposal. Roberto Araiijo joined the DRC in Recife, Tuesday and Wednesday to
represent IPLAN in our talks with Northeast agencies.

SUPLAN/EAPA - Ministry of Agriculture

Contacts: Rinhold Stephanis - Director of Studies, SUPLAN and INCRA
Alberto Viega — Director EAPA
Arthur Coutu - USAID, Technical Assistance Bureau, Washingtom
Eduard Schuh - Purdue University

EAPA was prepared to send some technicians to the Northeast with the DRC
to assist in the definition of the research program. This group would like to be
involved in the project but recognizes that the analysis will be more than of the
agricultural sector alone and therefore must be sponsored by IPLAN. Nevertheless,
the matter of participation has been raised at the ministerial level and we have
been told by Rinhold Stephanis that INCRA and EAPA technicians would welcome the
chance to participate in the Northeast project.
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The relationship between EAPA and the IBRD is somewhat confused
because of the joint attempt of USAID/TAB and Purdue University to develop
a large research program with EAPA, Since senior officials of USAID have
learned of the TBRD's intention to strengthen multi-sector planning,
especially regarding the Northeast, they have held up their program which
was to help EAPA make better sector plans. This is further complicated
by a UNDP project which presently finances a 5 man FAQ team of advisors.
How these different groups will relate to one another is still not clear,
but, we have consistently suggested that an EAPA technician,who might one
day take charge of the USAID sponsored project,should begin learning about
sector modelling by working with us. Moreover, we would like to pool what-
ever data we collect with what they are currently gathering by survey in
Ceara.

IPEA/SERAM

Contact: Roberto Cavalcanti de Albuquerque,Superintendente

This agency enthusiastically supports the IPLAN-IBRD project and
suggests that a center for full-time research on the Northeast be established
using a mixture of the currently proposed project team, plus SUDENE and ETENE
people, plus some people from state planning authorities. Integration,
coordination and technical assistance would be the joint objectives.

It was emphasized that the demand side of the Northeast development
strategy has never been properly studied. The assistance made by the central
government to the states and municipioswas never properly estimated from the
demand side and often resulted in a waste of resources. We explained that
the DRC project with the University of Brasilia involving Lance Taylor,

Edmar Bacha and Prancisco Lopes would be of assistance here. SERAM would

be glad to help the IBRD develop collaborative studies in several regions

of the country. They still gave high priority to a joint study of the
Paranagua development corridor and its interrelationship with Southern

Matto YY¥9880 and Goias. In the Northeast SERAM has contracted Clovis
Cavalcanti of the Instituto Jufoquim Nabuco to study the Parnaiba valley.
Therefore, he recommended that we work with (Luiz Seigio Vierra, Director)
SUDEC and (Everardo de Almeida Maciel, Director) CONDEPE to study the States
of Ceara and Pernambuco and all states lying in between (Rio Grande do Norte
and Paraiba) since they formed a unity.

SUDENE - Ministry of the Interior

Contacts: José de Jesus Moreira de Moraes Rego, Director of

Agriculture Department

Luis Fernando Correia de Araujo, Director Adjunto of
Industrial Department

Tinia Bacelar - Assistencia Technica

Aleindo Rufino de Araiijo - Assistencia Technica

Arlindo Costa Lima - Chefe, Divis@o de Pesquisas Agricolas

George Patrick - IPEA/INPES researcher doing collaborative
study with SUDENE/DAA
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SUDENE has been using their agreement with IPEA to make a study
during the last year, involving a  survey of muniecipios in the states of
Ceard and Pernambucg, to evaluate the choice of technology in semi-arid
agriculture. They considered this a pilot study for a more comprehensive
survey and analysis which they were now planning for all states of the
Northeast. The problem according to George Patrick was that the INPES
team was dissolving and ecould no longer give technical assistance. This
seemed opportune for the IPLAN~IBRD research project. IPEA could still
give the technical direction to SUDENE's projeet if IPLAN would undertake
the obligation releasing INPES. In this way the study team would have a
ready- made means of collecting the farm-based production data,which it
lacks, at very little expense. The primary cost (the contract with ANCAR
extenslon agents to make the survey 1n July and August, the coding of
results, schooling of enumerators, and some computer processing) would be
borne by SUDENE. The SUDENE team will be 5 people from the Agricultural
Department and some from Assistencia Technica.

It was considered that this study would give important information
about the economlc size of land which the land reform might attempt to
redistribute. We explained that this was a very dynamic problem depending
upon soil, water, cropping patterns, technical choices, access and cost
of inputs, marketing conditions, tenure arrangements, etc. Optimal plot
slize must be determined in a dynamic framework and might not lead to the
same pessimistic extrapolations of land use which Vicenzo D'Apote
predicts.lf The objective of José de Jesus was to look ahead at the next
round of the reform in the semi-arid zomes of the Northeast (Agreste and
Sertao). We explalned that it would be far better if we could also include
the Zona da Mata in the analysis., He explained that INCRA had the same
problem as SUDENE and had therefore asked the Instituto Juaoquim Nabuco to survey
the Zona da Mata.

In order to learn more about the pilot study we asked George Patrick
to come to Recife. He described his model in detail to the SUDENE staff and
the DRC team. He hopes to have it written up by early May when he plans to
leave INPES. He would like to continue work on the Northeast for a longer
period, but his skills are"knowing something about Northeast agriculture"
rather than analytical capacity.

A few meetings were held with people in Assistencia Technica,which
is responsible for taking the global view of the economy for SUDENE, and with
people in the Industrial Department. The objective of these meetings was
primarily to learn about the studies they had made on agro-
processing, manufactured inputs to agriculture and of demand conditions for
all types of goods in the Northeast economy. They showed great interest in
our study and supplied us with many published studies. 8ince the Montor-
Montreal/ADL team was also in town collecting similar studies,we decided not
to spend too much time collecting this type of data. Similarly, since David
Goodman has been nominated to head the IPLAN team,we have decided to

1/ An FAO specialist who wrote a very disturbing study entitled "Bases Para
Uma Politica de Colonizag¢do e Reforma Agraria No Nordeste do Brasil,"
SUDENE, Recife, 1972.
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concentrate our initial enquiries on agriculture., The demand studies are very
fragmentary, covering only a few selected ecrops. There is hope that more

useful information may come from IBGE sources or from the new SUDENE study being
executed by PME at the University of Pernambuco. The latter is a study of

food demand and commercialization costs in 9 Northeast cities.

ETENE (Recife): Banco do Nordeste
Contacts: Helio Maura, population specialist

He had just received the 1970 population census tapes from TBGE
and will be starting a whole new study of the characteristies of poverty,
unemployment and migration in the Northeast. He will be able to supply the
project with information about the Northeast labor force and population. He
recommended that we make contact also with the ETENE group in Fortaleza.

INCRA (Recife Office): Ministry of Agriculture

Contacts: Alejandre
Ricardo Correa, Chefe, Recife Office
Arthur Pio dos Santos
José Lacet de Lima Filho
Antonio José Araujo - INCRA, GTPLAN-PROTERRA
from Brasilia
Sylvio Romero Moreiro — also from Brasilia

Here we had long discussions at different levels of the organiza-
tion about the experience thus far with PROTERRA, about the difficulties
they have experienced with their colonization schemes attempted in Pernambuco
and Paraiba, and about their responsibilities for drawing up and implementing
a general plan for land reform. There were obvious uncertainties about
institutional relationships because sometimes we were accompanied by an IPLAN
coordinator, sometimes by a SUDENE technician and other times we went alone.
There is little doubt that they would like some expert help and need better
information with which to make realistic plans. This is an explosive issue,
yet, if we had not indicated a cautious attitude on the part of the Bank, they
were quite willing to prepare all sorts of agreements of technical assistance
and cooperation. We explained repeatedly that this was an exploratory trip and
that we were in the process of defining a collaborative project with IPEA/
IPLAN.

As stated earlier, INCRA has contacted Clovis Cavalcanti of Institute
Juaoquim Nabuco to make a socio-economic study of the Zona da Mata. They
suggested that we try to coordinate the SUDENE study with this ome. Despite the
cordial relationships, there may still be considerable problems linking these
studies or arriving at a common design. We shall do everything possible to
collaborate, but we recommend that at least 5 municipios drawn from the Zona
da Mata be added to the SUDENE sample.
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SUDENE and INCRA are starting g study to identify settlement
projects for the area of the tabuleiro 1/, 'We were told CONDEPE was also
working on similar schemes, but not for colonization, This is the one
area where techpnical change might alter the pessibilities for crop
diversification in the Zona da Mata. The technology has been well
researched and the private sector usineiros are buying up what was con-
sidered abandoned land previously. This might be a project which the
IBRD could help provide leadership towards a better redistribution of
labor on the land, The INCRA project Rio Tinto could be studied as
similar to tabuleiros type settlement.

We also learned of an experimental water storage system being
marketed by a Sao Paulo firm. It has been used elsewhere in the world
and the IBRD may have previous experience. In Brazil it is called
"Sistema de Polioliefinas"., ‘It is a plastic bag used to line an earthen
cistern. Regardless of how well this system may work, a vital area for
technical work would be on water conservation and management in semi-
arid farming areas. INCRA is actively looking for such innovations.

CONDEPE - Planning Authority of State of Pernambuco

Contacts: Everardo de 'Almeida Maciel = Superintendente
0limpio Galvio - Coordenador da Programa
Sabastiao Jorge Jatoba Bezerra Dos Santos -
researcher finishing Ph.D. at Vanderbilt

Several meetings were used to sketch out the system of development
planning followed by CONDEPE. Their principal problem is one of under-
staffing. They have good ideas for studies and for plans they would like
to draw together, but lack well trained staff. In the next 6 months 5
graduate trained economists will be returning. The Superintendente said
he would very much like to collaborate in the Northeast study, especially
if it makes a sub~regional model of a development corridor in the state of
Pernambuco. He offered secretaries, library and space to the project and
to form a counterpart team if the project would call for it.

One of CONDEPE's technicians has been collecting information for
his Ph.D. thesis and worked with our group for a few days. He might be a
good person to bring into the project in the future, especially if CONDEPE
contributed his services. The integration of several sectors simultaneously
in a single framework for the state of Pernambuco would be of high priority
for CONDEPE and the IPLAN-IBRD project can count on their cooperation.

PME: TUniversidade Federal do Pernambuco

Contacts: Renato Duarte, Head of Programme Integradoe de
Mestrado en Economia e Sociologia
Manoel Correla de Andrade, Coordenador do PME
Luis Arturo Fuenzalida, Chefe do Seminario de
Tese do PME
Vernon Turner Walnsley, Professor

1/ See Northeast Missinn.Reﬁort, op. cit., p.88 and 89.
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The mission held several meetings with faculty members of the Federal
Uniyersity of Pernambuce to learn about their currxent research program and to
determine what capacity they might haye for assisting with the research program
on the Northeast. They are gearing up to make a study of the supply and
commercialization of food products and services in major urban centers of the
Northeast. This will be a long term statistical and econometric study involving
several members of the faculty and some master-level students.

On the other hand, both Renato Duante and Luiz Arturo Fuenzalida
said that in 5 or 6 months time they might be able to have 2 econometricians
(faculty) plus 6 masters thesis writing students who could work in this
project. They are interested in the experience and the chance to get useful
statistical information for thesés. We have developed this potential relation-
ship because of the uncertain timing of the formation of the IPLAN team. The
SUDENE survey will obviously require considerable supervision, especially
during the phase of enumeration in July and August. If there is insufficient
staff in the IPLAN-IBRD team to give general supervision to the 80 ANCAR
agents conducting the questionnaire, it might be a valuable adjunct to the
project to employ the PME research group for this purpose together with the
SUDENE technicians. It would be inexpensive assistance since their primary
interest is access to data,

ETENE: Banco do Nordeste

Contacts: Nacicio de Oliveira, Director of ETENE
Pedro Sisnando Leite, Chefe Divisdo de Agricultura
do Departmento Economico
José Nicacio
Eduardo Bezerra
Pedro Lustosa da Costa — Industrial Division

Gary Kutcher and Pasquale Scandizzo spent a day in Forteleza in
order to explain the IPLAN-IBRD study to BNB and especially its research
group ETENE. FETENE expressed BNB interest in the study and especially said
they would be glad to help with the planning of the survey. They proposed
a seminar to help coordinate the ETENE-SUDENE-IPLAN-IBRD inputs into the
research project. However, ETENE should be considered simply as an interested
party rather than a formal counterpart. They are willing to share their data
sources with the project. The 10 year perspective plan was not available in
Forteleza but they suggested IPLAN already had been sent copies.

Escola de Agronomia: Universidade Federal do Ceara

Contact: Roger Fox, visiting professor from University
of Arizona

The purpose of this contact was to review the progress in the EAPA
project to survey 2 municipios in Ceara studying the economics of cotton
production. We collected a copy of the questionnaire and received valuable
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information about the conduct of the survey. As with the FME group, the
masters program here would be glad to help menitor the reseaxch in the
field in exchange for access ta data.

IPEA[CNRH: National Center for Human Resources

Contacts; FEdson Machado Sanza, Director
Sam Levy, Director, UNDP Project of Human Resource Planning
Lulz Carlos Silva, Coordenador Programa de Pasquisas
Afranio Raul Garcia, Junior Researcher, Museo Nacional
Jose Sergio Leite Lopes, Researcher, Museo Nacional
Moacir Gracindo Soares Palmeira, Researcher, Museo Nacional

Just before leaving for Brazil Tan Hume received a copy of a research
proposal for CNRH by a group at the Programa Pos-graduacdo en Anthropologia
Social of the Museo Nacional, Universidade Federal do Rio de Janeiro. The
proposal was solicited by Edson Macado and Claudio Salm to replace the previous
project i}udying Northeastern employment which the World Bank had agreed to
finance.~ This project is entitled "Employment and Socio-economic Change
in the Northeast." Tt is much more comprehensive than the earlier project,
including all of the characteristic labor market or employment situations
encountered in the Northeast.

The first notable difference in the new proposal is its firm basis
in the economic and sociological literature of Brazil and other developing
countries, Compared to the earlier proposal, there is a much greater
intellectual content and therefore includes substantive hypotheses to be
tested in the course of the research program. Second, it was obvious from
my discussions with the researchers that they are very experienced social
science researchers with practical experience in the Northeast as compared
with other groups. I was concerned that their intention to use Southerns
to work in the Northeast and transition zones to the Amazon would lead to a
breakdown of communication. This had happened when IPEA/INPES economists
tried to work on their survey in Ceard. But this team has worked together
in the Northeast for 2 to 5 years with such eminent foreign advisors as May-
berry Lewis (Harvard University), Richard Adam (University of Texas) and
Anthony Leeds; all paid for by the Ford Foundation.

The Museo team will be 6 full-time researchers (MA degrees or
better) plus 4 more part—time.z. 0f these, 2 will be senior professors of
the university who will be involved full-time and 2 other senior professors
giving advise and direction. Claudio Salm of CNRH will be working full-
time on the project. Luis Carlos Silva of CNRH will be working at least half-
time on this research and an UNDP advisor will be recruited for full-time
involvement in this research, Sam Levy has asked the World Bank to nominate

1/ The former AITEC study will go forward with the collaboration of 4
university economics departments in the Northeast. It will be financed
by the Rockefeller TFoundation and the Ford Foundation. However, it
deals only with a select number of urban centers.

2/ I have curricula vitae for the members of this group.
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the foreign advisor we would like to see become involved in this project.

I railsed several questions with the research team about method. Will
the design of the study permit the results to be generalized to make macro-
economic poliey about employment? The answer is yes, but, we must work
together with the team to assure statistical correspondence with other parts
of the general study of the Northeast and with PNAD and census data of IBGE.

On the other hand, Isaac Kerstenetzky said that IBGE would like to work with
this project. He has been the professor of several of the economists in the
Museo research team and rates ‘them as the best and most inquiring students he
has taught. The Ford Foundatlon advisors consider this group as '"profound
and dedicated to understanding the causes and effects of rural poverty".

The research budget that is attached to the proposal is not very
large for the manpower that would be devoted to this project. The information
that this research team 1s capable of collecting and analysing could be as
important for reformulation of IPLAN education, migration and employment
policies as we hope the IPLAN-IBRD research project will be for sectoral
investment policy. At present there is no behavioral knowledge in a useful
form for planning purposes. This would be especially important when
considering alternative land reform policies, settlement schemes, the absorp-
tion of new technology, education reform or sanitation, water and urban
housing programs. These are all primary concerns of the World Bank as
sectors where effective development projects may be formulated for the
Northeast. These projects are to have important employment benefits. The
World Bank wants to distribute credit to the rural poor. Nevertheless, we
do not have any way- of predicting what a latifundista would do with a line
of credit. What are his priorities? Why are they .formulated that way? We
know banks and financial institutions do not like to loan to these people.
Lack of security for the lean is most often cited, but we know the risk is
very great, even that the funds may . never be used for the expected purposes.
We cannot design a better delivery system without knowledge of the expecta-
tions and hehavior of the loan recipients. Without this comprehension, all
rural development targets are but well-intentioned hopes.

I recommend that this project be considered very seriocusly by the
IBRD. CNRH considers this of much greater priority than manpower planning
projections or new studies of the rate of return to education. We are in
a position to use the output of the study and therefore to gilve strong
direction to ensure its operational relevance for policy planning. Nilson
Holanda is under great pressure to define an effective employment policy for
the Northeast. Further macroeconomic studies or sector studies with fixed
employment coefficients will be poor guides to a solution of the grave under-
employment problems of the Northeast., Here is a group asking the right kind
of questions behind the usual arithmetic facade. We should give them support
and encouragement because they are flexible; imaginative, concerned and know
what they are trying to learn. They have been well trained and form a first
rate intellectual team. TFinally, they want their work to be relevant so that
the involvement of the World Bank in this research should help create an
audience.

1/ The job description of this and an economics of education UNDP advisor
are also available if anyone knows of good people who would like to

work in Brazil for the next few years.



TO: ¥r. Wiese and Mr. Ross

FROM: Dragoslav Avramovic

OFFICE MEMORANDUM

DATE: March 23, 1973

SUBJECT: DRC Research Proposal for the Northeast of Brazil

Attached please find a copy of the research propesal concerning
the Northeast of Brazil prepared by the Development Research Center. 1
. would appreciate your comments on the proposal. Since the Research
Cormittee would like to consider the proposal at its meeting of April 5
and a prior review by a Panel is necessary, 1 would appreciate it if you
would give me your comments as socn as poesible,

Attachment.

ce: Mr. Skillings O/R
Mr. Greeéne O/R
Mr. Echeverria C/R
Mr. Cauas
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‘Review number Project number

WORLD BAMK RESEARCH PROGRAM
Project I’roposal

) " Date of Submissice

. 20 March 1973

PART I. PROJECT IDENTIFICATION

An Analysis of Development Strategies for Northeast Rrazll
Title: Phase I - Rural Studies and'Tand Reform

Phase IT - Industr1a1 and Tertiary Employment Qtudles

Department Responsible:

DRC 3.5taff Member Responsible: (lapk

® e e

)
$298,000
=

Potal Estimated Staff Time: DRC time only-through next fiscal year, FY '75 (possible 30):

>rofessional ; L3 man months FY 173 & FY '74 Special Services: 32 man months FY 173 &7

-

No. of Contracts: &

5.Total Estimated Cost/t

Part II. COORDIK&TION AND APPROVAT,

‘nterdepartmental Coordination: ; . Do nbt-Support
. Support Project-Comments
Department Name & Signature Project Submitted
LAC/Regional Dept,. Dragaslav Awramavic

CPS/Rural Devel.lnit Montague Yudelman :’éngﬁF4ﬁ/f -1 7ﬁ>/¢

& {

DPS/DEP/URRD Dovzlas H. Keare (A 9/~ d,ﬁ(f/(;m«_.. g

DPS/DEP/ John Simmon (o w~ission ) v
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Division Chief 2 Department Bircctor
Jorge Cauas

Peter B. Clark

#fee Table I for man months of research time planned for FY173 and FY'7l for all éollaborating
irstitutions (i.e., TFLAN, SUDENE, other IERD Departments and Consultants),

&
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PART III. IMPLEMENTATION =

1. Date Work to Start: March 1973 2. Date First Draft Expected:Jaﬁ.lﬂ?é

3. Final Report Due: Betweep December 1974 and June 1975

4. Implcmentation Method:

A: Bank BRaff. » o 5 T b v » w W W o o ow ow FE
b. Individual Consultants. . # WA m e vk w TR

€. LDC Contractor/Institute. TETFEEY .Y

d. Developed Country Contractor/Institute. . . .

AINRE
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5. Reports Expected in Current Fiscal Year: (FY '73)

Several papers on the risk behavior of subsistance farmers in drought prone areas (Sertan);

the characteristics and sample design for the agricultural '_questiunaire; model specifications

for the study of the rural sector and agro-processing industries; study of Northeast land

eform policies,

PART IV. FINANCIAL AND STAFF DATA

-

-

-+ Dollar Costs (Estimated Disbursements by Fiscal Year) : Figures in thousands.

After
FY '73 gY '74 |FY '75 |FY Total
a. Contractual 3 i 51 36 90
b. Travel 11 33 22 | 66
c. DoEREINS, Survey and 1 | s | s 149
Total 25% 164V 116 P90**

*of which $15 is available from RPO 273 **Net of $15 from RPO 273,

Including D.P.Loucks who will bd placed on a

«» Staff Requircments (man-months) : consulting pontract in ¥Y 7L,
. After
FY '93 Ly 'W74 iry 75 PY 'otal
¥

Professional - 10, 33 30 73

b. Special Services " . o i

Total - b 16 | 59 B 129%

*DRC time only, however the last column of Table 1 shows the potential collaboration of 15 man-

months of other departments of the IBRD which are coordinating their worl with this projoet.



PARLY Vo PIODECT SURNALY
(Usc Additional Shects 1L Mecessary)

1. Rescarch Objecctives:
Support basis for Bank Policy : | . IETF
Support for Bank Opération in Projects or Sectors 77X 7
Support for Couﬁtry Economic Work /X7
Increcase Knowledge of the Basic Developrnent Process iE:?
. Develop Institutional‘Capadity for Resecarch in LDC's 12:7
2. Description:

a. Problem .
' \ =
b. Method

c. Coordination

d. Implicatiun'for Bank Policy and Operations .

e. Project Organization

There appears to have been no coherent strategy for developing the Brazilian
Northeast. Therefore, the Bank has not received well prepared projects as part of
an integrated development strategy for that region. A related aspect of this prob-
lem has been the insufficiency of information which could be used by international
agencles to analyze these problems or to identify and prepare projects.

The economic problem‘is the tremendous regional disparity of family income
levels and unemployment rates between the traditionally backward Northeast of Brazil
and the rest of the country. As the Warld Bank's program in Brazil has grown, initial
steps have been taken to direct Bank resources to aid Brazil's underdeveloped North-
east. A special agricultural mission of the Projects Department was sent to the
Northeast several years ago. In the last year, the LAC .Regional Department produced
a comprehensive study of the characteristic problems of the Northeast which reviews
the Brazilian state and federal government programs and policies designed to allev-
date these problems. Ihi§“El§§19E“EEEEEE—Efﬁggi-§§$:§EEEé? to the lack of adequate
information for planning general policies. €ast development programs
have been unbalanced and poorly exeeuted for lack of technical staff; often incor-
porating only a single objective (e.g., public investment in reservoirs was followed
by road development, then private investment was given industrial subsidies, and
more recently land reform and colonization schemes have begun). In September the
Bank Research Committee approved RPQ 273, a DRC project to identify a regional studies
and planning project for the Northeast. This research proposal results from RPO 273's
two research identification missions which have identified this and several other
projects being proposed by other departments of the bank.

Moreover, this research interests the DRC (and the DPS Urban and Regional Divi-
sion) because the problem of regional disparities in resources, incomes, and employ-
ment is a general one facing many LDC's. The Brazilian approach has been to adopt
"traditional" programs involving capital inflow.stimulants (34/18) and labor out-
migration stimulants (colonization). These programs have not had a significant impact



on the region's gap, however, for reasons that are not clear. A hypothesis to be
tested in this research, which will be-extendable to other cases, is that the pro-
grams have failed due to a lack of coordination and balance, both over sectors
within the region, and economy-wide.

The methed of study proposed in this project is to combine existing census
and special studies with a new rural survey being initiated by IPEA, SUDENE, and
ANCAR. This will provide needed data for this study and for other Bank-wide pur-
poses. A number of microeconomic studies of price incentives, production cost func-
tions and demand and supply elasticities will provide useful inputs to loan projects
being designed for land reform, agricultural credit, agro-processing, humid valley
developments and colonization. In addition,a planning framework will be developed
using econometric and programming studies. -

The project has been developed as a collaborative scheme with the Federal
Ministry of Planning and General Coordination in Brazilia. It will also involve
research teams from SUDENE, INCRA, other Brazilian ministries and other depart-
ments of the World Bank. Coordination among these various groups is key to deriv-
ing the benefits of research concentration and to develop complementary policies
and projects which have been lacking previously in the Northeast. A primary benefit
of this project will be the institutionalization of a study group in IPLAN capable
of coordinating regional development plans. Likewise, coordination and collabora-
tion of economists from the operating departments of the Bank will help assure
research results which will be useful for the implementation for Bank policy and
operations. The Agricultural and Rural Development Department of the CPS has
agreed to nominate Stahis Panaguides to give effective liaison so that the focus
of this project may answer questions being raised by the Bank's rural development
program. Likewise, the Urban and Regional Studies Division of the DPS has assigned
Anna Maria Sant'Anna to work approximately 3 months of her time on Brazil studies
in the next fiscal year. Furthermore, the LAC Area Department has assigned Murray
Ross and Roberto Echeverria to coordinate the Brazil country economic work with the
analytical studies of the DRC "with a view to defining research projects that will
be of special relevance for the Government's development strategy in the Northeast
and for an own lending program." Such coordination will be indispensible to assure
well focused proble.—oriented research anngg avoid institution complications when
dealing with counterpart Brazilian agencieakwhich the Bank is simultaneously develop-—
ing both operational and research programs.

The research project has been organized jointly by the Development Planning
Division of the DRC and IPEA/IPLAN of the Federal Ministry of Planning and General
Coordination. Peter B. Clark will be in charge of the DRC research team and the
Brazilian authorities will identify a leader of their counterpart team once it is
formed. By relatively frequent visits to Washington and Brazil, these leaders will
coordinate their research efforts so as to achieve maximum effectiveness. The DRC
team will endeavor to assist with the identification of opportunities which can be
used by other departments in the Bank to aid in the implementation of an effective
strategy for reducing the poverty of the Northeast.
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ANALYSIS OF DEVELOPMENT STRATEGIES FOR NORTHEAST BRAZIL

PHASE 1 - AGRICULTURAL STUDIES AND LAND REFORM

PHASE II - INDUSTRIAL AND TERTIARY EMPLOYMENT STUDIES

I. Introduction

In the last 15 years a number of govermnmental institutions and
programs have been formed for the purpose of increasing the growth and
welfare of the inhabitants of the Brazilian Northeast. A significant
number of the measures taken to help reduce the poverty and increase the
productivity of this region have not been as effective as originally
hoped,1l/ Therefore the Govermrment has initiated new development programs
to help the Northeast such as PIN and PROTERRA.2/ Probably the most
important reason for the failure of many of the economic programs and
reforms previously attempted in this region is that there has been no
means of analysing in a precise and quantitative manner the effects and
consequences of any proposed program throughout the relevant sector or
sectors of the Northeast economy. The broad objective of the research
we propose is to devise improved methods for evaluating the consequences
of alternative regional development strategies and for simulating the .
impact of different PROTERRA and PIN policies. Analytical studies will
be developed by the Brazilian and IBRD research team in order to assist
Brazilian planners and policy makers check the efficiency and consistency
of theilr policy options and to aid IBRD officials who are responsible for
defining and evaluating potential loan programs.

Our research objective is to do more than develop improved
methodology, however. Within a short time (12 to 18 months) the Brazilian
Government needs information on potential economic policies and their
soclal and economic effects in order to prepare a National Plan for the
next several years. To be relevant, this research program must provide
quick answers to some of the problems of the Northeast. Thus, it is
necessary to limit initially the scope of the analysis to one or possibly
two important sectors and to a representative sub—region of the Northeast.

1/ See Ministerio do Planejamento e Coordenagao Geral, "Politica de
Desenvolvimento Regional no Brasil: Antecedentes e Perspectivas,"
and Nilson Holanda, "Integracao Nacional e Desenvolvimento do
Nordeste', papers for OECD ~ Brazil Conference, October 17-19, 1972.

2/ See IBRD paper "The Northeast Development Effort - Brazil", November 6,
1972, pp.64-68 for review of these programs. Also see Stahis Panagides,
"Land Reform and Land Settlement in North/Northeast Brazil: A Back-

ground study to the Economic Mission to North/Northeast Brazil", draft,
July 10, 1972.
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Moreover, we must use, insofar as possible, the data that are currently
available. The research program will focus on key interdependencies and
relative price policy applying both microeconomic and macroeconomic
analysis in order to obtain partial equilibrium results as quickly as

possible to test initial hypotheses before undertaking full simulation of
complicated policles.

The development studies of the Northeast reglon are intended to
be multisectoral in scope, emphasizilng balanced, self-sustalni?g growth
through exploitation of intra-reglonal comparative advantages As

described in the discussion paper, "An Approach to the Study of Northeast

Brazil Developmen} Strategles",2/ the initial emphasis will be on semi- (0
.arid ricultures’ and the labor absorption aspects of industrial develop- e
ment=: While We think labor absorption 4And income redistribution are best .

studied in a multisectoral analysis, the phasing of the study, described
below in detail, reflects certain changes in light of discussions with
various counterpart institutions. In particular, the SUDENE-IPLAN inten-
tions concerning agricultural survey studies for the immediate future, and
the lag in the availability of the IBGE industrial census data, suggest
that better short-run results can be obtained by concentrating primarily
on agricultural and agro-industry studies.

Agriculture, the single most important economic activity in the
region, has been overlooked in recent years when compared to the
industrialization efforts made in the Northeast. Hence the initial
emphasis of the research program will be directed towards collecting new
data from all states of the Northeast for a comprehensive analysis of the
agricultural sector giving special attention to the impact of land reform
on farm family incomes, The agricultural activities in the Northeast are
dependent to a large degree on the agroclimatic zones (Figure 1) in which
they occur: the Sertao (backlands) and North Coast, the Zona da Mata
(forest zone) and South Coast, the Zona do Agreste (rustic zone) , and the
transitional zone towards the Amazon region. SUDENE will be studying all
zones except the Zona da Mata where INCRA has commissioned sociological
studies to be conducted by the Instituto Juaquim Nabuco under the direc-—
tion of Clovis Cavalcanti. However, with only slightly more financing,
the SUDENE survey can be extended to 5 additional Municipios in the Zona

da Mata to provide complete coverage of all areas of the Northeast.

1/ While it is the objective of PIN to promote national economic inte-
gration it will be some years before national planners can make
quantitative studies of the problems. At present, comprehensive
comparative cost data do not exist for interregional studies except
for a limited number of crops and industries. However, identifying

‘markets external to the Northeast will be an important element. The
Development Economics Department of the IBRD has attempted to develop
with IPEA/INPES a quantitative framework to evaluate interregional
comparative advantage in agriculture and agro-processing. A report
describing the first results of this study has been prepared by
Gottfried Ablasser.

2/ DRC discussion paper prepared February 1, 1973.

3/ DRC, op. cit., Appendix I, "Agricultural Development and Industrializa-
tion in Northeastern Brazil".

4/ DRC, op. cit., Appendix IT, "Research on Industrial Development in North=-

east Brazil", attached to this document as Appendix ITT
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Development agencles such as INCRA, SUDENE, BNB and IPLAN are
not sure whether the land reform and development programs being planned
for the Northeast will draw the rural poor into effective participation
in the Brazilian economic miracle. The research will attempt to identify
ways of increasing the capacities and labor absorption of agricultural
production, processing and marketing activities in each of the zones.

We will begin to study industrial development and the tertiary sector as
the new census data and additional information becomes available (& to 12
months). Particular emphasis will be placed on the 34/18 investment
subsidy program and strategies for employment of the underutilized labor
force characteristic of urban centers in the Northeast. Once the indus-
trial sector studies are underway, the complete multisectoral analysis

may be attempted for a limited area of the Northeast, defined by the X
development corridors which penetrate the states of Pernambuco and Ceararll

II. Research Objectives

Officials of the Ministry of Planning and General Coordination
and the IBRD have indicated thelr interest in specific research objectives.
IPLAN expects that the proposed collaborative research will help its
planning staff increase their capability for analyzing policy and planning
problems. The full-time involvement of the Brazilian research team being
formed by IPLAN will assure the fulfillment of the long run training and
technical assistance cbjective. In the shorter run there are a number of
more specific questions that will be examined, principally relating to the
agricultural sector. The analysis will provide a framework for considering
some of the following problems:

| a) the techpical feasibility and probable effects on yields,
' labor employment and income distribution of different

cropping patterns, combinations of existing techmologies

and agrarian reforms, and the identification of the

incentives required to implement such changes; A

b) the dynamic comparative cost ranking of crops with regard
to their exportability to other regions of the country
and abroad;

c) the evaluation and design of credit and insurance programs,
CO1EEEE;EEEE_R£915555 and cooperatives that can be identified
and implemented to initiat® technological change on an
extensive basis in backward areas and to reduce the adverse

effects of risk (weather, temancy, etc.) to farmers owning
small sized plots; and

1/ Governors of the Northeast states asked that special emphasis
be given to export corridors for the Northeast, where port
terminals would be Recife in Pernambuco; Cabedelc in
Paraiba; and Itaqui in Maranhao. Cited from Diario de
Pernambuco, 18 de Fevereiro de 1973, p. 26.
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d) the identification and extent to which public and private
investment projects in agricultural production, processing
and marketing could absorb landless laborers into more
permanent loyment while increasing_ggricultural i A
roductivity, employment in all sectors and improving the i i? 'j
%istribution of imcome tmwthe Northeast. o

III. Research Procedures for the Agricultural Sector Study

In this section we will describe the types of analysis required
to implement the specific objectives outlined in the previous section:. It
appears that most of the specific objectives concerning the development of
agriculture (including agro-processing)-can be achieved through use of
mathematical programming techniques where economic choice and efficiency
are central issues of the analysis. }he IBRD/DRC's experience with sector
and intersectoral programming modelsl/ and the farm level programming
study of the Northeast in process at IPEA/INPESZ/ furnish experience and
pretested software. For those objectives not amenable to programming
techniques, ancillary micro-economic investigations and econometric
studies are planned. Many hypotheses will first be tested with partial
equilibrium analysis so that results should begin to flow immediately from
the study while other data is being reprocessed for the consistency required
of the programming approach.

a. The Programming Model for Agricultural Production

N
2 Cohat L

rogramming model of Northeastern agriculture will be employed
to analyse the ques :

a) reorganizing agricultural output with emphasis on’ family
income targets, increased access to land and export
promotion; .

b) the feasibility and inducements required to absorb labor
employing alternative technologies and reorganizing
current practices;

c) the relationship of farm size and tenure arrangements to
income and farmer's welfare; and

d) investment alternatives and priorities for the public
sector.

1/ John Duloy, Gary Kutcher and Roger Norton, "Part IV: The

 Agricultural Sector" in Goreux and Mamme (ed.) Multi-level
Planning: Case Studies in Mexico, North Holland Publishing
Co., 1973 and Rene Vaurs, Vinh Le-Si and Jacques Loup, "A
System of Programming Models for the Primary Sector of the
Ivory Coast'", DRC discussion paper, February 1973.

2/ Under the direction of George Patrick and Ruy Miller Paiva in
cooperation with SUDENE-DAA. ' :
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This analysis will require disaggregation of the production
side in terms of: output (crops, livestock, processed goods and
services), agro-climatic zones, farm size, tenure arrangements, soil
conditions, farm erganization, market orientation, technological choice
(input alternatives and capital structure), and probably, time. For
example, a gilven production activity might be the.cultivation of one
hectare 1in manioc, in a particular region of the Agreste, on an owner-
operated farm of size 25-50 hectares, using traditional techniques, etc.
On the demand side, 1t 1s expected to include alternatives for on-=farm
consumption, sales to Northeast markets, and sales to the rest of Brazil
and export markets where these alternatives are considered feasible.

The first uses of the model will involve several testing and
validation procedures to ensure that it will simulate, as closely as
possible within the limits of the LP assumptions, the observed
agricultural activities of the region. -~These tests may indicate the
need for additional data validation, variations in the objective
function, additional constraints, and possibly structural changes.

After these operations, the model will be used to simulate a
variety of alternative programs and policies. These experiments might
include:

a) exploration.of the effects of an export promotion policy
for various Northeast crops under the existing tenure
arrangements and farm size distribution, i.e., what
production re-orientations are feasible, and what is the
likely response of various farm types and sizes;

b) quantification of the gains in terms of output and social
welfare under a program designed to use some of the policy
instruments described above (especially credit, cooperatives
and colonization schemes to expand the technological alter-
natives available to farmers;

c) to simulate the effects of discrete changes in the distri- fﬁ

- bution of farm size and tenure arrangements as prescribed [&
by PROTERRA policies; and |

d) to simulate the employment and migration effects of
different development programs.

The model will be designed to yield information on the optimal
production and distribution patterns and on income and employment effects.
The general aim, then, will be to provide a tool whereby the effects of
alternative development strategies may be simulated and quantified so
that policy makers may have a consistent framework for evaluating such
strategies.

" e, OLch ald tin
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b. Optimal Farm Size and Agrarian Reform

One of the main objectives of the study will be to test the
feasibility of alternative patterns of agrarian reform. Both SUDENE
and INCRA are interested in planning the next phase of land reform on
the base of a farm type which can be considered "optimal" from a socio-
economic point of view. The regional agricultural model built by the
IPLAN-IBRD team will make the analysis of this problem possible with
regard to a series of soclal objectives and evaluation of the benefits
and the viability of various possible schemes of land exploitation, sub-
division and retenuring.

Geographically, the agricultural model will cover all the
territory of the Northeast, with the possible exception of some areas of
the state of Bahia, Of the covered territory, more than 80 percent
belongs to the semi-arid zone (the Agreste and the Sertao), and more
than 40 percent to the so-called drought polygon. Risk and uncertainty
conditions determined by the extreme variability of rainfall dominate
the economy of these zones. A major problem of the study will be,
therefore, to incorporate these conditions into the analysisbl

Consideration of technological risk is especially important for
evaluating alternative credit policies during the initial stage of agrarian
reform. Alternative insurance schemes and flexible credit policies of the
type successfully adopted in other countries (e.g., Spain, Italy, and the
Netherlands) can be tested with reference to the alternative models of land
reform. '

There are basically two ways in which meteorological uncertainty
can be incorporated in the planning model: through the cbjective function
and through the constraints. Given that the farmers exhibit risk aversion
because of their minimal capacity of absorbing losses, one of the problems
to be answered is whether a transfer of risk from the individual farmers
to larger units (cooperatives, associations, colonization projects, etc.)
can be realized with the support of the society as a whole. As a second
element of this testable strategy, the model can simulate the implications
of reducing, at a cost, (through irrigation, storage, improved seeds,
fertilizer, etc.) the variance of yields, quality of the products, various
kinds of wasted output, etc.

c. Agro-Industry

Once data is available from the 1970 industrial Census and from
the study now in progress by IPLAN's consultants (Montor-Montreal, Arthur
D. Little and ITAL) which tests the economic feasibility of agro-industries

;j A theoretical framework for looking at this problem has recently
been developed in the DRC. See, Pasquale L. Scandizzo, "Subsis-
tence Agriculture Under Risk," Peter B. Hazell, "On the Equilibrium
of an Tndustry when Production is Uncertain", Peter Hazell and
Pasquale Scandizzo, "What Polieies for Subsistence Agriculture under
Risk?" and Daniel P. Loucks, "A Simple Method for Including Stochastic
Supply and Demand in Linear Programming Models", DRC disucssion papers,
February 1973.



in the Northeagt, it 1is planned to incorporate the processing of agricul-
tural tupal pfoducts Into the regional agricultural production model.
Givechﬁgéﬁlggig supplies of agricultural products and the demands for
processed products at varlous locations within and outside the Northeast,
the potential and existing agro-industries will be studied with the goal
of selecting additional locations and estimating capacities that would

result in increased economic benefits and higher employment within the
Brazilian Northeast, ’

This phase of the research will require the construction of
production and cost functions, and could well involve the analysis of
joint products, a factor that together with the stochasticity of inputs
and demands, may complicate the solution. Once preliminary information
from both IBRD and Brazilian sources has been collected and analysed,
two to three months may be required before preliminary results of agro-
industry models can be expected. Much-will depend on the number of
agro-industries to be examined and the quality and quantity of the
available technical and economic data. Once separate models for
analysing agro-industry problems have been developed and sclved, they
will then be linked to the agricultural production models for a more
comprehensive analysis of the agricultural sector of the Northeast.

IV. Information Requirements:

The study of the agricultural sector and its interrelationship
with the rest of the regional economy will use different types of data
which must be made compatible as they are introduced into the structure
of the model. Such data include:

1) Alternative technologies by region and type of economic
activity.

2) Time series and cross section data on demand, prices, stocks
and flows of factors and products.

3) Production functions for agricultural products and process-
ing industries.

4) Input and factor cost data by region for all types of
industries of varying size.

5) Transport costs (by road, rail, animal power, and water)
for different segments of the Northeast transport system.

6) Meteorological and soil data to identify agro-climatic
zones,

7)  Marketing data by product and/or by groups of products.
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8) Population statistics (natural and social movements,
migration, urbanization, ete.).

9. Irrigation areas — river and ground water supplies.

10. Distribution of land ownership and different types of
tenure arrangements by zones of the Northeast.

1L Costs and technological requirements for different
colenization and cooperative schemes.

12, Public poliey instruments available (credit, insurance,

land reform,” price support, subsidized agricultural in-

puts, wage policies, labor laws, export subsidies, fiscal

incentives, extension services, etc.

Much of this information is available from secondary sources and
existing stu&iesﬁf However, extensive primary data collection is required,
particularly for the input-—output coefficients of the programming model,
and the risk-related studies. The SUDENE-DAA/IPLAN survey can, if under-
taken in close cooperation with the DRC team, provide this primary data.

a. Questionnaire and Sampling

At the moment SUDENE-DAA has available a tested questionnairelf
which has been applied in a limited research project on land use supported
by IPEA . The sample gives particular attention to soil characteri?tics
but uses an outdated cadastro to define the elements of the samplel. :
Since the field work related to this research has been completed, there
exists a set of valuable information regarding farmer's reactions, behavior

of survey operators in the field, various difficulties encountered,
revision problems, ete.

This questionnaire can be considered an interesting base for
evaluating the performance of a number of variables which will be crucial
in the operational design of the survey work. Since this survey was
motivated by a small linear programming model, the questionnaire itself
needs to be completely redesigned for the study at hand.

Besides the information contained in the existing questionnaire
the following data sets are considered crucial and will be included to
the extent possible in the new survey:

a) Inputs by crop and by month: Except for planting and
harvesting, a selective list could be sufficient. In
some cases, bimonthly requirements could be also acceptable.

1/ See Appendix I.

2/ INCRA has produced a new cadastro which reflects the changes in land-
ownership which has resulted from the initial reaction to the land
reform laws. IBGE has agreed to help us use the agricultural census
(the establishment basis) to draw the sample which must be taken from
the revised cadastro (enterprise basis).

3/ Much of the Brazilian counterpart team's work during the first 6
months of the project will be spent putting topether data from exist-
ing studies and making consistent the many fragmentary sources of
information.
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b) Demand and supply of credit;' Because of the potential
importance of the credit element in the policy simula-
tion, detailed information will be required defining
methods used to finance fixed and working capital needs,
short and long term investment, etc,

¢) Risk evaluation and attitudes: Relations between crop-
pPing patterns and yield (or weather) expectations can
be explored through direct and indirect questions. It
1s also important to test systematically the hypothesis
frequently made in the anthropological literature, that
the morador (or any other type of farm operator) has some
idea of the natural cycles of weather, land fertility, etec.

d) Marketing and on-farm processing activities:

-

e) Reservation prices for output and labor:

A more general problem exists as to the sampling procedure to be
adopted. SUDENE-DAA's objectives are largely complementary and need not
be sacrificed for the objectives of this study. As the programming model
will be regional in scope, the farm size study which is the object of
SUDENE's research has to be conceived in a way that can be integrated in a
regional model. This involves interalia estimate of sets of weights by
classes of farms to be applied in the aggregation process.

A critical problem will be the timing of this survey. SUDENE/DAA
has a contract to utilize the agricultural extension service in the North-
east to conduct the survey du he months of July and August 1973. This
1s the schedulingffEEEfIE%igaziﬁfgﬁ-Eequires that the IPLAN IBRD team begin
immediately to help SUDENE with the task of selecting the sample and

designing the questionnaire. Appendix II deseribes the tight survey
schedule, -

V. Phase II: Industrial and Tertiary Sector Employment Studies

<? ‘;J,J—-ﬁ~———’”;;<EE;E>report will not describe in detail how the multisector
analysis will fit together. However, at this point it would be useful

to bear in mind that the very high rate of unemployment and underemploy-
ment found in the Northeastl/ and thezﬁepressed income levels of this
reglon relative to the rest of Brazil™ require that the resolution of
these problems must be sought by considering all alternative uses of
Northeast labor. With this objective in mind, Phase II of this project
will begin once the IPLAN research team has been formed (because it is

. likely to include David Goodman who has spent the last thre? years
evaluating the industrial subsidy scheme for the Northeast3’ ~and because

the industrial census being prepared by IBGE is scheduled for release in
July T973.) ¢ : ——

1/ See IEBRD, op. cit., pp.18-20.

2/ See IBRD, op. cit., pp.20-25 and Ian Hume, "Problems and Prospects
in Employment and Incomes in Northeast Brazil", IBRD draft, August
21, 1972,

3/ David Goodman and Roberto Cavaleanti, "Econonic Development and Indus—
trialization in a Backward Region: The Brazilian Northeast", preliminary
drafc, Jonuarvy 1973.



The principal objectives of the study of the industrialization
program of the Northeast are:

a. to evaluate the extent to which the capital subsidies _
of the 34/18 scheme 1s inhibiting labour intensive fﬂ(
adaptilve technology; '

b. to estimate the direct and indirect employment effects V/f
of the Northeast industrialization program:

c. to quantify the Intersectoral linkages of the industrial ?
complexes at urban centers like Recife, Campina Grande
and Forteleza both within the Northeast and to external -
markets in the South and abroad; and

d. to estimate the regional strutture of demand for goods
produced by both modern and "traditional" or "unorganized"
(i.e. unsubsidized small scale) manufactures and services.

A brief description of the intended research planned for the
industrial sector is given in Appendix III.

We have not encountered anyone studying the tertiary sector in
the Northeast. This #s a difficult problem to study, but of great
importance in Brazil. Several research groups in the South (IPE, CEBRAP.
and CEDEPLAR) have projects which are collecting information about the ;
residual sector for the disgulsed unemployed in urban areas. However, éhﬁ{T
the closest thing to this in the Northeast is a survey of urban unemployed o
to be conducted by 4 university groups from Ceara, Natal, Pernambuco and Hal
Bahia; (sponsored by the Rockefeller Foundation and the Ford Foundation); sl 5
a survey of employment problems:in all areas of the Northeast to be Fik
conducted by econcmists and soclal anthropologists from the Museum School
in Rio de Janeiro (sponsored by IPEA/CNRH and possibly the World Bank);
and a survey of food and service supplies to major urban centers of the
Northeast to be conducted by the Federal University in Pernambuco
(sponscred by SUDENE) .1/. The second project appears to be potentially a
very useful complement to the multi-sector analysis being proposed in
this report. It will include data for testing many behavioral relation-—
ships normally overlooked when considering the reaction of unemployed
workers or the rural poor to govermnment programs designed to alleviate
their present circumstances. The social sciences in Europe and North
America have developed and applied many new tools for predicting the . fonl
impact of public policies on minority or disadvantaged communities. —— vdbﬁjﬂﬂhw%
These may readily be—applied to the difficult problems of rural and —1nIU% D
urban poverty in LDC's. During the course of the next few years we "
hope to adopt some of these analysesto problems of central interest to
the IBRD.

1/ A back-to-office report is being prepared describing the first
two projects because of the IBRD's previocus involvement in these
preojects.
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VI, The Collaborative Research Teams

DRC discussions with IPLAN agreed in prineiple that the parti-
cipation of both institutions could develop along the following broad
guldelines:

a. IBRD:

3 1/2 professionals, 1 1/2 research assistants,
a programmer and a Portuguese speaking secretary.

= Flnance of consultants
= Finance of the trips of the Bank team to Brazil
~ Finance of part of the trips of the Brazilian
team to Washington.
b. IPLAN: - Minimum of 3 full-time, post—graduate trained
professionals.,

~ Support for the SUDENE agricultural survey of
the Northeast.

= Finance of part of the trips of the Brazilian
team to Washington, plus domestic travel.

- Finance of overheads, secretaries and space
at the Federal University of Brazilia.

Final arrangements for research assistants and computing have
not been discussed.

Appendilx IV gives tentative information about the Brazilian
counterpart team. Nilson Holanda stated that before the end of March
he will nominate the person in charge of the project for IPLAN so that
he might join the Bank team as it draws together the research proposal and
budget.

VII, Tentative Time Schedule and Division of Work

_ The actual execution of the project work schedule depends upon the
speed with which IPLAN is able to contract the counterpart team which will
work at The University of Brazilia as well as the resource committment of the
Bank. IPLAN is anxious to have better knowledge of the Northeast to help
prepare an effective strategy as part of the next development plan., The LAC
Regional Department of the IBRD is also desirous that the project produce
comprehensive information about rural problems so that loan projects may be
prepared to alleviate rural poverty. Therefore, the time schedule of Table 1
and the staffing committments from the various counterpart agencies reflects
the resources required to have a new data base available in 8 months. This
schedule will produce a steady flow of studies thereafter. The division
of work also reflects the overlapping interests which this project has
with several other departments of the Bank,
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fAyLE I L

TENTATIVE TIME SCHEDULE AND DIVISTON OF WORK

TASKS

Il

Survey - Agriculture

Sample Design

Pre-Survey & Analysis & Trg.
Survey

Data Proec. & Analysis

Risk & Econometric Studies 2 v

Estimation of Risk Parameters
Estimation of Behavior Parameters
Demand Studies

Agri. Production Studies 3

¥odel Design

Matrix Generator
Experimentation (Hypoth. Data)
Model Modification~testing
Simulation studies
Integration w/Ag.Ind,Model

Agro-Industrial Studies Lj-

D¢ Cellection, Analvsis

MoGel Development & Matrix Gen,
Experimentation & Model Modific.
Simulation studies

Interaction w/Ag.Prod.Model

Migration & Labor ABSorsEisen Stud —

1973 1974 ,

1973-FY74
Man-Months (Prof.)

MAMJJASONDJIFMAMJII! DR

IPLAN

Sudene-

DAA

Consult-
ants/IBRD

Other
IERD

0.75

Ta— 0.75
2,25

= e 0.75

0.75

2.50
2,75
2,25
2,25
5.50

—1.25

Industrial Sector Studies

Data Collection,Analysis

Model Develepment

Matrix Generator
Experimentation & Modification
Simulation :
Integration w/ other sectors

M.E, Employment Survey (CNRH/IBRD)

Sample Design
Pre-survey Analysis & Trg,

Survey
Data Processing & Analysis

Report Writing — Final Report

0.25
it 0.75
0.75
1.00
1.75

0.25
o 0,25
0.25
0.75

3.50

MM ~NN N

P S SR

NN ENW

#'LULﬂhaulj

(=N =

0.5
0.25

0.25

woo
- a2 a
o wvi

0.5

1.0

e
o

=OO
-
b

O
L O

1.0

43.00
32.00

TOTALS

Professional Time: TOTALS
Research Asst. Time:

70
28

38

15

15



VIII. IBRD Budget for Collabprative Research Froject

Section VI of this proposal describes the working agreement
between TFLAN snd the DRC for the support of this preject. The research
project involves the combined rescurces of seversl Brezilian agencies
and departments of the IERD. We have intentionally made every effort
to keep the budget, for such 2 comprehensive planning study, to the
very minirum., Table II gives the budget estimestes for the remainder of
the present FY'73 end the next 2 fiscsl years.

It will undoubtedly take some time to achieve one of the basic
objectives of this project, namely, to assist the Brazilian Government
in its desire to institutionalize reglonal planning skills in the Minis-
try of Planning and General Coordination. This goal has led us to select
a collaborative research arrangement, although this may take some time
to be fully realized. Technically qualified counterparts can be recruited
only from outside the present staff of IPLAN. Therefore, the budget
shown in the following table reflects a pessimistic approach to the dis-
tribution of the research costs between the two institutions. It assigns
to the Bank costs which are in the process cof negotiation with IPLAN
(see footnotes). We should view the larger costs associated with the
initial phase of a collaborative project as characteristic of the respon-
sibility which the Bank must take for institution building. Primary
data collection, some programming costs and the consultancy of David
Goodman have been discussed as costs to be assumed by the IPLAN. How-
ever, we view the FY '74 budget proposal as a "pump priming" expenditure
possibly required to indicate the Bank's strong commitment to this prob-
lem. The IBRD share of the costs will go down with time, and once the
project is underway producing basic data, it is quite likely that loan
funds or outside support will be forthcoming to support the future course
of the research project.
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Appendix II

Tentative Schedule of the Agricultural Survexﬁ@ork

April-IMay Design of the Sample and Develovment of the Questionnaire:
The base for designing the samnple will be the inventory
of properties (cadastro rural) plus other types of sccondary
information. The results of the SUDENE - INPES survey
can be utilized to obtain a first estimate of the bias
involved in considering ovwnership rather ithan entrepren-
eurship &s the criterion for the Tormetion of the sample.
The same results will be & valuable source of information
for designiang an operctionally effective quectionnaire.

June Teslinz of Questionnaire - Presurvey:

A tentative {igure for the number of minicipios to be
selectel for the survey (as base for the stratificztion
and drawing ol the seémrlel is 40 to 50. A presurvey to
test Tarmers' and interviewers' responses to the survey
well be conducted in farms located in some of the muni-
cipios likely to be sclected as representative of the
agroclimatic micro zones.

Last Week Training of Interviewers:

of June A subcontraet from SUDESNE to ANCAR (ABCAR elcewhere) will
be necessary to provide the field personnel and to carry
out the enumeraiion activities in the municipios selected.
There will be two agentc surveying in each municipio in-
volving &n average sample size of 100 fazendas.

July-Aug. TFnumeration in the PField:

45 days During this stage a continuous presence of technicians
of the reseazrch tedm must be in the field. It is pro-
posed also to utilize, if the IPLAN tean is too occupied
or it is too expensive to import this technical supervision
_to be spread ocut throughout the Northeast, to subconiract
& group of economics profesuors and graduate students of
the Tederzl University of Pernambuco (Programa Mestrado
im Economia, {o sssist with this phase of the work. Their
participation would assure them of dat. useful for A
theses, might be funded by a reseuarca zrant “rom the
Asosimsao daqﬁetuﬂios Graduados ne Econoqia, and would
provide more comnplete control of the survey in the field.

September Preliminary Review of the Results:

1st 2 wks. A summary exanination of the resuvlts will be made at thie
stage to verify the reasonableness of the answers collected,
commnl=ieness of the questionnairss, etc. Discussions with
comrunity leaders, extension agents, etc. will be necessary
in each municivio surveyed.




Teptember
last two
weeks and

Octoter

November-
December-
January

-

Procesuing ol ihe Questionnaires:

Coding, tabulating and all the other processing operations
will be carried out to the extent possible in the SUDENE
computer center. Correction of errors, estimates of the
sample tias on the basis of secondary s.rveys, etc. will
also be part of this phase of the research.

Analysis of Results: #

Several levels of analysis ef the data collected are
possible and mey be followed separziely or logether

by the parties who joined together in survey. The
measurenent of the efficient size of farm establishmentis
may be attempted in both partial equilibricm analysis
(by SUDENE) aid under more dynamic conditions (as modeled
by the IPLAN - IBRD resezrch team).




Amnex IIIL

Research on Industrial Developmént in Northeast Braeil

Backpground

Brazil's program of massive capital transfers (known as the
34/18 plan) to the depressed Northeast region has exerted a strong influ-
ence on the overall growth rate of this region, but has had only marginal
effects on-employment and incomes of lgﬁmskill laborers. Nor have the
investments made thus far or planned been of a nature required for self-
sustaining balanced growth.

The following aspects of these problems are taken!frcm IBRD

report "The Northeast‘Develnpment Effort. Brazil" (11/6!?2):EJ

1. The SUDENE-approved investments of the 34/18 plan have been
concentrated in three urban locations: Fortaleza, Recife, and Salvador.

As such, they have not significantly affected the severe underemployment

problems of the inland Sertao region.

Zs Most of the investment projects have been for capital-
intensive, resource-based industriesgj which are not significant demanders
of unskilled labor. Furthermore, sufficient numbers of appropriately

skilled workers are not available in the Northeast, nor are adequate

1/ A recent study by David E. Goodman ("Industrial Development of the
Brazilian Northeast: An Interim Assessment of the Tax Credit Scheme of
Article 34/18", in Brazil in the Sixties, Riordan Roett, ed., Vanderbilt,
1972) generally concurs with and‘elaburates on these aspects,

2f aveat Bl Dof o watal sud 80Y of parane ALINY smmvnegd Baui s

have beca in the enemical, metallurgy, and noumetallic minerals industries.

(Goodman, p. 243).



training programs available. Thus much of the entreprenurial talent

and skilled labor is imported from Southern regions.

3. 1Industries to which the typical 34/18 approved industries
have backward linkages are not developing at a pac; to ensure balanced
self-sustaining growth. Noting that certain 34/18 industries (such as
machinery and transport equipment) purchase over 90% of their inputs from
Center-South in based firms, Goodman comments on the "remark;bly limited
degree of interdependence (among these industries) and Northeastern
sources of supply”.éf Often, however, supplying and service industries
are relatively labor intensive; if the hoped for employment effects of
the 34/18 scheme are to be realized, it is imperative that a favorable
climate for the expansion and/or relocation of these backward-linked

L]

industries be available.

4. The Federal highway program has reduced transport costs in
the Northeast (as well as elsehere in Brazil) to the extent that prohibi-
tively high transport costs no longer constitute a barrier to location

decisions in this region.

These points suggest that a large scope exists for both expanding
the employment and income effects of the 34/18 program, and for broadening
the industrial base of the Northeast to maximize the development effects

stimulated by the 34/18 capital transfers.

Development Poles and the 34/18 Program

Either by accident or design, the investments of the 34/18 program




-

largely fit the "model" of the development pole stimulus:2/ the

induced emecrgence of "propulsivg" type industries at "growing points"

in regions suffering lagging growth rates. 1In fact, many of the approved
34/18 projects, particularly those in the chemicﬁl'and miﬁ;ral industries,

i

conform to Hansen's basic characteristics of "propulsive" firms: a) a
]

relatively large firm in a b) relatively fast growing sector which
c) has important interrqlations with other sectors;gj Furthermore, as
mentioned above, the investments have concentrated in three coastal urban
centers. =3
However, these centers cannot be considered as development poles
unless they exhibit sustained growth which include agglomeration and
attraction effects. The evidence currently available suggests that the
34/18 induced growth may dissipate itself unless backward-linked indust-
ries are developed more fully and the foles are more fully integrated
with the surrounding regions, |

Clearly, national economic growth objectives have bgen sacri-
ficed with the capital transfers (knowledgeable sources have indicated
privately that_the incremental capital-output ratio in the Northeast may
be twice that of the South). 1If the regional economic benefits from

these sacrifices are to be maximized, additional (or modified) programs

and policies are required.

Research Objectives

Research concerning the opportunities and alternatives involved

1/ For a comprehensive review of development pole literature, see Niles
M. Hansen, "Develeonmeat Pole Theory in 2 Regional Context," (Kvklos,
¥ol. E¥, 1987, 3. 709-"37),

2/ Hansen, p. 717.



in the industrialization of the Northeast can assist Brazilian policy
decisions and IBRD lending programs connected with future Northeast

- ”
development objectives. Although the emergence of even these three large
development poles will not be a pamacea for the problems Fonfronting this
region, it is clear that industrial development must play a key role, and

the stimuli afforded these centers by the 34/18 investments should be

taken full advantage of.

-

The primary objective of a research program based on the above
considerations should be to create or enforce the development pole
effects described above, More specifically, it should identify and
evaluate alternative programs for 1) ensuring balanced growéh of the
jndustrial centers, 2) maximizing the employment generation of this
industrial growth, and 3) spatially dispersing this growth, particuiarly
into the impoverished agricultural regions.

These objectives require answers to some very basic questions such as
what is in fact the model of Brazilian industrialization for the Northeast;
what have been the employment effects; what is the multiplier for 34/18
investments of various kinds; and what are the locational criteria for

Northeast firms and prospective migrant firms.

Research Strategy

The rescarch strategy must depend on the availability of data,
the willingness of Brazilian agencies to cooperate, and the capabilities
of any Brazilian councerpart(s). However, the nature of the topic is

such That sarpicl sayriirs ngy bp ohisin:d it rinimal data and participetien,

S



or a comprehensive, long range plan could be devised given strong
interest from Brazilian agencies and IBRD willingness to finance data
gencration such as regional input-output tables. ’

The first step, therefore, is to assess the quality of industrial
data available, and to examine possibilities of construction a region-
specific I-0 table.éj However, the most feasible short run approach
appcars to be to select a few important 34/18 financed industries at a
specific potential growth pole (such as REcife); identify their employment
patterns; and examine their backward linkeages and the regional
distribution of the supplying industries. At this stage the data needs can
be discerned for the second, potential most fruitful phase of the study,
that of examining the potential for using alternative, labor-absorbing
processes, dispersing certain types of industry (e.g., agro-processing)
into the interior, and of inducing backward-linked industries to relocate

in the Neortheast.

Expected Output

The study will produce various reports evaluating alternative
1BRD/Brazilian programs for stimulating the growth and employment effects
of the three urban centers, and several articles concerning the methodo-
logical approach used in development pole studies.

Equally important, the study will produce input for a contemplated
longer range study of the whole Northeast region and its interrelations

with the rest of the Brazilian economy.

L b LU0 inCustride Gunsus dowvs conlaik E e A P G e . MASE, AU

a new national I-0 table is being conqcructcd at LBGE.



