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- avo -

rate of 2

S8R Doellinger et al., 19%4), ¥For fixed investment, the

nditions were st ‘ _
o8 “ ‘1% itFlcter: buildings were mot included and equipment was to

a ol .u_:'.- ) .
be nal‘? ﬁ.ﬁ-‘ EOing rate of the Bank's programme for small and medium
erprises (circa 27> .
soiss éﬁq#‘%&;’cn =7% vper year in 1872), foxr the maximun of eight years.

However, ‘;'E-_ v‘eﬂ Specitied also that, in "exceptional cases", easier

1).
¥, instead of a loan, tus 2% couid participate as & _pa_:_rt_hor

in the project, but, in all cases, its contribution should

't the total expenditures of the project.

‘use of the IUNTEC could have

e ———————— i




Nevertheless,

existence, the Fund was
usged by B
never Oy Brazilian enterpriges - its sole beneficlaries wer

e univer-

’1 utions » L.‘ﬂinly for ]3031: BI‘

enterprises interviewsq iBnored its existence

The Benk
1s, eertainly, Pertly responsible for this ignorance and lack

Be -
of u the existence of the fung was never widely publicised and it also

suffered from &SCERERInScontusion withln the Bank, especially at the level

of the Board, about its purposes; as shown, for instance, by the several

and the birth and death of similar Funds
in the Bank,

~ 3T gL
L

Notwithstanc

- problems on the part of the Bank, the enterprises

~ remain the mai In fact, the

, for the lack of use of the

puent banks which ac 3 agents are well-
4

%ﬁﬁgﬁly through them
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Although the FUNCTE
= UNCTEGEh its rules envisaged the possibility of pro-

risk-capital ;

z 2 to an eAterprise, the pank would probably prefer a
~operation. :
oD Moreover, as we have seen, the participation of the

dn any project at the time, was restricted to 50% of the value of the
ent, eith ;
e °r in terms of a loan or as risk-capital, so that the
to put up at least the additional 50% from its own

recently have the Bank and FINEP given more atten-

of risk-capital for technological development (see

I - "

d for the nurpose providing ris:-canital, they operated essen-—

providers of w ital loans, although for a period longer

pmercial b

e year), Tha stock

I period in I ely fuelled by sSpecwu

1y played a a source of capid

ithe family-typ

= s
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razilian hydro-power marke
) ise (4 s eement was impossible and finally,
enterprise (included ip u
HRioun & Ple) decided, in 1974 to go along alone
o ’

cked up by a loan frg NED
bE = » from the creait line mentioned above.

The difficulty o¢f
Joint action between the enterprises interviewed

ot restricted 1
is n to technological activities—/- i.e. it cannot be attri-

exclusivel . '
puted ely to the riskg ‘avolved in such activities, It is an '

rtant aspect of |
impo P their general strategy, to which we return in the last ;

Section of the Chapter, 1

gaotholess, thin dizficult?: combined with the sbsence of external

sources of risk-capital implies that a firm that wanted to follow a self-
reliance strategy in the Brazilian conditinns would have to bear all the

risks of such strategy, acting, to use our expression in Chapter II, as

its own "insurance company".
e =

Vet

more heavily upon the smaller enterprises,

~ Such limitationms weighte

move from a strategy of copying to ome of

inancial resources. For example, in our




sample, one of the largest en erprises interviewed took over the control of
a small but technically very competent firm producing control instruments

based on their own designs after the latter was not able to obtain addi-

tional caplital from the market.

(g) 1learning from licensing and copying-and-adaptation -
- risks of failure in SR-

We have previously argued that the continuous investment in an SR
capacity was necessary to, at the same time, reap 2ll the benefits from the
licensing relationship while reducing its disadvantages (see Chapter 11},
especially if the reliance on licensing was to be at least partially super=—
seded in the future. However, the situation found in the interviews,

while confirming the partial learning deriving from the licensing relation-

ships, did not show such an dnvestment an SR cspacity B the Arasllies

ggterprises.'
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TABLE 1V-19:- LICENSING CONTRACTS - CONTENT
Number Percantage’
Basic Design Only 16 21
Basic and Detailed Desipn 23 22
Basic and Detailed Design and Technical
Assistance for Manufacture fo oy
Total 79 208

The majority of the enterprises licensed pointed out that the licensing
agreements brought along a gemeral improvement of the technical level of
production. ‘This is probably partly a conmsequence of the applicability of
the same manufacturing techniques when producing goods with higher technical
requirements, such as those licensed. In fact, as already pointed out,
half.of'1aﬁiﬁﬂﬁﬁ§ﬁ§§$§.invnlved also know-how for manufacturing actlvities;

but the learni

+

ng ofportunities go beyond the knowledge transferred through

the cont

' visits to the licensors




the lines for which they do not use licensing agreements without having to
pey oxtra for it. Among the enterprises ML we found in some cases a reluc-
tance to admit such “espionnage" (sic), perhaps due to a fear of damaging

their relationship with the licensors, on which they depend so much.

Such benefits come largely through the training of the manpower of
the licensees (see Table IV-20) but also often the management itself be e-
fits consliderably from the contacts with the licensors by having access to
more advanced management techniques and contact with more complex organi-
sational structures, an important aspect in the Brazilian case, as most
of the capital goods enterprises, even the largest, are still mainly family

concerns with & high degree of concentration in decision-making.

VANTAGES AND DISADVANTAGES OF THE LICENSING
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On the other hand, the preliminary design skills developed through
copying and adaptation did not seem to be sufficient to design the licen-
ged products, partly because the range of copiable goods is intrinsically
1imited (see Chapter II, Appendix) but mainly because of the difference 1n

b
J complexity between the copied and licensed goods.

==

Therefore, in order to be able to supply new, more complex products

e ——

with their own design and/or to substitute SR for licensing, even partially
and in the long run, the enterprises would have had to commit regources -
essecinlly manpower but also probably equipment and laboratories — tO

develop the new nreliminary desien skills,

TFor some of those sctivities they could have used the research insti-
tutes and other sources of information available in Brazil., They could aleo

jce the amount of their own resources commited

‘have used the FUNTEC to re
: »st. Nonetheless, they would have had to bear

25 the main part of the risk.

ially for

‘even if the

N =

8

conditions




B e

licensing - see Cage 5 above

All the rest of the enterprises when enquired
as to their plans whay their pr

esent contractn expired reiterated their
intention of renewing them,

absence of a strong parallel effort to

er the preli
mast proliminary design, whien in the Brazilian case practically
is non-

existen
t, the licensed enterprises have to rely om such agreements
b1

to be able to supply Products whien incorporate new technological develop-

ments - in such conditions the licensing agreements become, so to speak,

an umbilical cord linking the Brazilian enterprises to the sources of
innovation,

It is not Surprising, thus, that the enterprises interviewed attach

great importance to the fact that those agreements, in theory, provide con- ' f

tinuous access to subsequent innovations and that the enterprises which :
rely almost exclusively on licensing are those which especially emphasise

this aspect of the licensing relationship (see Table I1V-20). |

_'yant'vintggﬁiyﬁgg
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1icensee firmly tied to jtg licensor

4.5) Conditions of Licensing

Some aspects o
p f the relationship between the firms interviewed and i

their licensors have already been discussed - e.g, the learning from g

licensing. Table IV-20 Summarises the main advantages and disadvantages *

they see in the licensing Telationship, Here we shall discuss, first, the

availability of licensors for the Brazilian firms., In the second part ve

then analyse other elements which determ ne the payments made to the

licenscrs under the form of sales' percentage and lump-sums, especially

the legal constraints, on such payments, and the importance of the licenses

for the Brazilian firms interviewed. We discuss then the importance of

‘export restrictions for the firms interviewed, tied-in purchases and adap-

tﬂti on costs. EMI?, 1"]1 thﬁ last part, we 8._!132175.9' the risks of entry of

. the licensor as a competitor or as a partner of the licensee and comr

II'

. such risks with those of a strategy of SR.




by the Braziliasn Government .

In the early 'sixtiea,

such investment, coupled to the expansion of
capacity

of the loecal eénterprises, led to a considerable over-capacity én
the sector,

compared to the Possibilities of absorption by the market (Leff,
1968) ,

vhich wes aggravateq Py the recession of the period 1963/1967. Only

in the period 1972/1974 was this problem largely overcome, according to our

interviews with the Producers and, subsequently (in 1974) with the State

enterprises (see also, Suzigan et al., 1974 and cb\..Fi:«e.r S{_B

Such conditions of widespread over-capacity and the intense competi-

tion prevailing in the Brazilian market, in which the firms already
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resenting two ex

P amples in more detail for their intrinsic importance and
r the role

fo! Played by State policies in the two situations.

The

first »
°Bards equipment for the production of steel. When the

National Steal |
Plan wag being prepared, for the expanaion of the steel |

State Ente
TPrises, and it seemed probablm that the local industry would

have a high participation in the supply of equipment, several Brazilian
firms received insiastent offers of licensing contracts from abroad ('we
were sleged by prospective 1icenaors" commented one entrepreneur; ''they
were knocking every day at my door'", commented another). However, when
the financial scheme of the Plan was revealed, with a high participation
of international (IDB and IBRD) and bilateral credits, opening up the

possibllities of experts, such offers were withdrawn,

j;pg“gquapment for cement production. There

cers of cement equipment that they could not

This vns-gg@g'aqgip; by

o3 o T - X



TABLE IV-21:~  MAIN CHARACTRR

e e

In this sense,

next Chapter) have probapiy contributed to reduce the bargaining power of

the Brazilian enterprlgaes

goods, which received the mogt generous incentives (ibidem)

FOR THE BRAZILIAN ENTERPRISES Y4

the incentives given to imports of capital goods (see

o obtain licenses, especially for mome complex

ISTICS OF THE SUPPLY OF LICENSING CONERACTS

Characteristics Most Often Mentioned

Number of Enterprises

Supply limited by attempts of suppliers to
sell directly to the Brazilian market 13

Supply limited because licensors had already
granted monopolistic rights to other

Brazilian firms 1
2/
Supply limited by screening procedures in
Brazdil 12
Supply made easy by the great number of
potential suppliers 10
1/ Enterprises sometimes indicated more than one

"“,_ﬁ@ the sum is pgreater than the
prises.
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and 1ta competitors. We found some cases when the licensee had changed oT

pienned to change licensor because they felt such licensors had slipped

pohind in technological terms.

Nevertheless, there awe some limitations in this availability of sup-
pliers, especially for the future. As it is known, for several capital goods,
especially the more complex ones, the mumber of producers - and therefore of
potential licensors - is limited, even internationally (e.g. big generators
for electric power, gas turbines, big maritime diesel engines, cement equip-
ment). Beveral of those suppliers have set up subsidiaries in Brazil and
are therefore unlikely to license a competitor to those subsidiaries.
HMoreover, as several Brazilian firms have moved contemporaneously into the
same areas, following the markets opemned by the investments in heavy industry,

in gome cases practically all the potential licensors have already established

clusive licensing agreements with Brazilian enterprises. Therefore, new-

r enterprises which decide to change licemsors may find difficulty

the ABDIB 1074 catalogue, five of
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¢+echnical assistence
from abroad, at the time of the interviews, as they

u
j 1 / paymﬂn‘tﬂ . ﬂlthnugh there

rohibi =
legal P tlon,  there was a strong resistance from the INDPI

Instituto Nacio
¢ Rl de Propriedadedindustrial - National Institute of

Industrial Proper
Perty) and from the Central Bank to accept contracts which
involved payment
payments of more than 5% of the value of the sales of the goods

roduced und
P er gontracts of technical sssistance and licensing.

At the time of the interviews such pressure had recently increased,
following the changes in the structure of the INPI and 1ts greater partici-
pation in the screening of contracts prior to their registration with the
Central Bank, the administrative procedure required for remitting the pay-
ments abroad. Such screening included not omly the new contracts, but also
those to be wﬂt.ﬂ and those of’ mmnn. duration and the INPI was
exerting mﬁlﬁdﬂ. pressure to mﬁblc contracts within the limits
of the law and administrative mga‘gq_.__mot only as regards payment limits, but
algp-ﬁgﬁéifﬁn-ot the contrnctégfgnd-qonracaaptanca of restrictive clauses,

restrictions, tled-in purchases of raw materials and components,




, had expressed their

opposition, in public and 4p discussions with Government officials, to

increased control and especially to the 5% 1imit, saying that such a

1imit wWas 100 narrow and that they would be prevented by it from getting

the licenses they Needed,

Our interviews confirmeq Such complaints, 1In fact, only three of the

twenty enterprises voiced no complaints about the 5% 1imit or other aspects

of the control of the import of technology. Such three enterprises accounted

for only ﬂevan-cnntracts. together,

The other seventeen enterprises complained, in varying degrees,
especially about the 5% Iimit and the felays imposed by the fightened con-

trols. Twelve ,nfaipggggghg4j:$ﬁa'thiﬁ out as ome of the main limitations

in the supply of contracts (see Table IV-21).

o i
e oo neemtey Weue 1t
; - *, ‘
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: Brazilian 11
the Ccensee the costs of such designs were passed on to the
r, a5 well a
letter, S travel expenditures of the staff of the licensor to
azil, beyond the
Dz r .—.—2-.—-_" Pe-"centage chargad on the sales' value. Tniﬂ, of course,

tended to increase the cost of licensing considerably.

fo far
contracts involving such expenditures had been accepted by the
aguthorities. This weakens somevhat the case for complaints about the 5%
limit, end it tends to reduce the discussion to the acceptability of 2 5%

remuneration by the licensor, beyond the coste, i.e. as a monopolistic rent.

There is abundant evidence that there was reluctance from the licensors
to accept such limit. One producer of cranes and travelling bridges stated,
for example, that its licensors demanded usually 7.5%; another, a producer
of cement equipment, went as far as to s®my that "for 5% I would not license,

if I were them", endorsing such reluctance.

sm the interviews points out that although n
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iven thi rn T
e 8 patta of competition, the capital goods manufacturers
a, 8Bpecially in =
have, 54 custom-huilt equipment, a strong poasibility of passing

on to thelr customers the coats of licensing. During our interviews we

did not discuss the Pricing policies of the enterprises, but Leff, inter-

ar
viewing largoly the aame universe, found, n few years earlier (1964), that

the usual practice in the hnnvy-enginecring firms was full-cost pricing
(Leff, 1868),

Moreover, this pattern of competition offers the opportunity of mono-

prelistic profits and licenses are normally provided as a monopoly - in most
cases the licensor prents an exclusivity of the use of its designs and
trademarks to one licenseo. Exceptions to this psttern were found only in
some ceses of eguipment for the petrochemical sector (heat exchangers,
evaporators, bollers) where we found the licensors, which are aleo normally
the suppliers of the engineering of the process, providing licenses for

different licensees, but for different projects (i.e. for different biddings).

H_a ? ---,‘.-,ﬁ-.---'- one of the main points stresaged as advantages of the licensing




gtenming from the knowledge that older Iirms may have of more economic

techniques of production (Bain, 1956). Given the pattern of competition,

gnd the similarity of manufacturing techniques for different methods,

1/

the design barrler is prohably the most important,

Entering such lines of production had an additional advantage for the

firms interviewed, especinlly during the 'sixties decade and early ‘seventles:

as we have already mentioned, most of those firme invested heavily in

capacity expansion during the late 'fifties and early’'sixties, a capacity
which could be more easily and more economically becupled by the large and
bulky orders for custom-built equipment than trying to compete with the

smaller firms for several small ordera, where the latter had the advantage |

of lower fixed capital and lower overhead costs and vhere the competition

was largely based on price.

Purthermore, under the pressures from demand and competition (see 4.2

and 4.3), and in the absence of a parallel investment in SR (see 4.,4),

1y a condition for entry, but for survival as well,

equipment markets, so that its opportunity
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It is inportant to p
o
te that the enternrises which follow a deliberate

trategy of partial sr
; gtra » ©8pecially Enterprise 3, pointed out that their

| iecal capacit
1 techn ¥ strengthened their hargaining power ("it is a relation-

ship between equals" gajq ¢
51 the latter), providing better conditions for !

1icensing.

Under the pressure to obtain licensing, some enterprises got themselves
into trouble by establishing verbal agreements with licensors which would
not be afterwards accepted by the controlling authorities, so that pay-
ments abroad would not be authorised by the Central Bank. Given the impor-
tance of maintaining an image of reliahility among the community of licen-

wors ("fighting with one licensor hurts our reputation with the others”,

‘said one entrepreneur interviewed), the onterprises vere quite worried when
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¢nat 1imit (see Table 1v-22), 1y 44 probable that the others were at least

at 5% too, especially for custom-built equipment.

\

TABLE 1V-22:~ PERCENTAGE OF SALES CHARGED IN SOME CONTRACTS

percentage of Sales M—M e conis

- 1 2.5
i 2 8.0
3.5 1 2.5
4 4 10.0
2 31 77.5
7 1 2.5
40
NOTE : - 3 ntracts correanending to 50.6% of total number.

ree others, for which there is data available,
volve complex schemes of payment, including pur-

es of parts and complementary equipment and,

the information at hand, it is ‘not possible to

e such payments to a precise percentage of sales.
it seems that they would £1t in the

also frequent. One enter-

e — e ——————




The ente
Tprises Intervieweq showed a marked preference for payments

as a P

s
ercentage o2 saleg 1p comparison with lump-gum payments, as the former

is contingent upon the realisation of the sales, while the latter has a
nature of a risk-investment.

For the same reason, as well as for the need

to receive asaistance fyop the original producer of the designs at the

stage of manufacturing (gee 1.4), they tended to discard the possibility
of an outright purchese or the desipgns, preferring the continuous relat:on -

ship involved in the licensing agreement, which, moreover, allows them to
share, to some extent, the innovations introduced by the 1licensors

(e) Export restrictions - the importance of the internal market

In most cases the licensing agreements involved partial or total
prohibitions of expowts (see Table IV-20). In two cases, where exports
were allowed (for restricted areas), the percemtage of sales' payments
were sub ect to a surcharge,
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maximum, 0T 20% of their sales. In spite of such relatively small impor-

tance of exports their restriction involves a high opportunity cost for the
enterpTises because of the high incentives given by the Brazilisn Government
to exports (tax rebates, special credit, ete. - see von Doellinger et al., |
1074). It is estimated that such incentives, if one includes the tax |
rebates, amounted, in 1970, to an addition of over 40% to the exchange rate

(ibidem).

Although they aleo depend mainly on their sales in the Brazilian

market, the technological capacity developed by two of the gselfi-reliant

enterprises (Ceses 3 and 5 - see Section 3) hes enabled them to compete

success!ully in the internmational market; Enterorise 3 having already entered

the export of technology per se through licensi g. Such international sales

are especially important for the latter enterprise given the high value of

_ﬁhggEggﬁgggjitqproducea.

LS 1 4 S S

It is highly improbable that licensing woul
: ;n of the international markets.

d have allowed for &

o

It is in fact aignificant
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During our interviews Only thres anterprises reportad purehases of

equipment OF PATtA tled-in to traqr licensing agreements, although 1t 18
possible CBAL 4218 18 an underestimate. 1In the cases we vere sble to fden=
$1fy such payments seemed, to a considerable degres, designed for increasing

the vevenue of the licensor, circumventing the 5% 1i=i¢t previously mentioned,

They tended to be applied to more complex squipment (e.z, diesel engines)
and were gemerally eostly - in one case, of compact boilers, the purchases
0% components reached 30 to 40% of the value of the equipment and amother
enterprise explicitly mentioned that they tended to he over-priced in order

to increase the revemue fron licensing to the lleensor.

sed in Chapter I that when designs are used in a different 1
often need adaptation. This is what wo found in the
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Nevertheless, it i also important 6 note that only four of the

S rort 2
enteprises Introduced significant modifications in the design of the equip-

e R L the enterprise discussed in Case 3), the others

restricting their modifications to the process of production ef the licensed
equipments (see Tahle IV-24) ,

)
TABLE IV-23:~ ADAPTATIONS INTRODUCPAD BY THE LICENSEFES - cmsm’J ;

Main Causes of Adaptation
Differant mew materials and

Number of Enterprises

components 12
Possibility of improvements found
during manufacturing process 7

hﬂﬂled@ of 'M\M'ML developments
abroad

mological development of competitors
ste from purchaser

e than one reason, SO sum
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EEEEE—IE_"“ :g:gviIMITS THE INTRODUCTION OF FURTHER ADAPTATIONS OR
TIONS IN THE LICENSED PRODUCTS

i s Mentioned
;Eﬁﬂ.ﬁﬁgﬂ? Number of Enterprises J |
Nothing 4 |
Restricted design ceapacity of the |
licensee 6 |

Uncertailnty about demnand
Lack of working capital 4

Availability of naw materialg, components,
and equipment for quality cont»nl and
performance tests 4

e e —

NOTE : Y Two enterpriges confirmed that they had not needed S0
far, to introduce modifications (see Table IV-24), Sone
enterprises indicated more than one cause, so sum exceeds
total number of enterprises.

The costs of adaptation add not insigunificantly to the costs of
licensing previously mentioned. Taking the case of the enterprises which

‘.”1J3¥§$¥ almost emclﬂﬁigﬁﬁﬁ-99:1199““in3' a8 reported during the interviews,

1967 and Leff, 1868), that labour costs
oduction and that the cost of the design
¢ Labour, we \ 3 %
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31 fact, 1n most cases, the 1licensors exert s tight control over

such modifications, partly on grounds of maintiving performance requirements

put 2{30 PTobably as 2 means of ensuring their transfer and keeping control

over the licensea,

However, it should be noted that the majority of the Brazilian eater- |
prises intervievad do not resent auch comtrol. In part they consider it
the "symmetric! (sic) condition for the transfer of recent davelopments by
the licensor, although the position is far from symmetric in terms of con-
trol, as the licensees have much less possibility of controlling the tech-
nical development of the licensor and emsuring the transfer of the latter

. e ey . 4
(es shown in their assessment of the transfer of inmovations previously

7 the licensor of the improvements they introduce - an
nicel weaknesses.

e #_ sy BEuay e

strategy used by one of the

tion costa: at the tir
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products, although of courge
]

licensing ig not a "pasgport to success" -

in a competitive sit
| uation where most of the competitors have licensing

reenents, some gt
| agr and to lose and, in fact, we found some natances of

. contracte which had
| | Uever been used, most of which were in the process of

being dropped.

However
] » this strategy of survival and growth based on & licensing
| agreement, exposes the Brazilian licensees to another source of uncertainty

| - it can De thwarted by a decision of the 1icensor tg. supplying the market
directly.

As previously suggested, a licensing relationship can be a convenient

EMP’-“S stone for an international company contemplating investment abroad

~ in the form of a subsidiary: it provides an efficient mean to test the market

Ao e

d and to establish the trademark among customers while earnings profits

Qﬁnﬂ‘ﬂ know-how iggyg&@ghuéjféumpoﬁents and other services.

1t considerable incentives to
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g5 thelr contribution to the pertnershin is essentislly the cepitalised
galue of thelr know-how. Moreover, their role of suppliers of a technology
yhich may be the necessary condition for the survival of the licensee and
their technical supremacy tend to give them a decision power over the
stratecy of the licensee in disproportion to their capital contribution,

applying to 2ll lines of production and. not only to the licensed lines.

t

1/

In fect, we found only one example of n former licensor having se
up @ subsidiary {n Prazil (for the production of process plant equipment)
without having first attempted to enter a partnership with its licensee.
In three other cases reported (heavy electrical equipment, suger cane
equipment and peper machinery), the entry was subsequent to failure to
establish partnershins with old or desired licensors.
part=

iewen reported also that there was a marked

.~ The Prasilien firms interv

recently, on the part of the licensors, to awitch over from

1licensing a

MR ha ha
i ¥i - I -




+ In fact, the partnershins

h were refnaed
- nd which led to subsequent entry of subsidieries,

; ed either a
i Fdorityiotie 50:50 holding by the licensor and were

tused largely hecaus 3
=D, use of the fear of losing contreol of the enterprise.

The case of
Ehasons eEE Blac hich at the tine: 68 the. Enterviavi

the lines of production of the firm". Tne same enterprise (Fnterprise 12)

had prevlously refused a 509 proposal becauss of the fear of control by the

Meor as a direct competitor in the

- at best, changing to a new and
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In fact, for the =
* four Brazilian enterprises involved in the sectors

pere 0ld Oor proapocti
W ve licensors entered, for three the consequ nces were

nighly damaging: thev were
© either obliged to abandon such lines of produc-

t¢ion (or were plannin
B to do 80) or they were relegated to secondary pasi-

¢ions where they hag
2n important role. Tn only one caze, the Brazilian

ompanies have weat
conp hered well the competition - in the case of sugar cane
equipment, where the
, ¥ have a long tradition of supplying the merket and
where the foredlpn firm
which entered their market was not a former licensor

i.e. they did not h
( ave to change) and probably made a wrong decision in

terms of location,.

In this sense, the diversification of lines of production of the

Brazilian enterprises acts as a defense against such risk, and, in fact, of

rms ousted from the market by entry of licensors the only one which
ral was a €irm specialising in sale for
ffering a considerable setback by

ir survival.
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reaction of the latter was
et S to refuge b
. ut

» ¥hen threatened with the entr
Y |
of the former, they changed theqr ming
?»

and were in the process of #inishin
naantiutions. inishing

followed an alternatjye Course:

they set up new enter- 2
prises with their former lleensorg
¥

Preserving thus the control of their

original enterprise, a Strategy Which 4g
»

of course, limited to products

where the market F
Justifies gyep investment, moinly standard products (e.g.
conveyor belts), Nevsrthalaas,

e i

Buch enterprises did not preclude accepting
partners in the orLgingl enterpriges,

lore generally, of the twelve enterprises which had been spproached

with partnership pProposals, four refused (with the consequences shove deg-
erlbead) and edght had clther accepted and wore negotiating the final terms

or were plamning to do so. Moreover, four of the enterprises which had not
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| fact, Our interviews showed that the requests from the licensor for paertrer-

| ghips, backed up by a threat or entry, was, at the time of the interviews,
i s recent phenomenon; indeed, g change in the "rules of the game", which
happened after most of them had had licenses for several years.
In contrast, a self-reliant strategy faced a much nearer uncertainty,
i that of the costs of such strategy, costs which the lack of exporience of
ﬁl the firms made difficult to estimate too, but which the interviews suggost

the enterprise generally expected to be high, perhaps even higher than $hey
ectually would be. This was compounded hy the uncertainty about the accep-
tance of demand of Drazilian-designed products and by the uncertainty asbout
the mmattt:lu’n;:problma likely to occcurr before the risk of the entry of the
licensor, at least in the past conditions of licensing in BSrazil. In other

words, Lirms w:tt&h ahj.gh present-time preference, as seems the case with

most of the rises interviewed, would be stimulated to use licensing.




cinlly foo tom-~
espe ¥ custom-buiie equiptient, in contrast with their experience and

that of their Brazilian = SEet1tore 'withi Maksatng sgreenents, whichihed been,

SEMEImbOrtant o stress thgd the conditions previocusly described in

were not recent. As we ghajj €€ in more detail in the next Chapter, at
the time of the intervigywg they had been in operation for over two decades,
80 that they probanbly naq been incornorated into the interpretative filter
and in the expectationg 0f the enterprises (see Chapter II). Fowever,

our interviews suggesteq that the request for partnerships 1s tending to
hecome part of the licensing negotiation, which implies that the risk of

entry of the licensor, eithor as a partner, or, in case of refusal, as a

competitor, has now to be faced much earlier in time.
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qltdmately, 1088 of control of their decisions. It is indeed the political
and economic dilemma of the national hourgeoisies im the less developed

countries, aud We return to this point in Chapter VI.

iy-6: Conelusions - 1he Role of the State and of the Enterprises.

The interviews suggest that, given the conditions under which they
operated, the strategy adopteq by the majority of the enterprises - copying-
and-adaptation for the simpler and better known products, and licensiag foT
the more complex products ana for those different from their traditional
lines of production - was satisfactory for such enterprises. With the
excentions noted (Section 2), the majority of the enterprises did not seem
to contemplate a strategy invelving major investments for developing an

ty, especially for the more complex goods; even if

> »igk 0f eventually losing control of their decisions to
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internal cepacity, g

initiativaﬂ in suep direction had come mainly from
of; ents of the State ¥
segn APparatys, bartly for political reasons ~ to reduce
the degree of foreipn contro]

Such initiatg
ives weye ®ither not taxe up by the enterprises,
case of the TUNTEC

ag in the

or v
; "hen they interferad with the licensing process, as
in the case 0f the ¥
i deeply resented. Against the latter measures, as
well as against the ¢

acilities fox inports, policies which were also opposed

by the subaldiaries of foreig, companies, vere mohilised the efforts of the

|| Brazilian enterpl‘iiﬂﬂ. Individually and through their lobbies, such as the

- | ABDIB and SIMISFJ but not for demanding greater protection to local efforts

of technological develonment,

That ﬁ.-:l.B'.,_- the -s&ategy wionted by the Brazilian enterprise suggests also

a lack of a long-term prospect in terms of autonomy on the pert of the
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L important
| some aqueatio in
3 ns abo anch nolicy
| ut the feasihiltty
v of
enhancing the role of the Btate - noint w .
s to whic
h we ret
urn in
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v.1: Introfuction

We argued in ¢n

® last ¢ ;
Chapter that the Stete policies designed to pro-

mote industrial de
Velopmont ¥ere in good neasure resnonsible for the
trateggies adopte
2 gg= B tng Braziliaon eapital pooda enterprises, In this
apter, we analyg 1
Chap ' yae the main industrial policies which affect the choice of

strat
design ategy in the capita) goods industry in more detail, examining also

the changes introduced since the time of the interviews (end of 1972), up to

approximately 1078, Sama of these chanres have as their exnlicit ohjective
increasing the degree of melf-reliance of the Frazilian canital goods

enterprises.
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Civan the imng -
rionea A* 43, demand n® +he S4nta Pntarnrisea for the

> we anal
industry ¥9€, 1in Section 5, the main ehnrnctoriatics of the nur-

1%
chasing nalieles of somn or the main Statas Fnterprises and their Tinkage

tn other State noliciag,

¥

X inﬂ.lly, in HEOti,ﬂ!‘l R' wa analvse the main agnacta af the nresant
arpliclt noliey of scianecn ana tachnolosy: firgt the nolicy of control and
absorption of imnorted technolomy and then the nolicles of support of local

tachnological develonment of ¢ha eanital ~oods industry.

Wo present in an Appendix to this Chanter (Annendiz R) a nore detailed

analvsis 02 two prosranmmes of the Plan for Science and {prhnolory for the

develonmant of mew canital roods induntries - alveraft angines and mini-
have a sﬁacial.1ﬁf§£§§§ﬁjﬁj$§§my n? the tachnological
%8, the technolomical stratesy adopted (domhining
: their vatférh:b!”£ﬁ§¥¥§ﬁ$yr, g¥




_ = 1955/69 AND 1962/69 - IN cRUZEIROS
MILLIONS op 1969,

= % M—i-‘-’il— Transport Total Ind. (1+2+3) /4
b S (2) (3) (4) (%)
o 28 36 53 1007 12.1
P . P & 86 57 1049 17.9
12 "_1957 se 58 179 1200 27.7
gens o2 77 285 1534 27.6
gy 137 131 556 2170 38.0
1962 156 118 311 3111 18.8
- 1963 118 - 97 199 2644 15.7
| 187 2411 1640

190 g 2408 P
: . 19,1
21_‘-.6 -
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S gﬁf'!ﬂ. Mocandea Than-iay
Tndu 2} Lo adninigtar +ha Jeasantlona rlean o nrivate

Pranetra of tha qanton

en "The hagla {dan hahind £he cweation of the

: T i = Ty 1= 5
Eﬂeﬂtiw rOUunS | Snvg ?,a-?nr' "waa to mata noasihle a hinding certralised
) i o -
decision which coordinnted in one miclens, all agencing concerned with
: 1/
the manipulation of ingantivas px o Fiven sactor” (racar, 1970, p. 136).

The GEIMADY wna Tnmally empoverad te grant the following 4noentives:

(a2) elassilication ol tho project as essential to the process of

development, which meant that imports fer the project could be

i ) ER e ;
es and transfer tax to equipment nesded
e
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¢ foreien investmant) .

% Yy ot s Tenrasentativa af +ha Apmy Viniatry and of
rogentatives of t

T he eanital goods antranpanay=g (ARNTRY . VYoreover, it

A a Nonsultativa @
ha aunedl, comnoana 0f ranrapantativas n? technicnl, aca-

3/

demic and manufacturare' ingtitutions

Tharafor

8, by the styrencth of itg lawal poweras and by its comnogaition,
ARTUAPT !

the ARIVAPT wasg 4n a T‘T‘"\v"_]aped nogition £o aniant the det;elnﬂmﬁ'ﬂt of the

soctor durdng that critical pertod, aven 12 1t was set up rather late.

In practice, the incentives piven hy the GRIMAPR, which henefititad

mainly the foreien enternrises antepine the ssctor (ses Section ?), were
diatributed with an overridine concern for sxnanding the cepatity of the

L " e o : aco
7. ‘_1?9835'1?!1-3’, as Leff swests, 'tﬁﬁj_?" were rnided by n migcon—

giza of the Prazilien merket "apparently 1t [Live

ke of confoundine the volume of imports with the

, the incentives




capital (Lesse et al., 1064; rater, 1070) =
? * -

Such gtratepy wag
also undoubtedly influenced by previous experiences

of the preceding RBra,
1lian Governments, when an important public investment

rogrAMMe, Droposed
P PY the Joint Brazil United States Commission, had been

curtailed because o
f lack of foreign exchange to import the necessary capi-

tal goods, which
% 2 impressed on policy-makers the importance of a wide basis

of local 8
upply of equipment to ful€i1ll their plans, especially under con-
ditions of acarcity of fﬁl‘eign exchnng-a' as those prevgilin[{ in the mid-

'fifties (Leff, 196R; Lessa et al., 1964)

In 1964 the GEIMAPE was subordinated to 'Ministry of Industry and Trade,
under the Commission 0f Industrial Development, together with the other
Exeeutive Croups. This new Commission, had as its main purposes, to
elahorate the general criteria which should preside the concession of
Government incentives to industrial investments and to promote the appli-

cation of such incentives (Decree 53.975/64); similarly to the Executive

IGrpupB. I E Hi=a Dt
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cil o*
tre Coun Industriaj Develonment (CPIY and "hecane MeEnitcitiy, the

. in charge o+
i 3 b S caon ox the policy of industrial development'

=} et al, a 4
(Fuziﬁan et al., 1 ?41.‘.”-12)"‘ although it Yeconmands tolthe other State

titutions (e,pg.
ens (e.g BNDE) "priority" to the projects 1t approves. Such

recommendations, howevar, do not have binding power over the other insti-

tutions, which overate according to their own oriteria.

However, considering jtg operational criteria, even if the CDI had
enjoyed a greater degree of effective nower over the other Governwent
institutions, it is doubtful i¢ such power would have heen used for intro-

ducing some degree of long-term coherent poliecy for the sector.

In fact, up to 1976, the Council, when analysing the vrojects pre-

sented by industrialists, followed the criteria that the problems of cost,

~ competitiveness and market of the products were of the exclusive respon-

11ty of the eﬁﬁ:qﬁgqggggnfggd"were-npt to he analysed by its technical

e the projects),

iz asked




