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Foreword

Created June 20, 1952, BNDES has just celebrated its 40t birthday.

And it is with justifiable pride that we commemorate such a significant
date, as all of the efforts undertaken in these four decades by the Bank’s

staff and its successive administrations have enhanced the development
of Brazil’s economy.

The changes have been staggering in scope: from a nascent post-war
industry we have built the largest, most complete and most integrated
industrial plant in all of Latin America. There is no major project in Brazil
that has not been supported by the Bank.

BNDES’s role during these 40 years has proven that it is an institution
born to lead, one which strives to be contemporary not with the present
but with the future. Indeed, the Bank has always managed, in the various
phases through which Brazil’s economy has passed, to identify the
changes of course required and point out the routes to be followed.

For us, being an agent of change is a basic characteristic of BNDES, the
one which best defines its institutional personality.

In presenting this history of the Bank’s 40 years, we are all aware that
there is still a long way to go, a lot to develop, to perfect and enrich.

This is because economic growth is a means. What we are really striving
for is social development, enhanced quality of life for our citizens.

Much has been accomplished in four decades, but it is not enough, it will
not suffice. Society demands more and wants it quicker. This is our

challenge. This is our mission.

Eduardo Modiano

President



Introduction

ver since its creation in 1952, BNDES has been an agent
of change. At each stage, heeding the trends of the
Brazilian economy, the Bank has made a major contribu-
tion to ensuring the transformations necessary for econom-

ic development take place much more efficiently and
quickly.

With its dynamic attitude pointing in the direction of
modernity, BNDES has known precisely how to handle the
many varied roles it has been assigned over the course of
its history, as determined by the needs of each moment.
For instance, when the possibilities of economic growth wi-
thin the framework of the import substitution model be-
came exhausted in the 1980s, the Bank once again took
the lead by proposing a strategy of competitive integration.

At present, among the problems of the nation’s economy
that require immediate solution are the three-folded needs
to modernize, increase the competitive edge of the
Brazilian industrial sector and redefine the role of the state.
Faithful to its nature of adapting itself and being ready to
carry out its mission at critical points in the developmen-
tal process, BNDES has recently focused its attention on

these major challenges.

With respect to modernization and restructuring the
industrial sector, current financing is aimed in accordance
with the role defined for BNDES in its 1991/1994 Strategic
Plan. This consists of expanding output capacity and
increasing the competitiveness of the Brazilian economy.



In carrying out its mission, the Bank has been stimulating
the participation of private funding in financing invest-
ments, with a view to the restructuring of industry, moder-
nization and adaptation of economic infrastructure,
modernization of the agricultural/livestock-raising sector
and preservation of the environment. To meet such
challenges, the Operational Policies have undergone con-
tinual enhancements, with creation of new products and
services tailored to meet the various investment structur-
ing requirements.

As regards reformulating the state’s participation in the
economy, BNDES’s role has been two-fold. On the one
hand, the Bank was assigned the task of administering
the Brazilian Privatization Program and providing it with
technical, administrative and financial support. On the
other hand, it has sought to mobilize the private sector
to make new investments in infrastructure, including
participation in the structuring and examining of
proposals in the distinct spheres of government.

Privatization is fundamental for the modernization of
Brazil’s economy, as is the decentralization of markets,
reduction in the strength of monopolies and oligopo-
lies, greater democratization of capital and adoption
of new company management models.

Agent of transformation and pioneer in the definition
of actions for development promotion, BNDES is
presently an essential part of implementing a policy
aimed at enhancing the productivity and quality of the
nation’s industrial sector, strengthening its capacity to
compete in both domestic and international markets,
without damaging the environment.
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BNDES: financing agent of
transformations

istory needs to be rewritten every once in a while,

for although the past never changes, the present
modifies our perspective. Each generation asks new
qguestions and finds new areas of interest as it relives dis-
tinct aspects of preceding experiences.

This particular history has a clear-cut birthdate: June 20,
1952, the day Law 1628 was enacted by the government
of Brazil.

The second administration of President Gettilio Vargas,
begun in 1950, inherited from the previous administra-
tion a nation anxious for change. The favorable balance
of trade was being weakened by the importation of
heavy industrial products and equipment, the rise in
post-war consumption and international fuel prices.

Given such a dilemma, the nationalistic bourgeoisie sought
to expand its maneuvering space, emphatically calling for
reduction in structural deficiencies by earmarking special
funds for development of basic industries.

In harmony with these desires, the Vargas government
imagined that it could boldly invest funds in the sectors
of infrastructure, mainly transportation and energy.
But there was a problem: where to obtain funding? The
scarcity of domestic savings, as well as the difficulty of
channelling them in an efficient manner, posed another
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question: should the funds come from the state or from
abroad?

In an attempt to staunch the controversy resulting from
the growing nationalist tide, the government chose
a two-folded strategy. In 1951, the Finance Minister
Horacio Laferannounced a US$ 1 billion five-year plan
to invest in basic industrial sectors, the government be-
ing responsible for the portion intended to make up for
energy shortages. At the same time, it worked through
the Joint U.S.-Brazil Commission to eliminate obstacles
to foreign public and private investments in Brazil.

The need for a specific financing agency became evi-
dent, to make it viable to channel funding to the projects
required for such major changes. Thus, with the advent
of Law 1628/52, BNDES was born. At the time it was
christened the Brazilian Economic Development Bank
(BNDE)and assigned the task of promoting the econom-
ic development of the nation.

Given the lack of agile taxation mechanisms to ensure
sufficient domestic financial resources, the government
chose instead to impose a mandatory loan, collected as
a surcharge on the income taxes. This guaranteed a
steady supply of funds specifically aimed at the projects
covered by the Economic Renewal Program.

In its search for the most rational means of investing
such funds, BNDES introduced in Brazil the very notion
of project appraisal: analysis of the technical process,
market evaluation and appraisal of economic-financial
viability, which at the time were innovative techniques.

Therefore, a more up-to-date historical understanding
reveals that, ever since its formation and in many forms,
BNDES has been responsible for staying in tune with
economic trends and acting as a financing agent of
change.
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Sources of funds

NDES is a public sector financial institution. Ever since

its creation it has operated with funding mechanisms
especially adapted to the performance of its activities. To-
day, the Bank’s principal source of funding is the Worker
Protection Fund (FAT), which represents almost 70% of its
normal sources of funds.

Officially, FAT is the replacement for the PIS/Pasep Fund
created in the 1970s and extinguished by the new Federal
Constitution of 1988. In fact, however, the source continues
to be funds belonging to workers, paid over by all compa-
nies in Brazil and duly invested by the Bank to obtain solid
yields.

Forty percent of FAT funds go to BNDES to finance projects
that make a decisive contribution towards national de-
velopment, including job creation, thereby giving workers
a return on the investment of their equity. The remaining
60% cover the costs of the Unemployment Insurance
Program and the second annual automatic bonus (14th
salary) of those workers who earn up to two minimum sa-
laries per month.

The first source of BNDES funds was the Economic Renew-
al Fund (FRE) created in 1951 precisely for the purpose of
providing the Bank with capital and making its operations
a viable proposition. The fund consisted of a compulsory
loan of 10% on income taxes. It was extinguished in 1967.
On the occasion, the participation of foreign funding from
the World Bank and the U.S.’s Eximbank was scheduled,

1
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but this never came about due to political problems, main-
ly greater interest on the part of the United States in Eu-
rope and Asia and conditioning factors imposed by those
two agencies.

Therefore, BNDES begun its activities exclusively with
Brazilian funding. The same law that created the Bank de-
fined other sources of funds: the compulsory percentage
of deposits made at the Federal Savings Bank (CEF), the
mathematical reserves of insurance companies and annual
Social Security revenues (excluding the federal govern-
ment’s share).

During the first 13 years of BNDES’s existence, the com-
pulsory 10% of income tax accounted for more than half
of the institution’s sources of funds. But in light of the rise
of inflation and new opportunities for funding, the inade-
quacy of this source became apparent and its original im-
portance receded.

Already in the 1950s, another highly important source of
funds was the Wheat Agreement signed between Brazil
and the United States. These resources increased to the
point where they represented 40% of the Bank’s budget,
but in 1967 this source was extinguished.

In the 1960s, budget appropriations from the Brazilian
Treasury increased in importance and major capital inputs

were made.

After 16 years, primarily counting on government tax- der-
ived funds, BNDES from 1968 onwards sought to diversi-
fy its sources, including from the international financial

market.

After the first oil crisis in 1973, the availability of hard cur-
rency loans to developing nations increased considerably.



Under such circumstances, BNDES intensified its efforts
to obtain funding from international banking institutions.
Even so, tax-derived funds continued to account for roughly
half of the Bank’s budget.

In the 1970s, with the transfer of PIS/Pasep to the Bank,
the institution’s responsibility in correctly investing these
funds increased, since the Fund represented the hard-
earned equity of workers and, as such, had to be properly
administered to obtain the best yields.

The PIS/Pasep Fund gradually became of major impor-
tance in the Bank’s budget, which in that decade began
to depend much less on budgetary allocations. By 1980 the
latter source dried up completely.

Recognition of the competent and uprighteous manner in
which the Bank administered the P1S/Pasep funds led it to
be assigned the role of financial manager of the Merchant
Marine Fund (FMM). Previously handled by the now extinct
Sunamam, the resources of this earmarked fund are invest-
ed in expanding and modernizing the nation’s merchant
marine fleet.

In 1982, the Bank earned another letter — “S”, which
stands for Social. This was because the government created
the Social Investment Fund (Finsocial) and assigned the
Bank the task of administering it. Nevertheless, this experi-
ment did not last very long. From 1985 onwards, declin-
ing portions of Finsocial proceeds were repassed to the
Bank. By 1990, these funds were no longer transferred but
went instead directly to the Ministries handling the vari-
ous social programs.

Economic development bank is synonymous with long-
term financing of projects with long-term maturation. This
means that stable sources of funds are required on terms

13
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compatible with the characteristics of the investments. To-
day, the Worker Protection Fund (FAT) duly performs this
function, ensuring expansion of the jobs and incomes of
Brazilian workers.
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The role of BNDES

he history of Brazil’s recent economic development

is closely related with the history of BNDES. Upon
creation of the Bank in 1952, Brazilian industrialization was
just beginning and the transportation infrastructure,
represented a serious hurdle to economic growth. The na-
tion was crying out for more energy.

The Bank’s initial, urgent mission was to participate in the
economic renewal effort, its first function as a financing
agency. At the time, sectorial priorities were established on
the basis of diagnoses made by the federal government and
the Joint U.S.-Brazil Commission, which focused on eco-
nomic infrastructural weaknesses as barriers standing in
the way of development.

Indeed, power shortages in the 1950s got to such a point
that they hindered production activities, making any con-
sistent plan for economic development of Brazil an invia-
ble proposition.

Another stumbling block to industrialization was the rail-
road network, out of joint and inadequate to the pattern
of expansion required by the market. Railroad moderniza-
tion, as well as power generation and transmission, were
the first two sectors benefitting from the activities of the
recently created Brazilian Economic Development Bank.

Until 1959, almost all of the Bank’s budget was invested
in these two sectors, as they were considered fundamen-
tal to the industrialization process that was beginning to
walk on its own two feet.
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In its capacity as manager of the Federal Electrification
Fund, the Bank implemented an electrification program
that permitted execution of several basic projects, both
through direct financing and as underwriter of loans con-
tracted overseas.

Always ahead of its time, BNDES — whose technical staff
participated intensely in drawing up the Plan of Goals —
began to support expansion of Brazil’s steelmaking capac-
ity at the end of the 1950s. This support was vital to the
growth of the nation’s automotive industry.

Investments in steelmaking were made parallel to those
in the electric power sector. Between 1958 and 1967, fully
one half of BNDES funds went to steelmaking, transform-
ing Brazil, at the first stage, into a self-sufficient steel
producer and, later, into a major exporter of steel products.

The Bank’s role in expanding the power, railroad and steel-
making sectors was behind the government’s decision to
create three companies — Eletrobras, RFFSA (the federal
railroad network company) and Siderbras — which then
took over the planning and implementation of their specific

projects.

With the infrastructural solutions well on their way, in 1964
BNDES turned its attention to supporting private sector
investments. Its activities were diversified and the range
of sectors it supported was expanded. This was the period
in which, besides financing the setting up of new industries,
the Bank began to promote technological development,
to finance the purchase of Brazilian-made machinery and
equipment and to help the small- and medium-sized com-
panies segment. Adapting itself to the new realities of the
1960s, it once again exercised its role as an agent of change
and created various programs to meet the new require-
ments of the day.



Therefore, the Technological Development (Funtec) and
Small- and Medium-Sized Companies Financing (Fipeme)
Programs were created. The former started in 1964, the year
which marked the beginning of the process for diversifi-
cation of BNDES's support activities. Its objective was to
train human resources and make them capable of absorb-
ing technological development so as to keep Brazil’s in-
dustrial plant constantly up to date.

The first Funtec funds had two basic purposes: financing
programs for turning out M.S. and PhD graduates in the
exact sciences and supporting technical-scientific research
linked to basic industries. The result: over 5,000 master’s
degrees were awarded by Brazilian universities with funds
provided by BNDES. Furthermore, it also financed R&D at
the Air Force Ministry’s Aerospace Technical Center (CTA),
which would become the original nucleus of Embraer.

The aim of Fipeme, created in 1965, was to broaden the
range of companies for which BNDES ensured support.
This program represented the Bank’s first step towards
operational decentralization, giving rise to an agile
mechanism for repassing of funds through financial agents
all over the nation. This was the embryo of what would
later become the network of development and investment
banks. Indeed, since 1972, this network is responsible for
all of the Bank’s repasses to small- and medium-sized com-
panies.

As in the case of infrastructure, once again the innovative
action of BNDES put into focus the complexity of ques-
tions relating to economic growth and the need to create
institutions oriented towards technological development
and support for smaller companies. Consequently, Finep
and Cebrae were created.

Today, the support for technological enhancement
of Brazilian industry is provided through a wide-ranging
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technology program, with financing lines available for tech-
nological enhancement, increased productivity and com-
petitiveness and even direct shareholdings in technology-
intensive companies.

Support for smaller companies is mainly carried out nowa-
days through repass operations under the Automatic POC
and Automatic FINAME programs.

Ever alert to supply needs and with a view to expanding
the demand for Brazilian-made capital goods, in 1964
BNDES created FINAME — Special Industrial Finance
Agency. The objective of this agency is to promote the de-
velopment and consolidation of Brazil’s machinery and
equipment manufacturing sector by financing purchase
and sale transactions.

Set up as a BNDES subsidiary for medium- and long-term
financing, FINAME also operates through a wide network
of agents, including development and investment banks,
commercial banks and credit and finance companies.

Over the course of time, the Agency became the principal
investor of BNDES funds. Its activities have made possi-
ble the consolidation of the nation’s equipment manufac-
turing industries, mainly small- and medium-sized ones
which generally have greater difficulties in obtaining ac-
cess to bank credit, especially on a long-term basis.

Beginning in 1974, with the oil crisis that suddenly hit
Brazil's balance of payments hard, the government decided
to intensify its import substitution program, as set out in
the second National Development Plan. The result of this
effort was the formation of the most complete industrial
park in all of Latin America.

This economic policy turnabout led to marked changes in
BNDES’s activities. It began to finance principally two



major sectors: capital goods and basic raw materials, con-
sisting of minerals and ores, steel and non-ferrous metal
products, chemical and petrochemical products, fertiliz-
ers, cement, pulpwood and paper.

The strategic importance of these raw materials caused a
chain reaction in the formation of new industries which
consume same and, consequently, led to the rise of major
private Brazilian business groups.

In keeping with its philosophy of innovation and moder-
nization, BNDES soon perceived that the recently-created
companies needed to develop technologically. To such end,
the Bank changed and expanded the concept of Funtec,
creating two sub-programs (1) demand and utilization and
(2) generation and supply of technology. The former was
aimed at encouraging companies to develop original tech-
nologies in terms of product, process and design. The lat-
ter sought to integrate universities and research institutes
with companies.

Adapting the manner in which it carries out its functions
as per the needs of the moment, BNDES opened up a new
front of participation in the economic development of
Brazil as of 1974. This consisted of the creation of three
subsidiaries to support capitalization of Brazilian compa-
nies: Mecanica Brasileira S/A (Embramec), Insumos Basicos
S/A Financiamento e Participagcoes (Fibase) and Investimen-
tos Brasileiros S/A (lbrasa), which in July of 1982 were
merged into a single company, BNDESPAR — BNDES Par-
ticipagdes S.A.

All the three former subsidiaries and their successor com-
pany were created in accordance with the philosophy of
minority shareholdings, temporary investments and stimu-
lation of capital markets.

The creation and strengthening of basic industries in Brazil
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during the 1970s was the result of the pioneering attitude
of BNDES, which conducted various studies and opened
up spaces for businessmen in vacant areas of the nation’s
economy. This work gave rise to numerous major projects
in such areas as steel, equipment, pulpwood and paper,
petrochemicals, caustic soda and chlorine, copper, alumi-
num, tin and zinc, among many others. In fact, no major
undertaking involving private Brazilian capital was im-
plemented without BNDES support.

The environmental question is another matter where the
speed with which BNDES incorporates new concepts into
its activities can be noted. Already in 1976, long before ecol-
ogy and sustainable development became fashionable, the
Bank signed an agreement with the government’s then Spe-
cial Environmental Secretariat to initiate a process of mak-
ing development and environmental concerns compatible.
At the beginning of the 1980s, BNDES was one of the par-
ticipants of the Cubatao Interministerial Group, first study-
ing and then financing improvements in the environment
of that city, at the time notorious as the nation’s most pol-
luted industrial centers.

The persistence of the international oil crisis led BNDES,
once again in 1979, to the forefront of events. Its mark was
firmly made in financing of the National Alcohol Program,
the Conserve Program and the support for the giant ltai-
pu hydroelectric power plant.

In the area of infrastructure, the outstanding achievements
of that period involved the operations with the Federal Rail-
road Network (RFFSA) and the investments in local roads.
Moreover, the Bank financed installation of industrial parks
and the Carajas Project infrastructure as well.

With the creation of the Social investment Fund (Finsocial)
in 1982, the Bank was transformed into an agent respon-



sible for promoting social development and adopted mul-
tivear fund investment planning for the projects it support-
ed. It also required the specification of well determined
sources and uses of funds, clear identification of the enti-
ty responsible for managing and maintaining social equip-
ment and also registering of the low-income beneficiaries.

The objective was to maintain single accounting records
of the programs which were constantly updated, with peri-
odic follow-up visits by BNDES technical staff, so as to per-
mit monitoring of project implementation. In 1990 these
funds ceased to be invested by the Bank.

At the beginning of the 1980s, the nation’s industrial plant
was finally set up. However, an economic recesion began
at that time as well. Import substitutions as a source of eco-
nomic dynamism were exhausted, as was the state’s indebt-
edness capacity. It was in this context, then, that BNDES
introduced the practice of strategic planning, subsidized
by the building of prospective scenarios.

The strategic planning process and the discussions on draw-
ing up scenarios led to a change of course in the Bank’s
activities. It became clear that a reorientation of the na-
tion’s economic policy was required, so that it could be
aimed at enhancing the competitiveness of Brazilian com-
panies, an essential condition for putting the nation on the
level playing field of the world economy.

Out of these conceptual discussions there arose the for-
mulation of a new economic model: an alternative route
for developing Brazil through competitive integration.
From then on, BNDES stimulated investments in compa-
nies that added advantages to their products in terms of
improving their domestic and international competitive
footing.

The Bank drastically reduced its involvement in financial
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recovery of companies, as well as commitments to state
and municipal governments whose operations proved to
have poor return.

Between 1984 and 1989, BNDES advanced rapidly while
absorbing new concepts that significantly altered its ac-
tivities profile. The priority became the private sector and
the Bank’s approach to project appraisal changed to evalu-
ation of the competitiveness of undertakings as the guid-
ing criteria for allocation of funds. This process was ahead
of its time in anticipating the need of adapting Brazilian
companies to the new competitive environment, which be-
came the order of the day with the beginning of econom-
ic and trade liberalization in 1990.

The 1980s were marked by important events in the story
of BNDES’s activities, which should be recapitulated here.

In 1984, BNDES gained a new source of funds and, along
with this, a new assignment. Financial management of the
Merchant Marine Fund (FMM) was entrusted to the Bank,
which resulted in a radical change in the manner of han-
dling the funds derived from the Merchant Marine Fleet
Renewal Surcharge (AFRMM)

Indeed, the first years of the FMM involved technical-
administrative recovery. With the return of the financings,
the Bank instituted project analysis and began financing
the purchase of ships by the shipowners and the exporta-
tion of vessels by the nation’s shipyards.

Another innovation introduced by the Bank during that
same period was to extend its credit lines to agri-business,
which brought to the nation’s farms and ranches the same
project evaluation systems implemented in the industrial
sector.

At the same time, BNDES financed major projects in the
1980s linked to the public sector, with excellent results. Such



was the case, for instance, with the ltaipu hydroelectric
power plant, automation of the Federal Railroad Network,
improvements in the Brazilian Urban Train Company
(CBTU), integration of Sdo Paulo urban transportation, var-
lous urban transportation programs in medium-sized ci-
ties and towns and port expansion and modernization
projects.

Still during the second half of the 1980s, BNDES initiated
a serious discussion on the role of the state in the econo-
my and began returning some of the companies it con-
trolled back to private initiative.

Due to the speed with which the import substitution
process occurred in the 1970s, BNDES took over control
of manufacturing companies which were essentially
producers of raw materials and capital goods. This was
what happened in the cases of Caraiba Metais, an integrat-
ed copper mining and manufacturing project; Sibra, a
producer of ferro-manganese alloys; Celpag, a paper and
pulpwood manufacturer; and the machinery company
Maquinas Piratininga. All of them were important under-
takings for the nation’s economy and their activities would
have been interrupted were it not for the Bank’s interven-
tion.

Thus, beginning in 1986, BNDESPAR began planning a
privatization program, which got underway the following.
The first company returned to the private sector was Cia.
Nacional de Tecidos Nova América, a textile manufacturer
sold in June, 1987 to Multifabril S/A, part of the Cataguazes-
Leopoldina Group. That same year saw the privatization
of Maquinas Piratininga do Nordeste, Maquinas Piratininga
and SiderGrgica Nossa Senhora Aparecida, a steelmaker.

This process was carried out in an absolutely open and
widely disseminated manner. The shares in the companies
were sold at stock exchange auctions, thereby inaugurat-
ing privatization-Brazilian style.
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The experience acquired led BNDESPAR in 1988 to begin
using its know-how to support the same process in
government-controlled companies where it did not have
any shareholdings itself. Thus, the subsidiary came to be
the agent for privatization of Siderbras — a public sector
holding company in the steel sector — and, in this capac-
ity, was responsible for the sale of two steelmakers: Cofavi
and Usiba.

Discussions on redefinition of the state’s role in the econ-
omy led to an important alteration in BNDES’s activities
in the infrastructure area. Instead of continuing to finance
states and municipalities, the Bank began to act in the
sense of mobilizing private capital to carry out investments
in public services.

On the other hand, in 1986 the Bank created the Environ-
mental Protection Program, through which it financed
several projects, including as repass agent for World Bank
funds. This program was aimed at supporting the environ-
mental protection projects of Brazilian companies, as well
as garbage collection projects. With investments of over
US$ 300 million, the main undertakings involved those car-
ried out in the nation’s petrochemical complexes, at paper
and pulpwood plants and at the Carajas mining complex.

As the 1990s got underway, the federal government defined
a new industrial and foreign trade policy for the nation and
decided to expand the privatization program to a major-
scale project.

These new directives included important watersheds: in-
creasing the exposure of Brazilian companies to a greater
degree of competition by freeing up imports and stimulat-
ing increased productivity and competitiveness, enhancing
their ability to compete in this new business environment
mainly through support of investments in technology.



The need for technological enhancement is not limited to
just the industrial sector. In the agriculture and livestock-
raising area too, competitiveness is increasingly linked to
new technologies, especially in relation to biotechnology;
permanent ties between the field and agribusiness are the
order of the day.

Boosting the overall competitiveness of Brazil’s economy
also requires modernization of its economic infrastructure
and greater participation by the private sector. This con-
text includes concern with the environmental impact of
new undertakings.

Thus, the Strategic Plan set out by BNDES for the 1991/1994
period establishes that the System should carry out the fol-
lowing role:

“Contributing towards expansion of the productive capac-
ity and increasing the competitiveness of the Brazilian
economy, stimulating the participation of private funds in
the financing of investments, thereby bringing about:

e restructuring of industry, adapting it to a greater degree
of domestic and international competition;

¢ modernization and adaptation of the economic infras-
tructure, with emphasis on investments by the private
sector;

¢ modernization of the agricultural and livestock-raising
sector, emphasizing the incorporation and dissemination
of new technologies; and

¢ environmental protection.”

BNDES’s activities in this new phase deserve a few com-
ments. Among the new strategies, investments in increased
productivity and quality are considered by the Bank as fun-
damental pre-requisites for enhancing the competitiveness
of Brazil’s economy, especially its industrial plant. In this
sense, the Bank has begun to grant financing for implemen-

2



TSNS « - TR @ =

26

tation, expansion, relocation, technological enhancement
and implementation of industrial sector quality manage-
ment systems.

Another important line of activity of BNDES is in support
of business restructuring, facilitating undertakings aimed
at adapting the nation’s industrial structure through merg-
ers, amalgamations or acquisitions of companies, as long
as the result is enhanced competitiveness.

These financing lines are supplemented by BNDESPAR,
which has corporate shareholdings and thereby shares in
project risks. In the context of the System’s innovative vi-
sion, this subsidiary recently created an ultra-modern and
pioneering product: the Technology-intensive Company
Capitalization Syndicate (Contec), through which it shares
risks with small- and medium-sized companies that are de-
veloping basic technologies.

This new product was launched by BNDESPAR to ensure
that technology-intensive companies at the stages of con-
ception, start-up, expansion or initial development will not
lack investment funding due to the risks at stake.

Another fundamental aspect of BNDES’s new operational
mode is the priority assigned to expanding the exports of
machinery and equipment. Two new products have thus
been launched to provide Brazilian capital goods manufac-
turers with conditions for competing in foreign markets:
Finamex Preshipment and Finamex Postshipment.

Finamex Preshipment finances the production of capital
goods intended for export and the credit line is made oper-
ational through FINAME's financial agents. Instituted in
January of 1991, the objective of Finamex Preshipment is
to extend to the area of foreign trade the services tradition-
ally provided by the Bank for sale of Brazilian-made
machinery and equipment on the domestic market.



Finamex Postshipment, launched in September of 1991,
offers capital goods manufacturers an agile and systematic
credit mechanism for refinancing exports through factor-
ing and discounting of securities representative of the
respective transactions overseas. This line is likewise made
operational through FINAME’s financial agents.

With respect to environmental protection, BNDES's strate-
gy includes activities encompassing all Bank sectors. Thus,
procedures adopted to finance or participate through
shareholdings is projects have to be approved from the en-
vironmental standpoint as well.

In the 1991/1994 Strategic Plan, BNDES incorporates the
concept of sustainable development in its activities. In
other words, the institution’s financings should promote
economic development without compromising future
generations. This strategy also aims at preventing accidents,
avoiding waste and meeting the growing demands of con-
sumers and society at large.

The operational policies specify that this area is to be
processed through the Environmental Protection Program
and through analysis and monitoring of the undertakings
supported by the Bank, with a view to rationalizing the con-
sumption of energy and environmental impacts.

The Environmental Protection Program finances the fol-
lowing items: control and prevention of water and air pol-
lution; appropriate collection, disposal and treatment of
industrial, household and hospital wastes; tracking,
monitoring and follow-up; environmental recomposition
of mined areas and other degraded regions; vegetative
recovering with essences native to the affected areas; and
on-the-job safety and hygiene.

In 1990, BNDES was assigned the task of implementing the
expanded privatization process, now defined as an official
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government program. Law 8031 of April 12, 1990 created
the Brazilian Privatization Program, the Brazilian Privati-
zation Fund and the Program’s Governing Commission and
appointed BNDES as the administrator of the entire
process.

The commitment to openness is reinforced by the contract-
ing of independent consulting and auditing firms, chosen
on the basis of public tenders, to demonstrate the correct-
ness of each appraisal and sale.

The sale of the traditional steelmaker Usiminas inaugurated
the new Program. Convinced that the state’s role in the
economy needed redefinition, BNDES went to court to
overcome attempts to thwart the sale, which finally came
about through an auction conducted by the Rio de Janeiro
Stock Exchange on October 24, 1991. Transferred to the pri-
vate sector together with its subsidiary Usimec, the com-
pany was purchased by a consortium headed by the
Bozano, Simonsen banking group for US$ 1.5 billion.

As it turns 40, BNDES has already contributed, in its ca-
pacity as administrator of the Brazilian Privatization Pro-
gram, to the privatization of 10 companies: Usiminas,
Usimec, Celma, Mafersa, Cosinor, SNBP (River Platte Navi-
gation Service Company), Indag, Piratini, Petroflex and
Copesul.

For BNDES, privatization represents part of a series
of measures aimed at modernizing Brazil’s economy. The
purpose of the Bank'’s role is to advance in the direction
of deconcentrating markets, reducing the weight of mo-
nopolies and oligopolies, with increased democratization
of capital ownership and adoption of new company
management models.

The agenda for the future is full of new challenges for
BNDES and its subsidiaries. The need for adjustments



in Brazil’s economy, the liberalization of foreign trade, the
enhancement of the competitiveness and productivity of
the nation’s industrial plant and continuation of privati-
zation make clear to the Bank the current validity of the
changes that it extolled ahead of time.

In 1992, BNDES is just as necessary to the development
of Brazil as it was 40 years ago. The Bank distributes its
funding throughout all sectors of the economy, with pre-
defined strategies aimed at maximizing the economic and
social return of the financings granted. In industry, agricul-
ture and infrastructure, it is constantly striving for improve-
ments in the quality of the goods produced and the serv-
ices rendered, as well as technological enhancements and
partnerships with private capital.

Itis in these and a thousand other ways, every decade and
every day, that BNDES fulfills its obligation to be an agent
of change for the better.
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