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FERTILIZER IMPORTS

I. SUMMARY AND RECOMMENDATIONS

1.01.

1.02,

1.03.

1.0k,

1.05.

Applicant: Government of Brazil through the Minister of Finance.
The Bank of Brazil and the Minister of Agriculture will be the
executing agents for the project,

Amount of Loan: $15 million.

Total Cost of Projects: $15 million.

Description of the Project: Proposed is a loan to the Government

of Brazil to increase the production of certain food crops by

making available U, S, fertilizer to Brazilian food producers at
prices and credit terms more favorable than those presently avail-
able in Brazil, Under this proposal, Brazilian Imporiers will
purchase A.I.D. dollars which are "tied" to the import of fertilizer;
the local currency generatec by the sale of the foreign exchange
will be deposited in a special fund. The fund will be used as a
tightly controlied source of agricultural credit to channel
fertilizer into basic foodstuff production and to bring ghout
expansion of the domestic fertilizer industry.

Purpose: The basic thesis of this loan is that (1) a substantial

increase in foodstuff production can be brought about by an
increased use of fertilizer in Brazil but, (2) that the high
price of fertilizer in Brazil to the oroducer of such foodstuffs
inhibits effective demand for such fertilizer and (3) that this
high price, in turn, is in large vert a reflection of the lack
of adequate credit facilities both to the distributor and end
urer of fertilizer. It is the contention of this paper that
through the mechanism of this loan anproximately a 30-l0%
reduction in the price of fertilizer to the producer can be
achieved by lowering the financing charges at two points in the
transaction: (a) a 15% reduction in the cost of importing by
eliminating the interest charges to the importer in obtaining
this foreign exchange (L% per month for 75% the cost of the
import for five months) and (b) a further reduction by selective
discounting of the accounts receivable of the distributors of
fertilizer who extend credit to producers of specific basic
foodstuffs,
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reduction by selective discounting of the accounts receiwable

of the distributors of fertilizer who extend éredit to pro-
ducers of specific basic foodstuffs,

‘Availability of Other Free World Financing: No other

fingncing is available for this project.

Mission Views: Miséion accords this project high priority.

Country Clearance: COCAP approval was given by letter dated
May 25, 198%, -

Issues: None.

Recommendations: Authorization of a loan to the Government of
Brazil through the Minister of Finance for an amount not to.
exceed fifteen million dollars ($15,000,000) with the following
terms:

(a) The Borrower shall repay the loan to A.I.D. in United
States Dollars within forty years (LO) years irom the
first disbursement under the loan with a grace period of
not to exceed ten (10) years. The. Borrower shall pay
to A.I.D. in United States Dollars on the disbursed
balance of the loan interest of three quarters of one
(3/L of 1) percent per annum during the grace period
and two (2) percent per annum thereafter.

(b) Other Terms and Conditions:

Designation by the Bank of Brazil and the Ministry
of Agriculture of the Member of. the Joint Committee to
administer the loan;

Agreement by the Borrower to maintain its usual
total imports of fertilizer during the period of disburse-
ment of the loan.

Equipment, materials and services financed by the
loan shall be procured from the United States of America
(excepting marine insurance which under appropriate
conditions may be procured from other sourcesg
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() Such other terms and conditions as A.I.D, may deem
advisable.

Working Group

Project Manager: Leonard D, Brooks, ARD

Counsel Charles E, Nelson, Legal Advisor
Araken Faissol Pinto, Legal Advisor
Drafters : Jerome I. Levinson, USAID/B

Dr. Richard R. Newberg, USAID/B
John R, Breen, LA/DP
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PLACE OF THE LOAN IN THE PROGRAL June 22, 196Gk

2.01.

2.02,

2.03,

2,0k,

The present Government =f Brazil gives every indication of
wishing to cooperate with the United States wholeheartedly
in the Alliance for Progress, Moreover, the new Government
has taken several courageous measures, such as the ending
of subsidies on wheat and petroleum, and has publicly committed
itself to a stabilization-development,-reform program. Further,
the appointments to t'ie cabinet and the public declarations of
the president and catinet ministers evidence a serious intent
to implement this policy. Accordingly, the provizion of
financial assistance, on this sound development project, to
the GOB or to is entities, is consistent with A.I.D, object-~
ives and with Alliance principles--namely, the collaboration
of financial assistance with responsible self-help development
efforts.

The Minister of Planning has emphasized the necessity - hoth
political and ecoiomic - of maintaining a nicady fow of

economically sound assistance in the firsi few months of +

new administration, The Mission and Emtesey concur in this
Judgment,

ha
ne

The tying of the preoposed dollar loan te specillic feriitizer
imports assures that the use of the foreign circhange vill v -
for imports essential to Support and expedite the GOl 's
stabilization program during the next several months, 1In

the longer run, the extent to which the special cruzeiro Lund,
created by ithe sale of loan dollars, contributes .o the
expansion of fertiligzer output, will accelerate cconomic
development in several direct and indirect ways,

High food prices not only are a current destabilizing inl'luence,
in economic, social and political terms. Horeover, expansion
in cutput would enhance the possibilities of capital accumu-
lation in the agricultural sector, and lay the basis for having
the agricultural sector play a more positive role in overall
national economic development,, Thus, this project would
represent a meacurable contibution to advancing both the pace
and siage of development in Brazil.
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IIT, HISTORY OF THE LOAN

3.01.

3.02,

USAID/Brazil, recognizirig the agricultural and over-all
contribution to development which could be made by an expanded
agricultural minerals industry, authorized a feasibility

study to explore the possibilities of expanding Brazilian
agricultural production with fertilizer, agricultural lime-
stone and livestock minerals. The work on this study in

Brazil was initiated January 1, 196k, and completed May l,
1964, A preliminary summary report was delivered to USAID/
Brazil, April 2k, 196L. The report demonstrated the benefits
to be derived from the increased use of fertilizer.

Oscar Thompson Filho, while Secretary of Agriculture in the
State of Sao Paulo, initiated discussions with USAID looking
to a loan of dollars for fertilizer imports to be utilized

in that State, Later, on assuming the position of Minister

of Agriculture, he reiterated his strong interest in a similar
project to be applied on a national basis, The Ministry of
Planning also has attached high priority to this Lroject as
part of the new administration's concerted efforts to tackle
inflation and respond to the need for radical improvements

in the agricultural sector.

IV, THE AMOUNT OF THE LOAN

L.,o1,

L.o2.

The total supplies of fertilizers used in Brazil have been
increasing steadily since 1950, but use per hectare is still

very low. In a study of crop production levels and fertilizer

use made by FAO, total consumplion of N - P205 - K50, 1956-58
averaged only 0.5 kilograms for the U, S, and’a high of

438.6 kilograms in the Netherlands. Annex 11 Exhibit 5 shows trends
in apparent consumption of fertilizers in Brazil for the

period 1950-1963.

Brazilian Government figures for 1963 show fertilizer imports
for agricultural use to have been $22 million. Of this amount
only LO% is estimated to have been used for production of
foodstuffs, while 60% is applied primarily to coffee and
cotton crops.
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Fertilizer use in 1963 equaled 286,000 element tons. OFf
this, approximately 115,000 element tons was estimated to
have been used on basic foodstuffs. The proposed loan would
provide 93,000 additional element tons - which over two

Crop years amounts to a cne-third increase in the use of
fertilizer on basic foodstuffs. It is estimated that present
processing and distribution facilities are adequate to handle
at least a one-third increase in supply. In fact, the
Fertilizer Trade Association estimates these facilities to

be adequate to handle the entire 93,000 additional element
tons in one crop year.

JUSTIFICATION

A, Backgrounq

5.01

. Agricultural development in Brazil has been characterized
by mining of the soil nutrients to the point that yields
have been depressed and the nutritional values of foods
and forages have been reduced. Although the industrial
complex of metropolitian Sao Paulo has been called the
most impressive of its kind in Latin America, Brazil
remains predominantly an agricultural country, Approxi-
mately 39 million people or about 5% percent of the
population earn their livelihood from agriculture., The
agricultural sector produces approximately 304 of national
income and about 85% of the foreign exchange earnings of
the country. Rural incomes are very low due to low
productivity, Increased use of fertilizer would help
increase productivity, lower per unit production costs,
and increase rural incomes.

In the last decade the increase in products of plant and
animal origin and vegetable extracts amounts to L6.7% or
less than 5% yearly. On a per capita basis, the Brazilian
crops and livestock sector reached an expansion of 10.5%

or around 1% yearly. Although output in the period rose
somewhat more than population, it was not enough to meet

the needs resulting from the demand for living standards

of the Brazilian people (notably in the large urban centers)
and the rapid industrialization of the country's economy.
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Furthermore, the growth in this sector lagged beyond
the general expansion of GNP and, in effect, constituted
a retarding factor on over-all economic expansion,

5.03. In per capita terms, the 1963 crop and livestock sectors
declined; the crop by 3.9%, the livestock by 3.4% and the
vegetable extraction by 1.5% as against increases in 1962
of 1.2%, 6.1% and 1.5% respectively. The 196k crop
presently being harvested shows declines of 5%-35%, in
such essential food and feed items as corn, soybeans,
peanuts, rice and wheat.

5.04., Brazil needs to expand its domestic food supply more
rapidly to meet the needs of a population which is growing
rapidly for which many internal foods demands and nutri-
tional needs remain unsatisfied. The normal situation has
been further complicated this year by droughts in some
parts and floods in other parts of the ma jor food producing
areas. As a result even the meager normal suocks of food
are greatly diminished. Irices for vegetable onil have
increased rapidly. Food lines are common for such bagic
foods essentials as rice, keans, meat, sugar, and millk,
The situation is sufficiently serious that the . S. has
been requested and has agreed to exiend Pl Loo Title I
sales which historically provide only wheat, to includsz
also vegetable oil, lard, dried milk, butter, dry peaz,
and grain sorghum,

B. Benefits Expected

5.05. The impact that the use of $15.0 million of additional
fertilizer will have in terms of increased food production
cannot be precisely projected due to the lack of adequate
country-wide research data. Reasonable forecasts, however,
can be made through the use of projections on individual
crop basis.

5.06. A large proportion of the fertilizer used in Brazil is in
the form of mixtures. The individual elements of N, P,
and K are imported or manufactured ard then mixed. The
normal practice is to formulate a mixture with the ratio
of N=1, P=2, K=1, or multiples of 1-2-1. The material
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commonly used to suprly these elements are ammonium
sulfate (N), normal superphosphate (P) and potassium
chloride (K). CIF port price, ton basis of each element
is: Nitrogren (N) $220.00, phosphate (Py0g) $160.00,
potassium (K50) $110,00. A blend price on"a 1-2-1 basis
would be $161.,00 per ton, or B¢ per pound of element.
The $19.0 million loan would provide some 93,000 element
tons.

I1lustrations of net returns from the use of fertilizers,
based on agronomic experiment data, demonstrate the profit-

ability of fertilizer use in Brazil. (See Annex 11,

Exhibit I), This information is a summarization from the

recently completed USAID Sponsored fertilizer use feasibility

study.

The production increase that couvld result from the proper

use of the above noted volume of fertilizer is pointed

up by results obtained through field trials on corn conducted
by IRI Research Institute in Sao Paulo state,

Fertilizer applied (element basis - 56 pounds per acre
Cost of fertilizer - $L.50 per acre
Increased corn yield - 3.1L0 rounds ver acre
Value of increased yield ~ 8311 o zere

(corn valued at $1.00 cwt)
The 7-1 income to cost ratio is extremelv favoralle,

It is recognized that projecting a large voluae of fertiligzer
use by a great number of differen* farmzrs will not produce
income-cost ratios as favorable as 7-1, but it is expected
that an average L-1 ratio will te attained. Projection

of such a ratio results in some B0, 1illion in value of

the added production in the agricul .ural szctor.

Based on the normal relationship et © walue 2t the farm
land and value at the ultimate poi  zale, v would estimate

a8 multiplier effect of at least 2:l. Thus the total value

of added product to the economy as a ;hole jould be at

least $120 million.
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It is expected that a major part of the net difference
between the cost of the fertilizer to the farmer and the
increase in value of the product will be reinvested to
expand the productive capacity of agriculture, particu-
iarly to provide an intra-sector source of future
fertiliger vurchasing pornr,

bravil has uecd vo expand snd diversify its agricultural
export earning. DBrazil has one of the world's largest
acreages of sugar cane. World sugar supplies are short
and prices hsve gone up rapidly during the past year.
Instead of being asble Lo cepitalize on the growing world
demand for sugar and the higher prices, Brazil finds
herself in the position of not being able adequately to
supply its own needs and its past export markets, Average
yields of sugsr per acre are extremely low in Brazil. Low
use of fertilizer is the major factor ir these low yields.
Increased availability of fertilizer ¢t reasonable prices
would permit the sugar growers to increase rields quickly,

-~ ~ [ I TSI Y DUy
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The case of cocoa is similar. Production of cocoa has been
declining at a rapid rate and exports have fallen off
drastically in recent years. Declining soil fertility in
the cocoa growing areas is a major factor,

For these two commodities the U. 3. offers the ma jor world
market and U, S, demand is growing rapidly. This program
will help to insure adequate world supplies of these two
important U, S. import commodities.

C. Operation of the Loan

5.15,

Under the existing system of credit, the importer and
distributor (often the same company) are in effect finan-
cing the transacticn over a period of 1L of the 16 months
average belween placing of an order and the collection
from the farmer after he has marketed his products. as
follows:
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L% per mon, financing Mixing Crop
of purchase of exchange and Processing Financing
Vi 5 mos. / 2 mos. / 9 mos. /
Placing of Arrival Sale to End of
order and of end user, Crop -
opening of Fertilizer Payment,
letter of
credit,

As previously noted, it is anticipated that the price of
fertilizer to the farmer on certain selected Ccrops can be
reduced by as much as 30-40% by reducing the L% per month
financing charges involved in the purchase of the exchange
and by reducing the crop financing charges on credit
extended to the farmer hy the distributor.

1. Reducing the Interest Charge on the Purchase of Exchange

5.17. The present scheme of fertilizer imports
operates as follows:

(1) The GOB is substantially in arrears in
payments to both U, S, exporters of fertilizer and
others., At present it is believed that the Bank of
Brazil is making payments for shipments which took
place in October. Thus the arrearage amounts to
approximately seven months.

(2) As a consequence o” this arrearage the U,S,
export trade requires that a letter of credit be obtained
in the U, S., before it will process an order.

(3) In order to obtain the dollars to deposit
against such a letter of credit a Brazilian importer
has two potential sources of foreign exchange: the
bank of Brazil or a private commercial bank,
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(L) If the importer buys from the Bank of
Brazil he can obtain credit terms which require him to
deposit only 20% of the total cost of the transaction
at the time the order is placed, and the remaining 80%
at the time the fertilizer arrives in Brazil.

5.18. As previously noted, however, the Bank of Brazil
is still paying off arrearages to the fertilizer trade
and it is therefore unable to deposit immediate dollars
to open a letter of credit for shipments which will not
occur for approximately five months.

5.19, Accordingly, in order to insure the opening of
a letter of credit without which the U, S, exporter
will not process the order, the importer is forced to
buy his exchange from a private commercial bank at a
charge of approximately L% per month and sometimes
more,

5.20. By making the dollars available with +this loan
to the Bank of Brazil, A.I.D. will obviate the necessity
for the importer to obtain his financing from the
private commercial bank at a 20% interest cnarge,
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2. Credit to the Farmer

Present Distribution and Credit Facilities

5.21, The most extensive system of distribution facilities for
the marketing of agricultural supplies, including agricultural minerals,
exlsts in the State of Sao Paulo. The 39 mixing firms located there
operate 41 plants and 183 warehouses in the State of Sao Paulo and
another 30 warehouses 1in adjacent states. The companies involved main-
tain an organization of 162 inspectors and 2,322 salesmen and representa-
tives to promote the use of fertilizers and to provide technical assistance
to farmers. Included in the personnel of these companies are T2 trained
agronomists,

5.22. In the southern states of Santa Catarina and Rio Grande do
Sul there are eight major distributors of fertilizers, Most of the
plants are located in +the port cities of Rio Grande and Porto Alegre
but the companies maintain distribution facilities in the major agricul -
tural areas in the intericr.

5.23. Tt 2 distributor commonly finds it necessary to {inence sales
of fertilizer to farmers. This is one of the major cost itei: in the
distribution of fertilizer. Varying scmewhat with +he type of crop.
1t 1s necessary for the distributor tc provide credit of six +o J2
months. With commercial costs of money of 50 to 60 PErcernt PEer year
and sometimes more, this is a major factor in the higi: price of
fertilizer. Typically, the cost of credit is rassed on to the farmer
in the form orf higher prices for fertilizer with discounts given for
cash paymeuts, Where hLe mist carry the farmer for 6 +o 12 months the
distributor finds it rlecessary to ralse prices by the real or the
opportunity money cost to him of 30 o 60 percent r 6 to 12 months
plus a credit service charge,

5.24 It is common practice ror creditors to demand payment at
harvest time. This forces the farmer to sell Just when the markets
are glutted and prices are most depressed. By the end of the year
prices in the farm area often reach levels of two to four times the
previous harvest time price. VWhen markets are glutted ard prices
depressed, there is bressure to export commodities leaving too little
for normal consumption needs., The crop of a year ago (April—May 1963)
is a case in point. The price of corn fell +o a very low level, and
some corn was exported. Cerious shortages developed in the country
vefore the next crop harvest,
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5.25. Fertilizer distributors would be able to make a substantial
reduction in fertilizer prices to farmers and cooperatives 1f credit
were avallable directly to farmers to provide fertilizer purchases or
if a system were developed wherein fertilizer distributors would be
able to rediscount fertilizer loan paper.

5.26, In discussions held with the fertilizer trade, they indicated
they would give a price discount of at least 30% in prices of fertilizer
to farmers and producer cooperatives i1f the distributors could rediscount
their fertilizer loan paper.

5,27. Most fertilizer companies in Brazil provide some services to
fermers in the form of technical information on fertilizers, application
techniques, and in some cases in analyzing soil samples., However, some
services that farmers in the United Stetes have come to expect from
fertilizer distributors, and that have helped stimulate fertilizer and
limestone sales, such as delivery, bulk spreading and rental of
application equipment, do not exist.

5,28, Considering that 4&4.7% of the farms in Brazil are less than
10 hectares in size and that 89.4% are less than 100 hectares (24T
acres) in size, providing services such as delivery should help stimulate
demand. Iven in the Unit«d States farmers with 200-250 acres cannot
afford to own large, efficient bulk application equipment. However,
equipment for application commonly is made available by independent
dealers and cooperatives.

5.29., The capital necessary for the investment in application and
large, bulk-spreading equipment could be made available 1f an adequate
agricultural credit program were avallable. A fertilizer study con-
ducted in Smo Paulo in 1962 showed that sbout 43% of the total assets
of fertilizer companies were tied up 1n accounts receivable, due to
the necessity of selling to farmers on credlt. If credit to farmers
for buying fertilizer could be handled directly by credit agencies, or
1if the fertilizer companies could discount loans they make to faruers
through some existing credit agency, money now tied up in accounts
receivable couil be used to expand production capacity and services.
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3. Operation of the Discount Mechanism

Counterpart Use

5.30 The counterpart derived from the sale of the dollars
would be deposited to a Special Fund in the Bank of Brazil (BOB)
and would be used primerily %o discount distributors accounts
receivable representing fertilizer sales to producers of basic
foodstuffs and selected export earners (cacao and sugar). Addi-
tionally, the fund could be used for direct loans to producer
cooperatives for purchase of fertilizer and for expansion of the
domestic fertilizer industry.

Timing

5.31 fThe counterpart would be deposited at the time the
fertilizer arrives in Brazil. The fertilizer is mixed and proces-
sed, a procedure which takes approximately two months. The distri-
butor then delivers the fertilizer to the end user recelving the
latter's promissory note (or other credit instrument). Thus, under
this procedure the counterpart should be available before it is
needed for discounting the distributor's paper. However, in order
to ensure availability of cruzeiros at the beginning of the project,
USAID and GOB will allocate a sufficient sum of cruzeiros from
P.L. 480 or Program loan counterpart to the Special Fund.

Administration of the Funds

5.32 The fund would be administered by a Joint Committee
composed of representatives of the USAID Mission in Brazil and the
Government of Brazil. The USAID will assign the chief of the ARD
as its representative on the Joint Committee. The Government of
Brazil will be represented by a designee of the Ministry of Agri-
culture, a representative of the Bank of Brazil and a representative
of COCAP. A condition precedent to disbursement under the loan will
be establishment of the Committee and the designation of the
members. Decisions of the Joint Committee will be made by unanimous
consent.

5.33 'The Committee will determine the institutions through
vhich the discounting of the distributor's paper will be accomplished.
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IL is anticipated that the primary institution for this purpose
will be the Bank of Brazil through its CREAI Division. Addi-
tionally, however, the Committee may determine to use other insti-
tutions such as the Banco de Estado do Sao Paulo or the Nacional

Cooperative Bank.

5.34 The Joint Committee additionally will have responsi-
bility for the following:

1. Determining crop eligibility for discount privilege.

2. Determining priorities for industrial expansion of
the domestic fertilizer industry by type of fertilizer (evaluation
of the engineering financial and economic aspects of individual
loan applications will be the responsibility of the banking
institutions from which a loan is sought).

3. Monitoring the use of funds, specifically arranging
for spot checks to safeguard sgainst unauthorized crop use; evaluate
the ratio of A.I.D. disbursements and discount paper in accordance
with Section 9.02 of this paper to determine whether there is an
unauthorized crop use of fertilizer and provide for corrective
measures.

L. Evaluating the total additionality factor described
in Section VII of this paper.

5. Determining the interest rate for discouni; of
distributor paper. It is expected that this rate will be within
the legal lending rate of the Bank of Brazil (l-l%% per month).
Further, it is expected that the raper will specifically show
the quantity and type of fertilizer (chemical analysis) and the
full price paid by the farmer, as well as the crop use. The
Committee will arrange for spotchecks to insure that the financial
benefits of the rediscount system are fully reflected in the
price paid by the farmer.
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r. Possible Future Loans for Fquilggggxzpports

5.35 In its industrial lending tvrogram, involving the use
of development loan, F.L. 480 or counterrart funds from program
loan sources, the USAID 'isslon in Prazil «ill accord a high
priority to ;hr erpansion of the domestic ferlilizer industry.
(Sim11ar1v. the Iission vill accord a a bigh sriority to expansion
plans of those distribwtors who show an avnroved nlan for utiliz-
ing increasec liquidity obtained from the discount of their
accounts receivable for cuvansion of sueh facilities as applicator
equipment and technical serv1ces)m pWﬂh rrogram will not
produce major increascs in domactio Toveyliyer uroductions
within three -ears, Thus, the wozsiri ity of future loans for
inports of fertilisers nest ba re Tgnizen.  The form these
loans would take or vhethe= such IOJWH rould ve necessary would
depend n»rimarily on the palarce ol vayments position of the
Govermment of Brazil s+ tne ent of the second yeer, and internal
economic developments during tris period.

»

.\l —'
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VI. IMPLEMENTATION PIAN FOR USE OF THE DOLIARS

A, Definition of Fertilizer

6,01, Fertilizers and mineral supplements as herein defined
may include already prepared fertilizer to be used on crops and livestock
mineral supplements or raw materials to be used solely for the manufacture
or formulation of such materials. Fertilizer materials include elements
of NPK and S plus trace mineral included in mixed fertilizer materials,
Livestock mineral supplements shall be restricted to the element P except
where trace mineral are included in already prepared supplements,

B. Estimated Schedule of Imports

6.02. The type of fertilizer material purchased will depend on
the availability of the supplies. The Mission has been in contact with
Brazilian importers and U.S., exporters concerning availabilities, It
is understood by the Ministry and the local importers that supplies are
short in Europe and U.S. and that purchases will need to be made within
avallabilities,

6.03. The mejor planting seasons are: first crop, October
to December; second crop, January to March. For the first crop it will
be necessary for supplies to be shipped during August to October. For
the second crop shipment should be October to January. The first peak
in procurement is expected as soon as funds are available. In fact the
Sao Paulo Fertilizer Syndicate indicated that it was rrepared to make
immediate purchases upon completion of the loan sgreement. This first
peak should continue through November or December. 7There will be a
low from January to March and then a new peak in procurement April to
January for 1965 crop plaeruings.

6.0k. Since the private trade will do the importing the
Mission camnot give exact date on tonnage or types of fertilizer. The
plan is to leave the choices to the trade within the general restrictions
such as prohibition of importation of ammorium nitrate, A very rough
guess may be made of the demands for J.S. materials in the 12 mcnths
ordering period. Below is such & guess:
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Nitrogen all forms 75,000 125,000 tons.
(almost all sulfate of ammonia if available)
Superphosphate 20,000

Triple Superphosphate 60,000 - 80,000
Raw Rock Phosphate 110,000 - 140,000
Cloreto of Potassium 60,000 - 80,000

6.05. Miscellaneous other potassium fertilizer will be
imported 1f available such as sulphate of potassium and mixed combinations.

6.06. In addition, there will be demand for phosphate minerals
supplements for livestock but it is difficult to’ ¢stimate quantities at
this time,

6.07. Less than 8,000 tons cf urea was imported last year.
This 1s orly 3% cf the value of total fertilizer imports, None of
these came from the U.5. A prohibition on import of urea from the U.S.
should not be a hardship.

C, Procedure and Plan for Use of the Dollars

6.08., The dollars would be used in acccrdance with the
following criteria:

(1) The dollars would be "tied” to imports of
fertilizer from the 4,0,

(2) The dollars would be "additional" to the
"normal" import volume of fertilizer from
the U.S. and all cther sources.

(3) The dollars would be utilized within the
exlsting banking and commercial procedures
of the fertilizer import trade.

(1) Additionality of U.S, Exports

6.09, In 1962, Brazil imported approximately $6 million of
fertilizer from the United States; in 1963, of a global fertilizer
import pattern of $22 million, approximately $4 million was from the
United States. In erriving at a reasonable pattern of normal imports,
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the Mission has taken the average of 1962 and 1963, Accordingly, a
basic principal of the loan is that in order to be eligible to draw
down the $15 million provided under this loan, Brazil would have to

use at least $5 million of its own exchange for purchases of fertilizer
imports from the Unilted States.

6.10. It is recognized that this average may not be altogether
representative of the pattern that would be expected to take place in
196k. Thus in 1964 the Russian and Chinese demand for fertilizer has
already tied up fertilizer sources in eastern and western Burope which
otherwise would probably be competing for the Brazilian market. This
development in turn might be expected to open up a larger market for
U.S. exporters. However, because of the inabllity of the GOB to meet
1ts debt obligations, U.S., exporters have been reluctant to extend
credit to Brazil. Thus it is not clear that, solely as a consequence
of the increased demand upon European fertilizer sources and a consequent
diminishing of competition for the Brazil merket, there would be an
increase in U.S. fertilizer exports to Brazil.,

(2) Existing Commercial Procedures

6.11. As previously noted in fection 5.17, lmports of fertilizer
are financed on a letter of credit basis.

6.12. To purchase the foreign exchange the importer enters
Into a cortract with a bank in Brazil ("exchange contract"). In the
exchange contract, the bank may be the Bank of Brazil or any bank which
is authorized to operate forelgn exchange. The rate of exchange is the
one agreed upon hy the parties in the exchange contract. Additionally,
the exchange contract indicates when the importer is to deliver the
cruzeiros (depending on vhether the bank is extending credit for the
purchase of exchange by the importer).

6.13. A ”C.CuC.'&{s furnished to importers by the "Carteira
de Cambio" (Excharge Dept.) of the Bank of Brazil., The "C.C.C." must be
provided to Brazilian coasulates. Without it, customs will not permit
the imported goods to enter the country. The "C.C.C." is the evidence
that the importer purchased the foreign exchange to pay for the importation.

1/ Certificate of exchange cover,
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6.14, Upon approval, the Exchange Dept, delivers a copy of
the C.C.C. to the importer who forwards it to the exporting country
for the purpose of the consular "visa". Another copy is forwarded to
customs for the purpose of the later clearance which mekes it possible
for the goods to enter the country.

6.15. Once the goods are shipped, the exporter presents his
documents to the '"advising bank" and receives payment (letter of credit).

(3) Proposed Procedures

6.16. The basic principle of disbursement would be (a) that
AID dollars would be tied to the disbursement of Brazilian dollars for
fertillzer imports from the United States in a ratio of 3:1; (b) the
Bank of Brazil would permit imports of fertilizer in excess of $30,000
for any one importer per week.

6.17. The system would work as follows:

(l) The importer would enter into an exchange
contract with the Bank of Brazil at au
agreed upon rate of exchange and
obtain a C.C.C,

(2) The C.C.C. approval would provide 75% of
the contract be financed with AID dollars,
specify the necessary AID documentation,
and that 25% of the contract be deposited
by the Bank of Brazil,

(3) The BOB will advise AID to open letter of
Commitment in favor of its correspondent
Bank for T75% of the C.Co.C., and will con-
currently deposit dollars to the same
account in the same U,S. bank equivalent
w0 25% of the CCC.

(4) The correspondent Bank will then confirm

a letter of credit in favor of the Exporter's
Bank.
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(5) The Exporters Bank will notify the exporter
that by the terms of the I0Cy “this"is
an AID financed shipment and inform of the
specific document requirements contained
therein,

(6) The exporter will receive payment upon
presentation of his documents to his Bank,

(7) The counterpart would be deposited by the
BOB to the special account at the rate of
exchange and at the time it recelves cruzeiros
from the importer,.

(8) Under the above procedure the AID dollars will
be funneled into the normal import financial
procedures with a minimum dislocation of normal
import procedures (the only dislocation with
respect to the exporter being the requirements
that he supply the requlsite AID documentation).

6.18 The following flow chart shows the various relationships.

BRAZIITAN IMPORTER
1' < gﬁ%@“&
0% (X e
BANK OF BRAZIL x 5 8%
s 0
*1 \%eq\)_e o{ C,; . \)‘-(’-C
Establish Itr. credit 8 ((c)o\o 0
for 25% of purchase ot
25%
v 75%
US CORRESPONDENT BANK 4
(BANK A) > AID
DOCUMENTS
100%
DOCUMENTS
v EXPORTER 'S BANK
(BANK A)
DOCUMENTS
EXPORTER
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D. Standari Commodity Procedure

6.19. The standard commodity procedure will be used.
Notification of U.S. business, hovever, will be accomplished in the
following manner:

At the time the loan is approved there will be
8 simultaneous publication of the names and addresses
of the 30 most important Brazilian lmporters of
fertilizer as well as the hame and address of the
Sao Paule Fertilizer Trede Syxndicate., The publication
will be made in & U.S, Fertilizer Trade Journal,

VII. TOTAL ADRITIONALITY

T.01. Certral to the objectives of this loan 1is the concept
of additionality, i.e. thet Tthe actual imports of fertilizer into
Brazil rise by at leas* one-third in each of two calendar years as a
minimum, or two-thirds in one calender year eas s maximum. While a
mechanism to insure that imports from the U.S. will be additional to
the present level of $5 miilion has been introduced here, no such
mechanism is considered feasible to insure thet the remaining $17
million will be imported from other sources. The terms of this loan,
however, establish criteria by which both parties can insure that the
normal imports of fertilizer are not finarzced by this loan, This
mechanism will work in the following menrer:

7.02, 1In addition tc usual imports cf fertilizer from U.S,
sources of $5 millien, the Government of Brazil will agree to maintain
its usual imports of fertilizers et previous levels approximating $17
million, during the celendar vears 196L-1965 - the pericd of disbursement
of this losn. This will raigse fertilizer imports into Brazil to at
least $60 million during this period - an average of $30 million per
year, but will not limi‘ an even faster disbursemert if this 1s
warranted,

7.03. Thug, the Government of Brazil will agree to maintsin
normel imports of fertilizers which will be eviderced by a cumulative
monthly average of fertilizer imports of $l,750,000 as documented by
CCC's 1ssued by the Bunk of Brazil against its own exchange resources.
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1ii, Equipment, materials and services financed
by the loan shall be procured from the United States of
America (excepting marine insurance which under appropriate
conditions may be procured from other sources),

(¢) Such other Terms and conditions as A.I.D. may deem
advisable,
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June 22, 1964

CHECK LIST OF STATUTORY CRITERIA (ALLIANCE FOR PROGRESS)

Foreign Assistance Act of 1961, as amended (hereinafter FAA),
Section 102. The loan will further the policy of the Act,

as stated in this Section. Every possible precaution will
be taken to assure that loan proceeds are not diverted to
short-term emergency purposes (such as budgetary purposes,
balance of payments purposes, or military purposes) or any
other purpose not essential to the long-range economic
development of Brazil. '

FAA Section 201(d). Loan funds are not to be loaned or re-

loaned at rates of interest which are excessive or unreasonable
for the Borrower, or higher than the applicable legal rate of
Interest in Brazil. See '"Detailed Descripticn of the Project".

FAA Section 202(c), Foreign Aid and Related Ageucies Appropri-
ation Act of 1964 (hereinafter "App."), Secticn 117. ronds
have been appropriated by Congress for this loan.

FAA Section 204. The terms and conditions of the loan are in
accordance with standards and criteria established by the
Development Loan Committee.

FAA Section 251(a). The loan will promote economic development
in Brazil and will contribute to the welfare of

its people.

Affirwative I'inding required Ly Llaw,
# Discussed here o1 elsewhere in loan paper,



#

6.

10.

11.

Ul ASSIFIED
AID-DLC/P-268
Annex I  Page 2 of 7

FAA Section 251(b)(1l). Account has been taken of the extent
to which Brazil (including its political subdivisions) is ad-
hering to the principles of the Act of Bogota and Charter of
Punta del Este, is showing a responsiveness to the vital eco-
nomic, political and social concerns of its people, and of the
extent to which Brazil has demonstrated a clear determination
to take effective self-help measures. See "Place of the Loan
in the Program",

FAA Section 251(b)(2). The activity to be financed is econom-
ically and technically sound. See "Economic Justification" and
"Execution of the Project".

PAA Section 251(b)(3). The activity is consistent with and
is related to othar development activities being undertaken

or planned and will contribute to realizable long-range
objectives. See "Economic Justification'.

FAA Section 251(b)(4). The loan will have no foreseeable

adverse effect on the U, S, economy. See "Impact on U, 5,
Economy".

FAA Section 251(b). Financing from other free world sources
(Lncluding private sources within the United States) on
reasonable terms for the project is not available.

FAA Section 251(b). The terms of the loan (interest, grace period

and gmortization) are reasonable under circumstances affact-
ing the loan and the capacity of Borrower to repay.
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12, FAA Section 251 (b). Account has been taken of the extent
to which Brazil is making reasonable efforts to encourage
repatriation of capital invested in other countries by its
own citizens,

13. FAA Section 251 (b). There are reasonable prospects that
the loan will be repaid. See "Repayment Prospects"

1L.  FAA Section 251 (e). An application has been received for
this loan which gives sufficient information and assurances
to indicate reasonably that the funds will be used in an
economically and technically sound manner.

15. FAA Section 251 (g)., Cruzeiros generated from the sale of
the foreign exchange from the loan will be available for
financing the sale of fertilizer by cooperative to farmers
and for the construction of cooperative fertilizer prodacing
facilities.

. 16. FAA Sections 601 (b); 621. The loan will be administered in
such a manner as to encourage and facilitate participation by
private enterprise to the maximum extent practicable.

17.  FAA Section 602. The alternative financing procedure is
being requested for this loan.

18,  FAA Section 604 (a), Equipment, materials, ard services
financed for the project under the loan shall be procured
from the United States,
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FAA Section 604(b). Any commodities financed by the loan and
purchased in bulk will be purchased at prices no higher than
prevailing U. S. market prices.

FAA Section 604(d). Marine Insurance on commodities shipped
w1}1 be required to be placed with a U, S, company unless
ACLD. aprees olheraiun,

FAA Section 611(a)(l). Necessary substantive technical and
financial planning for the project has been completed, and
a reasonably firm estimate of cost of the project to the

United States has been obtained. See "Economic Justification!
and "Execution of the Project!,

FAA Section 611(a)(2). No further legislative action in
Brazil in required for implementation af the
project.

FAA Section 611(b), App. Section 10l. The project does not
involve water or related land resource construction.

FAA Section 611(c). No conslruclion contracts will be

financed by the loan,

FAA Section 619. Not applicable. Brazil is
not a newly independent country.
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* 26. FAA Section 620(a), App. Sections 109(a), 109(b). No assist-
ance will be furnished under this loan to the present govern-

ment of Cuba, nor does Brazil furnish
assistance to the present government of Cuba.
Brazil has taken appropriate steps to prevent ships or

alrcraft under its registry from engaging in any Cuba trade.

* 27. TFAA Section 620(b). The Secretary of State has determined
that Brazil 1s not controlled by the
International Communist Movement.

* 28. FAA Section 620(c)- As far as AID knows Brazil is not indebted
to any Y. 8. citizen for goods or services furnished or
ordered, where such a citizen has exhausted available legal
remedies or where the debt is not denied or contested by
or the indebtedness arises under an unconditional guaranty
of payment given by Brazil.

* 29. FAA Section 620(d). Loan funds will not finance construction
or operation of any productive enterprise which will compete
with United States enterprise.

* 30. FAA Section 620(e). Neither the government of li=zii
nor any governmental agency or subdivision thereof

has, on or after January 1, 1962, nationalized, expropi -ied,
or sefzed ownership or control of property of any . 8,
citizen or firm, taken steps to repudiate or nullify existiag
contracts with such citizens or firms, or imposed or enforced
discriminatory taxation or other exactions or restrictive
conditions, or taken other actions having the effect of
nationalizing, expropriating or otherwise seizing ownership
or control of property owned by U, S, citizens or Iirms, as
specified in this section of the Act, without taking appro-
priate steps to discharge its obligations, as specified in
this section of the Act.

* 31. FAA Section 620{f), App. Sections 109(a), 109(b). Assistance
provided by this loan will not be furnished to any Communist

country.

* 32. FAA Section 620(g). Assistance provided by this loan will not
be used to compensate for expropriated or nationalized property.
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35.

36,

37.

38.

39,

FAA Section 620 (h)
not be used in a ma
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. Assistance provided by this loan will
nner which promotes or assists foreign

aid projects or activities of the Communist bloc countries.

FAA Section 620 (i

Brazil is engaging

). The President has not determined that
in or perparing for apgressive military

efforts directed against the United States, or any country
recelving assistance from the United States, or against any

country to which sa

les are made under PL 480, nor is any

basis for such determination known to A,I.D.

. FAA Section 636 (h),

This loan will make available funds only

for the foreign exchange costs of importing fertilizer into

Brazil. Within Bra
private trade chann

zil transactions will be handled through
els in which Brazil users of the fertilizer

will have to pay all of the costs involved in cruzeiros.

App. Section 102,

Obligations of funds in excess of $25,000

for engineering fees to any firms or group of firms financed
under the loan will be reported to the committees on
appropriations of the Senate and House.

App. Section 104,

Funds obligated by the loan, will not be

nsed to pay pensions, annuities, etc., as prohibited in this

section,

App. vection 111,
for services financ

App. Section 112,

U. 5. personnel to serve under contracts
ed by the loan shall have security clearance.

Firms which provide engineering, procure-

ment, and construction services financed by the loan for

the project, and th
approved by A.I.D,

e terms of their contr-~cts, shall be

UNCLASSIFIED



Lo,

L1,

L2,

UNCLASSIFIED
AID-DLC/P-268
Annex I Page 7 of 7

App. Section 1lL. Loan funds will not be used to make any
payment to the U. N,

App. Section 118, No construction work will be financed by
the loan.

App. Section 60l. Loan funds will not be used for publicity
or propaganda purposes within the United States.
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IMPORTAGAQDE MERCADORIA DA CATEGORIA GERAL e preenchimenio peia CARTEINA DE CAWBIO

Y L
CERTIFICADO DE COBERTURA CAMBIAL CERTIFICADO N.

Vilido para embarquela) .até

CARTRIRA DX CAMBIO Operaglo de cdmblo n® ... ... .. ... .. .Dsta .. ...
BANCO DO BRASIL S. A. Banco Prazo
(em dias)™
VRIOT e TAL n*

Para os tins previstos na instruclio n.° 204, de 13. 3.61, ds SUMOC, solicitamos Informar que contratamos cAmblo para efetusr a
importacio de mercadoria da Categorla Geral, cujas caracterfsticas declaramos a seguir:

MERCADOR| A Prego FOB em moeda estrangelrn
Item da tarita Péso lig. em kg | Quantidade DISCRIMINAGCAO Unitério Total
Despesas diversss .............. fernane P
Valor FOB da !mportagio em moeda estrangeira..,... e
Valor sproximado do frete e seguro .......... e
_J Valor CIF/C&F da Importacio em moedsa estrangeira N
Pals de origem Pais de procedéncia Pérto de descargs Local do fechamenta ds Chmbio ) Valur em Cr3 (FCH)
Consignatdrio : (!ndicar simente nos casos previstos no Decrate n.® 48,763 de 1-8-00)

Protocolo n*

Enderéco Telefone

Observagdes :

PARA PREENCHIMENTO PELA CARTEIRA DE CAMBIO

Para os fIns previstos na Instrugdo n.® 204, de 13.3.61, da SUMOC, confirmamos que o Imporiador SUPrs coatratou cimbje
excluslvamente para o valor “FOB” da {mportacdo da mercadoria acima declarads, no montante de

O fornecimento do presente docuniento nio imp’lca o reconhecimento, pels Carteira de Cimblo do Danto do Brasit S, A,
da exatiddo dos precos declarados pelo Importador, cuja verificacdo serd feita pela Carteira de Comércio Exterlor, de achirdo
com o Art.® 5,° do Decreto n" 43.718, de 17.5-58.

e et e (Prage} (Data)

! BANCO 00 BRASIL S. A.
CARTEIRA DK CAMBIO

Mod. 14/2:0-1
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IMPORTS OF FERTILIZERS 1950-1963

Tons of Flements

Nitrogen Phosphates Potassium
() (P205) (k20)

Domestic Imports Total Domestic Imports Total Total
Prod. Prod.

1950 751 13,436 14,187 5,999 Lk, 837 50,836 23,523
1951 760 17,801 18,561 6,450 67,119 73,569 28,709
1952 830 9,775 10,605 8, hlk 38,k79 146,923 15,347
1953 930 19, 6k9 20,579 8,533 56,283 64,816 31,226
1954 1,276 16,486 17,762 12,080 65,309 77,389 28,348
1955 1,223 21,728 22,951 23,82 64,733 88,575 49,523
1956 1,388 28,850 30,238 23;553. 70,006 93,55  L1,632
1957 1,194 27,364 28,558 41,380 77,309 118,682 60,189
1958 2,578 38,812 k1,390 53,478 89,871 143,349 65,0852
1959 10,679 34,106 4l 785 68, 486 55,519 124,005 57,425
1960 15,726 51,03k 66,760 77,427 54,165 131,591 106,146
1961 12,021 43,043 55,064 69,766 k9,000 118,766 70,727
1962 12,627 36,680 k9,307 61,910 55,440 117,350 69,201
1963 18,700 46,892 65,592 41,400 96,423 137,823 84,209
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s

Corrected 'Jidé 30, 196k
LOAN AUTHORIZATION

Provided from: Alliance for Progress Funds
BRAZIL - Fertilizer

Pursuant to the authority vested in the Administrator of the Agency
for International Development (A.I.D.) by the Foreign Assistance

Act of 1961, as amended, and the delegations of authority issued
thereunder, I hereby authorize the establishment of a loan pursuant
to Part I, Chapter 2, Title VI, the Alliance for Progress, to the
Government of Brazil (Borrower) of not to exceed fifteen million
United States dollars ($15,000,000) to assist in increasing the
production of certain food crops by making available U. S. fertilizer
to Brazilian food producers at prices and on terms more favorable
than those now available in Brazil, and by financing the United States
dollar costs of the importation of fertilizer into Brazil from the
United States, this loan to be subject to the following terms and
conditions:

1. Interest and Terms of Repayment :

Borrower shall repay the loan to A.I.D. in United States dollars
within forty (LO) years fror first disbursement under the loan,
including a grace period of not to cxceed ten (10) years.
Borrower shall pay interest to A.I.D. in United States dollars
on the disbursed portion of the loan, of three-quarters of one
(3/L of 1) percent per annum during the grace period and of two
(2) percent per annum thereafter,

2. Other Terms and Conditions:

8. Prior to the first disbursement, A.I.D., the Bank of Brazil
and the Ministry of Agriculture shall establish a Joint
committee to administer the loan;

b. Borrower shall agrec to maintain its usual total imports of
fertilizer during the period of disbursement of the loan.
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-2 -
Equipment, materials and services financed by the loan
shall be procured from the United States of America
(excepting marine insurance which under appropriate
conditiors may be proucured from other sources).

Such other terms and conditions as A.I.D. may deem advisable.

Administrator

Date

UNCIASSIFIED
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In 1963 this Brasil-USAID cooperative project was imitiated hating as its primery ob-
Jective the estadlishment of the necessary progreas and facilities to assure fresilian
farmers of an adequate quantity of high guality seeds at reasonable coets. The neans re-
quired to assure schievement of this chjective were agreed to be:

(a) esthblisiment of an integrated federal-state seed improvenent program;

(b) snectuent and enforcement of federal and state seed legislation, including minimum
seed quality standards, seed testing rules, and associated regulations;

(e) traininq‘& corps of Brazilian seed technologists in all phases of seed technology;
{d) equipping seed laboratories, conditioned storage ani other facilities, and

(e) the development of the comuercisl seed immwkwy inductry in the private sector.

The present smghxtx emphasis of this project is to develop a corps of trained Brazilian
seed technologists in the private and public sectors capable of developing the Brazilien
seed industry so that it will be able to provide Lragilian producers with a continuous
supply of high quality seeds and & seedlings at rcalistic prices.

This project is cssantial to meetinz the broad cbjectives of the agricultural sector,
which are toda improve the diet of a rapidly expending population and provide additional
commodities for export. The use of improved & seeds of agricultural crops & has been cone-
~lusively proven as one of the essential elements for increasing agricultural productivity.

: availability and use of improved seed in zmmiux conjunctiom with improved cultural and
wanagerial practices, fertilizer application, weed control, irrigation, etc. has a ima lo=
grithmic rather than additive effect. It is conservatively estimated that the use of
improved seed can result in yield incresses of from I~ ~ " on farms where cainon, untested
seeds are being planted. In conjunction with other improved practices productivity can be
increased by 100% and more.

The GOB, although recognizing the importance of developing an industry to supply farmers

with the high ¥ geds required for efficient production; needs the technieal inputs
esgential for and training appropriate personnel to establish a viable seed
industry.

The Drazilian Ministry of Agriculture, through its Office of Crop Production (EPV)
and Office of Agricultural Research (EPE), has general responsibility for coordinating
and carrying out the project. The primery operationsl respomsibility for implementation
of the project is with the Technical Team for Seeds and Seedlings (ETESEM), a technical
branch of EPV. The principal function of ETESEM is to implement the lational Plan for Seed
Improvement (PLANASE!), promulgated by the Ministry in July 1968.

The project 1s also carried out in cozjunction with the various State Secretariats of
Agriculture, regional organizations such as SUDENE, and the private seed industry.

By the time.the project phasds out in 1972, it is expected that the following targets
“ will have been net:
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1. legislation which will provide controls and regulations for seeds distributed
throughout Brazil;

2, seedk labaratories; processing plants, and/or storage rooms, equipped snd fuzetion-
ing ia those states where they are most needed;

Jo development of a private seed industry ag a result of o change in philosophy cone
cerning the role of government in the industry;

ko academic treining to the MS level provided for 25 Bragilian teclmicians plus 60
selected leaders in the fadustry who will rcceive short-term study and specialized training
in the U.S.; approximately 1700 additicusl technicians trained through short courses in
seed technology, administered in DBrazil;

5o seed multiplicetion and distributicn systems established at stete, regicnal and
naticaal levels;

6. promoting the use eud producticn of seed and plant material of superior crop
varieties;

7. planning and conducting seed re-serch,

Conslderable rrogress has been made ins meeting the abwve gomls, but much work remains
to be done. USAID mssistence will contipue to be previded to shmt this project until 1972.

The Brazilian combribution and participation in the project has been mure than satige
fectory to date. It is given high priority in the Ministry of Agriculture, The egsential
:ional sesd Xt legisiation bas been rassed and a comittee bas been established to work

--t plans for interpreting and fmplementing the ilows and regulations. Installationsfor
seed analysis, rrocessing and mkayw storage have been established in several states and
34 short courses have besn held for Bragilisn technicians, The project is zw pxsennsing
rrogressing satisfactorily. The USAID considers that the project ic more than meeting
the minimum level of achievement which must be met as a requisite for continued US cone
tributicn and perticipatin, USAID contribution and participation in the vroject will
continue as long as the GOB assigns high priority to this project, continues to provide
the nacessary inputs for its successful implementotion, comtines to implement its stated
pailocophy of aliowing the private sector Lo be respougible for seed production and dise
tribution and limiting ite activitier to refsarel, education and regulation, and contimues
to sponsor the short term traising cowrses for geed techmicians throughout Bragil,

The inputs needed to achieve the seven operational targets cnunerated in sectiom IV
of this PROP will be provided principally by USAID and the Brazilian Ministry of Agriculturg
Technical assistunce {3 to be provided through ep AID coutract with Mississippi State Umie-
versity (MSU). U.S. grant fumds will be provided to pRy costs of US contract techaicians
as well as participant traiming spd importstion of limited amounts of esgsential equipment
such a8 seed processing equipment, fedumkwkitwar delnmidifiers, geed gerninators; aryers,
and aced analysis equipment.

The contract persently provides far two loug-tern seed specialists to be statiemed in

Rio, with short-term consultants provided as needad. The two specialists spend a large
part cf their time traveling throughout Brazil assisting the Miniatry in the variocus

UNCIASSIFIED
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’eas where the project is being carried out. CCNTAP funding is beinz provided for
certain essemtisal local costs of the rroject. The Ministry of Ar»iCuiture is being en-
couraged to gradually essume a larger shere of the costs now being met by CONTAP funds.
A tabular breakdown of the required life-of-project inputs 1s provided in Annex A to this
PROP,

IX. SETTING

Today Bragil is faced with a repidly increasing population. To date the yields in
crop production have been increasing gradually and the farm lond area has expanded to
achieve o more or less static balance with the increase in ropulation. In scme regions
agricultural production {8 carried on with the sewe tools and methods used a century ago.
Because Brazil is largely dependent upen agriculture for foreign exchange caraings,
internnl investment capitel and for the food and fiber neads for workers, sustained and
bighly effective programs must be lauached or the gep between the nceded agricultural pro-
duction and actual production will rapidly widen during the next ten ycarn.

In recognition of the need to marrow thig gap the Draziiian Coverament has establighed
objeckives which require the modernization and impovement in agricultural productice
practices im crder to improve quality and “ncrease productivity in several major agricule
tural crops such a8 wheat, soybeans, rice, corn, potatces, besns and vegetables.

In spite of the present malmide relatively low unit production of wost crops, the
potential for increase through improved physical inputs ranges between 50 and 100% for the
“incipal crops. Among thess physical inputs, the greater use of iumroved seeds is one
s« the GM3 and USAID priorities im the agricultural sector.

{(thanerous reports are aveileble in AID/Y and UGKID/Prazil on the Brazilian agricultural
sector and the reader i referred to them for background information. The imporsance of
agriculture to the Brazilisn econony is well documented, It is easily the most iuportant
economic activity im Brazil, employing more than onechalf the totol labor force. The
ageind agricultural secter analysis, uow being completod by USKID/Drazil, will provide
a detailed analysis of this zeetor ineluding o dlscuesion of the many problens which the
sector faces),

eeds arve bagic to egricultura.  NowmmyxloRumx Lormally it tokes no better soil; no
more fertilizer, and no Less labor to preduce a crop from poor seed than from good seed.
Consequent.ly, when farmers plant seed of & guality less tham the best aveilnble, it costs
them money and deprives they country of food, feed, and fiber. In Brazil farmers pay too
little sttention to the selection of seeds destined for planting, not realizing that the
subatitutiva of improved verieties would vecult in a csasidersbie incrense in crop re-
urns,

There was 0o general thought given to a nationel ceed improvement program until the
early sixties, although s early sa 1934 the State of Sao Paulo initiasted work relative
to legislation concerning sesd. In 1936, the Sio Paulo state government made official the
inspection of geeds eatering comuerce end alse establiched regulations relative to the ‘
rompxinkien production and morketing of ceeds. During tie period 1940-1960, considersble
attention wag glven to aeed inprovement in this ctate, but it was directed toward the

UNCLASSIFIED
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developmeat of production comtrolled by the state govermuent. The result was the establishy
ment of a stote seed production program which today represents a major tax burden as wll
a8 a political obsiacle in the effort to shift ezphasis on ceed production and distridutien
from the public to the private sector,

In Brazil, as in many countries, geed of the major crops is saved end planted with
little or no attention given to anslysis for genctic properties, physical impurities, or
viability., In the case of beans, for axey exauple, iess than 1% of all seeds wiwkmx
rlanted are considered as ¥tmpraved¥x “inproved”. In the case of corn, during the
decade 1950-1900;, a real effort wus made by both goverament and private enterprige to
increase the production of hybrid end synthetie verieties. As a result it 1s nov estimated
that in the primcindkoesss principal cornsproducing states, 35% of all corn ceed is cope
sidered as being inproved. The percentage of inproved geeds uged auony other principal
crops, however, isc estimated to be about L%

Vegetable seeds which require a relativaly high degree of teehnology to be produced
vith sufficient quality to emter comusree axe practically all ifmported froa the United
States or Purgpe. In the three~year period 1950-1962 Drazil luported anoually an average §
of about 500 tons of vegateble szeds valued ob 1 miilion dolixrs. These ceeds normally
arrive in excellent copdition but often deteriorate rapidly because feu carpanies which
import ar distribute sceds hove starege voons with proper hunidity end temperatéwe control
to maintain seed viability. There ia uo law equiring that even minimal information
about varlety, purity, germinziion, or oripin be given the buyer, C(oaswmently, purchaserg
often £ind themselves with seeds of pondeserdipt variety having little v no posaibility
" germpating or producing the Crgp anpectaed,

Thece are a wber of reasoxs Wiy the secd lndustry hao aot develoned in Srazil,
Principal suong; then are the Toliowing:

o Foilure on tlke part of poveramsst erbities to cducate furtess oo 6o Loo advontages
of impreyod @ seeds,

o Loeln of techniesl loowledge and faeilitiss required Lo perait produsticon and pre-

servation of seads havity the rewyived ebaroctaristics of purity and quadity.,

3, desdatance on the vaxt of femzes in acquiring iuproved seeds dus 1o higher prices
than these pold Tov “common™ gends,

L, Iack of coordimation between the eatities which develep laproved varieties and
thoge concersed with the multinlicative of theso hagic geeds.

Do Taabllity of swedsmes o cbtais desg-verm fiosneing for consiruction of geed pros
cerning and stovage facilities or skort-term firancing to purghuse and distribute seeds,

6, Lack of comtimuity in recearch prograns carricd out at governuentel institutions
duz to lack of sufficient rescurces, admimistrative proffens, and octher fuctors,

Brazil hosted the IV Pan-fmericnn Seed Deminar, held in Rio in August 1963, and at
that time evidenced a mbwmmwg stromy desire for zosistomce in developing a uxi viable

eed industry. With this expression from the GOB along with wewssrhocrwesmmd
URCTASSIFIFD
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sosmendstions from U.8. eensultents {a seed teshmelegy attending Lhe seminar (who also
MM&MN““&M“G&“M!«IHM:&I), it was :
‘Supssssfully assist in greatly increasing
) time sentriduting to the GOB and USAID
'mmm‘dnnpidlyeqnndhapo-

|
i

don
overall goal of previding mere
pulation and fer expert.

TH. STRAYEOY

It-cmmmwtomm-mmntMMch Institute of the
South mmgnm.mmumu&mauzm.bempmmeom
that one institwtion. This would have served as a training center for seed technicians
fram other parts of Brasil and would have beem & roenlpohtrcth.prmtiennnquso
tribution of impreved seeds throughout the south. Further study ledto the conclusion
that more could be acesmplished by giving the project naticoal scope, yet relying heavilp
on the more developed ares of the souwth in providing facilities and & core of trained
Brazilian specislists for training courses to be offered there.

The strategy decided upon was to adopt a flexible approach to individual operatiomal
targets throughout the country. This invoives working with the Ministry of Agriculture,
State Secretaries of Agriculture, rural universities, and private industry in assiating
with preparation of seed legislation, establishing ladoratories for ceed analysisc, pro«
cessing plants and storege rooms, and in training perscanel in the various aspects of
these activities. Since enactment of appropriate seed legislation was peramount to the

uccess of a program involving inspettion amd comtrol by an official agency from the
initiel stages of productiom to finsl delivery to the end user; discussion with key
government offieials concerned with the development of the industry wns required and was
given high priority.

The USAID contractor, Mississippi State University, works through the approprista
division of the Ministry of Agriculiure to sssist in bringing about coordinatiom of ased

programs with all agencies,

As stated above the Ministry of griculture assigns this project high priority and is
providing the necessary support and leadership to mka the project succegaful,

l'hedml.opuntofevhblouodimtryildMl.yrehtedtotheUSAIDdem
overall goal % of incremsing the quality and guantity of the major agricultural erops
whicharemededtoiqrmthc“.ﬂmwmummmmae exports. Iis
project; is related to seversl other USAID projeets.

A major o,etiom Of the agriculturel resesrch and varietal development activities
amcmtedwm“chﬂvhlthhmwwtm,mum
asdsted by USAID threugh a osmtreet with the IRI Researeh Institute, Inc. Because ingreve]
nrmm.remmmcaﬂm.tmu-mmmmm '
nhtimpmmmm‘igmmcthdcuednm:um
miltiplication progrems so farmers eatt reteive the full benefits of the resserch effort.
It untieipumthntnmﬂw'wmtmumuahedatuchdthm
niotry’s eight regional ressarch stations, :

USICLASSIFIED



RIO IE JANEIRO TOAID A 1265 UNCLASSIFIED 7 12

This project elso complements the nssistence hkkng being provided through the fowr
UBAID rurel university developmnt coutrarts. ‘Educationel and research programs in seed
improvessnt at both the undergraduate and gradmte levels will cofncide with curricula ,
improvement, particularly ia the agronomic and herticultural courses at these universities,
It was necessary to provide specialised equipment, training meterials and technical
assistance to the resssrch and edusstionsl prograss as thay developed. The Agricultural
College of the State of 8fo Panlo, where the USAID-Chio State University contract §g lo-
cated; was chosen as the site for the development of a university level inecountry trainin
center ac an fmpaskmes important adjunct to the participant training progrom of this

projects

The xumm succees of the agricuitural credit progrem will have a direet interrclatioge
ship with the success of this project both at the farm production level and in the develop:
ment of the private sector of the seed industry. It hao beon shown that farumers using im-
proved varieties and other improved cultural practices are better able to repay production
loans; thus some lending sgencies heve established the use of good seeds of improved
varieties ac cne of their loan requirements. The nacessary capitol for equipment purchage
and construction needed for the development of the privete seed industry iz presently
lacking and will need to be provided by the GOB credit system, by forelgn loans, or
a copbination of the two, A

This project is also of assistance to the Foed for Development, Pence Corps, and U.S.
Department of fgriculture (FAS) programs in Bragil. Fach of these activitiec hac definite
use for expertise in the field of seed tecinology that will be mwmtlximei aveilgble
‘hrough thia project. Support provided by this project will assist in bringing success
© their in-country progroms as well as providing a more accurate exchange of information
between the Brazilian and U.S. comercizl seed trade.

IVo PLANNED TARGETS AND COURSE OF ACTION
Target NN? ) - Fnactment of a Nati _law to coutrol $nternational and interstatq

coumerce and to eotablish broad principles undur which state laws can be developed

The average $umiiddiiex. farmer plants untested seed of unknown quality and doubtful
varietal purity. Seed legisiation is necesaary to assure farmers that the seed has been
tested and then labeled with reliable informaSon. legislation 15 also needed to protect
honest; reliable seedsmen from the practice of careleas, irresponsible; or dishonest camne
petitors. In the development of legislatiom, the basic requirement of the law must be
set forth by a working committee of technicians having & reasonably good knowledge of seed
technology. The law must be as simple as conditions will allow, easily adminSstered and
enforced. The role of both national and state laws must be carefully indicated. lMethods
of enforcement must be developed, laboratories established and personnel trained for the
exacting work of inspectors and laborstory techaicisns.

Course of Action

A National Seed law was paadsed by the RBresilian Congress and signed by the President
in 1965, A speciol Nationsl Seed Committe has deen appointed by the Hinister of Agricule
ture to develop regulations regarding ceed stondards and control procedures, Six states
huve signed agreements with the Ministry to implement the law at the sctate level. It 4s

‘xpected that eventually all the states will enter into agreement with the Minickry for
his purpose. UNCLASSIFIED
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This target has largely been met and the pattern has been set for control. It is
aow & mtter of fully implenenting the existing legislatiocn. Primery effort will be
Jinited to vork with the National Committee for Seeds and Seedlings in the development of
necessary rules and regulations and assisting in the organization of the Association of
Technicians in Analysis of Seeds (ATAS).

f 2o Establishing seed testing iaboratories, seed processins units and seed

storoge facilities

An effective seed program cannot function without physical facilities properly designed
and well located to sorve specific needs. These are required in order to prepare, miéntain,:
and accurztely label needs distributed throughout the country. This requires facilities
such as processing plants, storage fucilities and geed testing laboratories. These same
instellations also provide facilities for training technicians in seed teclnoloay.

Course of Action

I. 18 necessary .0 establish a seed testing laboratory in each s*-te capable of pro-
vhilng viding regulatory, research, and training services. With the technical knowledge
provided by the Seed Technology lLaboratory at Mississippi State University, information
and training will be provided on the design, selection of equipment, ad and operat:ion
of each of the seed laboratories to be inctalled. Laboratories have been installed and
are functioning in eleven states. Four additional states will be equlpped with seed
testing laboratories during the period of the project. Locatioa of the luborotories ic
determined by progress of the program and availability of trained personncl.

Seed processing units will be established in states capable of sunporting Toundation
seed stocEs program, seed processing research, and training activities. The design of
these facilities, selection and installation of equipment, and training in operation of
these seed processing plants is being provided by U.S. technicians.

The Mississippl State University contract team has assisted in the estoblichment
of three units which are now complete and is presently assisting in the estcblishuent of
four others. Several other unita have been established by primate zm cozpanies, the =
nigtry end the States themselves with limited ar no technical assiBtance frou the cone
tractor, but using the principles used in the units assisted by Micsissipni.

The asslstance to be provided to the states will be determined as the project proceeds
but it is expected that a minimwn of ten states should Le assisted througzh this project in
order to insure adequate facilities in appropriate regioms of the country from which
technical knowhow can later be disseminated to surrounding stateswhich will eventually
establish units,

Pilot-type seed at%ggg facilities will be located in those locations where they are
needed in connection the seed testing labaratory, foundation seed stocks program
and/or seed processing unit for demonstration, research, and troining purposes. Immtewskdy
Instruction is being provided by MSU personnel on design und sshl selcction of equipment
for special seed #7 - _g-rooms vith provisions for the control of temperature and hmie
dity as well as for préRection from insect and rodents. Eighteen storage rooms in eight
otates have been constructed primarily at research institutions and seven others will be

odded as the states reach the point ledge and experience which warrants
.nntellation of the storage rooms. %&mw
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iocpet ii? 5« Fncourage the development of a privete seed industey

Experience hi:a demonstrated thut such essential services ac ussenbling, processing,
testing, labeling and distributing seed to farmers at the time and place it is needed can
best be supplied by private industry. The governuent, on the other hand; should carry
out the important tole of snonsoring educetion and research activities an:’ regulating the
cormierce in seeds.

With the government and private mwtm sectors vorking together;, a wat viuble seed
industry cun develop along with the demand for improved seeds. The most serious obatacles
ito the developuent of a private seed industry are governmment monopolics, inequatible '
gubsidized pricing bractices, shortage of credit and the lack of ceed laws o protect e
honest seedsmen und farmers. Kikda Flimdination of these bottlenecks will create a
fovorable mmvixosame environmoent {or rapid development of a private sced industry. Tt is
hoped that by 1972, largely as a result of thig project, that most of thecc bottlenecks
will be eliminated In much of Brazil and a strong and viable seed industry will be will
on 1ts way to full development.

Cow’se ol jotimm J

The wost erfective approachlus been the indirect one of cncowraging the reduction of
govermuent programs in seed production end distribution to alloy for the developuwent of
the private sector. Of primary inportance was a change in the stated philosophy of the
GOB=iinistyy of Agriculture from production and Rimkrx distribution of seeds by the governs
went on a tax subsidy basis to one of allowing the private sector to be recponsible for
“iese activities while tlie govermment increases activities in research on? education.

Throuh  group disceusslons and jndividual contacts with Jidnictey or O ciculiuce and
secvetariots of fgciculture and policy-making pergonnel, the advuntaiges o0 the development
o' the privute sector and alternative ugses of available jovermment inpuis ave axplanin
explained by 7' in an eiTort to bring about the desired policy changes., Muxkieiyankies
Pawticivation in touining courses and specific technical information in seed technology
is beiny mude available to private coupaniec. Working in couperation with other technie )
teans and lwagilian eredit institutions; encouragement is being given Lo uaking nvailaoble
the additionul credit necessary for the accelerated establishment of fucilities and
disteibutlon systenc in the private megrk sector, The private cector is also Lelng pro-
vided uilh nide=lines for organization of' sred wroducer and seedarens assoe ations,

o lo feed conscanence o1 these actlons will be more governaenlal exphesis on research,
olueation, ceoouletion and Inspection,; elimiration of publie monopolics ard Luxesubsidieed;,,
specalbiong, and un increcse in the quality and cuantity of seeds avullable Lo the farmers.

Tac on 2L o« Training Neazilian personnel

-dnce vie end use o ceeds presents en cntirely different set of conditions from those
involved in peoduetiony processing and storage, a wide variety of specially trained pere
sennel. wie cequiced to carry out a successful program. These include botunists, nhysioloe
sists, engineecs; agrononists, salesmen, managers and inapectors for seod uultiplication
prograng, cepulatory dnspectors; analysts, estension speeiallsts; und processing plent
sanai;ers and operators us well as their adiduistrative leaders. Yor an effective progrom,
“echnical percouncl {ron reserrch institutions and techniciong in al) orrandzations
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concerned with seed will nced additionnl treini.g. This includes adiminlatrative lecders
at the departmental and divisional levels. Technical workers must not only becone awere -
ot the importance of good seed but must also be truined to a level of nroficiency which
will cuable them to carry out assigned duties in an effective ngnner ,

It is expected that 1765 Brazilians will have received training of varyins intensity
when the project phaces out in 1972,

(ource of Action

election 15 made of appropriate Prazilian technicians for advanced training in seed
technolozy in the U.S. During the course of the project it is expected thut 25 technicians
will be truined to the i4.5. level. To date nine have gone to the U.S., ani the precent
plan is to send eight new ecadenic participants each year.

Approximately @ 60 selected leuders frou kke covernnent and privete industry will
be provided shorteteru atudg and observation training in the U.S. To date, 40 hove
recelved this training and €-10 additionnl technicisns will be sent cuch year. Fach
zroup is iven emphasis on a specific sector of the sced industry, public und private, but
visit ciouzh agencies and companies to observe sll aspects of the U.S. eeed industry.

the I'scola Superior de Agricultura Iviz de Kute CGuedroz (FSALQ) of the University of
{40 faulo was celected as the Drazilian university best prepared to establish univergity=
level troining in seed technology. Under this project USAID has supplied a uide range £
°f ecquipaent, literatwee, research and trainin: wateriels, and technical accistance to
assist do the Jdevelopment of this nationul treining center. Additional asclstance has
been provided through the OSU/USAID contract and the lockefeller Foundation, The firat
course in Lhis new facility was given in February 1968 with 52 undergeaduate and 16 gra-
quate stwlents ccceiving troining. In 1969, 8 undergraduate and 1l produate students
uere enrclled.  fissistance will continue to be provided on an as-needed basis.

1wo to ivur week technical courses have been ziven to provide intensive training in
tpeeilic aupeects of seed technolo;y for selected sgricultural techniclans alrendy assicned
cesponeibilities with private coupanies, the ciinistry or Cecretariots. These courses
iive detailed intormation concerning the proceasing, akax storage, drying, inspection
and/or enalysis of ceed. Thus far 209 persons have xme received thia type of training,
These courges will be conlinu<d theough 1971 at the rate of two por year.

Other training in Brozil is belws provided tiwouzh seed 1mprovesent apprecilation
courses held at various locations throughout the country sponsared by the !dnistry and the
Staie Ceerctariats of Sgricultureim and assisted by MSU. These courses are approximately
five days In duration an: accorodate 25-40 persons per course. To date 1203 technicians
have poriicipeted in the 2% courses already presented.

Tn addition to these f£ormpl courses, continuous on-the-Jjob trainin; 1s provided to
frazilian technicians with vhom the 148U contract peraonnel maintoin frrquent contaect,
Technical advice ¢riven ul numerous meetings of special committees an ' general meetings
i cead Lechnolory dir wnd will be a part of the indirect training ul:ich bewelits a large
ausles oF Governcent and dadustey lecders,
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throush seed appreciation short courses gonduck? conducted initially by MSU and later

by the Dracilians charged vith thic kind of cducational effort 41c creating a desire for
the availuble ood sceds Lfforis Laum vere initlally made %o create an avarencss anong
ey fermers and technlelans, while major education of farmers in general is reserved until
sufliclent quantitiea of good seed are avallable in a perticular region to satisly the
general need.

£5 interest in and availlability of good ceed inereases, a ceries of cducational
raterlals Lo uwse in explaining the various aspects of ceed selection, sced treatment, oeed
lavs, sced certlficatilon, ete. will Lo developed. It 4is anticipated that most of the
cducaticual vork at the farumer level will be conducted by the Brazilian extension ore
canloation.

Tevpeh 107 -« PMleonnine: and condvetine seed receaveh

Inforcation on wost suitable uethola of production and rarketing of geed can be
obtained only as a vesult of reccaveh carrled on under local conditiong. Training and
subzoguent cetion prosruns cun Succersiully proceed enly to the extent that relloble
inforiztion heecoues available. flthoush a great deal is kncun about the cced inductry
in other countries thece 1s a need for adaptive rceoearch in Drazil.

Jedore goins too Tav in Gy peosren, dnformation 18 needed relative to rescarch
Tindings already available, wescareh now ingz progress, and the capacity of Brazilian
e ceics and institutlons to conduct contlnulng; reccarch., ifuch is dependent upon the
a lebilivy of eounetent ctaff, facilities, equipment and {irancial support.  With this
Lavlion on hand, sced developuent recearch prograias will be cncourared anld assiscted
poecpriate locations theoushout the countery.  Ascistance will consist of technilcal
Craining ¢o dncrease tie coupetence of existing stoff in planning and conducting resecaech
and in providing celtaln essential cquincent not available in Drazil,

(‘onvre of foetion

The Tivslt otep van o ceaduct surveys to detewmine the arcas in vhich the industey
oo a ecitical necd o rescorell. Thon this vas determined, apgriculiucal researeh voskera
vere comiacted for suriestions vepnrding principal problens liniting the Droduction and
wuilization of Iuowoved seeds. fpprepriate stave or federal agencies or instltutions
which have the canability of doiny wescarch have been provided %echnical orlentatica along
Witk cectedn cquipnent in order to Cualuel feeded rescarch.  Come reseavrch that cornot
yes be condacted in Dresil is beimy carried out in the U.S. by Drazilion participanis
voskiing toward advanced ucsrees, as part of thedr trainin .

ELBRICK
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