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I. SUMMARY DESCRIPTION

In August 1966 the Government of Braxil created the Seg Special Group for the Rationa-
lization of the Northeast Sugsr Agro-Industry (GERAN). Following initial organizational
difficulties lasting approximately two years, GERAN was reorganized, and in February 1969
the present Executive Secretary of GERAN was appointed. GERAN 18 now confronting the task
of creating a viable institution capable of carrying out a politically, econcmically, and
socially difficult agratian raform program in the northeast suger zons, with only limited
financial and technical resources availsble.

Because of the urgent need to institute a reform progren s quickly as possible, GERAN
bos requested USAID to help mss meet the resource gaps by providing technical mivteexy
advisors, and training programs and by providing part of the capitel resources which will
be needed.

The importance of this sgrarian reform program to the U.S. amd the B0B's develcpment
obJectives has been amply described in other documentation end is not repeated here., (Cf.
TOAID 4122 and the FY°70 and FY°71 Country Program Memorandums).

1L, SEITING CR KNWAKN ENVIRENMENT
1. Sociel amd Economic Conditions

UN ection will focus on the northeast sugar zone, an area of eome 15 thousand square
miles; and part of the somewhat larger physiographic region knowm as the Zona da Mate.

Extending as a narrow belt for some 470 Km along the Atlantic sesborad, and varying
in width from 50 to 75 Km, the regiom includes the humid coastal sreas of the five states
of Rio Grande do Norte, Faraiba, Pernarbuco, Alagoas and Sergipe. Most recent estimates
indicate a populatiom of some six million, or roughly 20% of the total population of the
northeast.

In xmuxx contrast to the extensive, semi-arid interior of the northeast, the Zona da
Hata 15 characteriged by favoursble invirommental conditions which would permit diversified
egriculture and the production of a wide variety of tropical mxp crops. Despite these
advantages, cane and sugar production are the Iredominant, and in some areas the excluseve
rursl economic activities. The imkifwmiitwx latifundium is the M prevalent land tenure
system. Land which is not plentsd to sugar cane frequently lies idle, and 18 not normally
accessible.to rural w vorkers.

The sugur industry directly w over 400,000 workers; however, it is eatimated
that the livelihood of some 2 million people, or over one third of the total population
of the Zona da Mata, is dimtlyorindinctlyd.pmdmtmnthoindnnryaudits future.

The gradually worsening series of criset wvhich have characterdsed the economy of the
- sugar zone in the lact decade are in part atiributable to the failure of the ncrtheast
industry to keep pace with technological progress in maskhes southern Brazil, principally
fio Peulo, Wnile natursl % envirormental conditions in southern Brasil are favourchble
for| e productien, rapid growth of the industry was not prissrily a consequeace of come
pare..ve naturel adventages, but rather relates to such factors as accelerated total amd
per cey i growth of dsmand in the center-south consumer rarket, relatively favourable
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dezestic and intermational prices, sirong promotionsl efforta by varicus governmeni wgpem
sgencien aiming to offset coffee surplus problems, and the progrespive weskening of north-
caet copetitive abllity in central and scuthern markets.

With the exception of topography, which is o limiting factor on the poteatial volume
of northeast cane production, the Zona da Mata generaily has more varourable enviromental
conditlcas far t.e production of cane. Its principal advanteges relste to rainfall,
teuperature, ground sater resources, and length of daylight. The failure of the northuwast
to koep pace with southern technological progress is related to pnst economic events as ¥
well as vardety of traditionel social and economic factors.

The development of socuthern competitive pressure coincided with a period of rapid
inflation in the economy as a whole. Price regulatimn and financing mechanisus; controlled
by the Sugar and Alcohol Institute (IAA) were generally out of phase with inflationary
cosh wovenants. AS a consequence, the northeast sugar industry was progressively decapi-
talized and fiaancielly less able to make productivity-increasing investments. The negae
gave impact of these factors was g greater in the northeast than in southern Brazil,
luppely due to the more precarious financial position of the northeast at the time vhen
the period of rapid imfe inflation began.

in mesdckwxls southern Brazil, the expansion of cane production was aczompanied by the
var!d growth of other forms of sgricultural production. The cane monoculture in the
n¢’  an3t, in contrast, wos not faced with coupetition for alternative uses of land and
wnrver controlled by, or mxmitakmkxtuxzugax available to sugar planters. The continued
choap abundance of these factors acted as a counter-incentive to modernization.

Finally, a tradition oriented mentality made the northeast sugar producer, as a
clasz, reaistant to technological innovation; careless of financial and operatiomal mensge-
ment responsibilities, and generally imeiw inclined to respond to (intermational) price
incentives simply by incorporating additional land and lebor into the production proceas,
withont significant regarid to increases in factor productivity.

A o result of the £¢ failure to respond to the intensified pressure of southern
cometiticn, the northeast sugar industry has been brought successively closer to the
edgs of general financial collapse. The growing proportion of the yearly post-harvest
scedcn unemployment crises have been symptowatic of the increasing instability of the
industry, and have been regarded as twitmukeive indicative, on a relatively smll scale,
of the potential megnitude of the social, politicel; and economic EamEwwwgme consequences
off fivancial collapse.

In ot addition to economic crises, the sugar zoue has long herbored a mumber of basic
goeial and political problems. The sugar zone is charactericed by a traditional rural eo-
clety sharply divided by class barriers, Ownership of land, as already xt pointed cut, is
virtually confined to a smell minority. Techniques of land use are generslly inefficiemt
and relatively primitive. With sugar cane as mamamx monoculture; Jarge arsas of land lie
idle, or are used only periodically in an inefficient sugnr cane-fallow cycle. At the
cen~ tine, large parts of the food requirements, not only of suger workers, but of the
e:? » large population of the sugar zone, including such major cities as Recife, have to
be wcought frow distant sources, such as DBrazil®s extreme south.

UNCLASSIFIED
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As a result of his Yorical and economic conditions, differences in income mnd
standards in the sugar zome are extreme. The lorge majority of the rural popuiation is
illiterate, poorly housed, and undernourished. Health facilities are woefully iwmiy
inedequate; poorly admiistered, and understaffed at nll levels. Ae a result; research
has found the area dominated by strikingly high indices of the so-~called disemses of the
masses, l.e. tuberculosis, schistosomiasis, dysentry. gustroenteritis, and others. Iiu-
trivion studies have found & high incidence of sericus malnutrition. Over 80% of ths
rural lobor force were found to live in houses owned by their amployers, of which the mao
Jority lacked both internal and external woter and sanitary facilities.

Vertical class mobility is practically impussible. Present property owners can be
identified as the heirs of former colonizing lend owners, while workers are descendants of
Tovmer slaves. An sgricultural middle mm% class is virtually non existent.

Thus, while the original GERAN objective was to revitalize nad to modernize the
novtheast sugar industry, it has become clear that broad-baged regional sociel and economic
reforus will be necessary. With the issue of Decree 0. 63915 in December of 1968, (IRAN
was reorganized, and @ firm besis for the execution of such broader reforms was estsblished,

2. GERAN as an Institution

inaxsasxly (ne of the basic prerequisites to the suceess of the GERAN program is the
€ ‘ence of an organizational structure capable of assessing, planning and coordinating
Ck. execution of the programs and projects related to GERAN's assigned mission,

fduinigtratively, GERAN is presently confronting the problem of nt having well-de-
“ined funetions and a proper distribution of tasks. Project responsibility is diluted
amceyy several units, with no ek particular section being responsible for coordinaticn
and for tying projects imto a complete package.

dn the technical level, GERAN is severely limited in wish numbers as well as in terms
vl spacialized skills and planning capabilities. GERAN, like other government agencies
i8 subject to persomnel ceilings irpoced by the GOB, Senior technicians, rather than
functioning in their respective areas of qualifications, are heavily burdened with aduinig-
tratlive duties and are unable to provide more than minimal guidance and training to younger
and Lesg-experienced members of the crganization.

in ceder to carry out i8 assigned mission, GERAN will also need to establishe and to
St maintain good working relationships with all of the five organizations represented
on its Deliberative Council (IAA, IBRA, INDA, SUDENE, and BNB) as well as with a mumber
of cthor federal, state, and private ngencies. Presently, such inter agency lines of
comnication do exiat; however, liason generally is weak.

As the GERAN program gains momentum, it will becowe necessary to delegate implementatia
esgigiuents to other agencies. GFRAN will then act only as the planning and coordineting
agency in accordance with the functions assigned to it by the Presidenfial Decree of De-
cexber 1968,

& the positive side, GERAN leadership generally ceems aware of some of the agency’s

shorteconings, is re ive to luag:stions for improvement, and is desirous ef U.S. ag-
- stence’ to imprmm and upgra itlan z‘éﬂ“‘é‘s‘im““’"' pinnnng, and coordinating
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capability,

IXL. SPRATEGY

The e mejor thrust of U.S. assistance; initiolly, should be directed toward up-
erading GERAN as a development institution., Thig will invelve assistance to GERAN to
suprove i1ts administrative and crganizational procedures, to develop ite technical skillg
and Hlepning capability, to provide gudidance and directica in supervising the implementae
tion ol vurious projects and in project appraisal after campletion, and to encourage the
witanlishment of effective and efficient workiug relationshiing vith other agencies. In
uddition, while modernization of im the sugar industry ia o sregral end indisponsable
It of the GERAN program, U.S. technical and finoneinl acsistauce could be Jirectly
irctruneatal 1a emcouraging GERAN to pPhce mejor wupbascis upon achieving the 2:ifficult
aveinl objectives of its overall proaran.

CERAN expects to operate primarily on the basis of projects subuitted to it bar
odvidual sugar miils mnd by large, independent cane gravers. Thus, while reqalring &
TITOGER apRoncOEyrameiet approach for planning, budgeting, and the use of resources,
‘wtionglization will be carried out on a project by project basis. Thereforz, st this
Tl GFRAN does not have clear paaattn: quantitative regionsl goals or targets. The dager
i that the project<by-project approach rway result in the allocation of financial and
“echpnical resources to those aspects of the program vhich are relatively ecasy to implement,
walls  qually essential but more complex objectives may he neglected.

in addition to basic techaical assistance, there are several approuches to aasist GERAN
Waoanrey out 1ts objectives:

L« Dudpet Support

Local currency resources if and as Eui® available might be ugsed in support of
Coliali'e oversll objectives. In the case of GENAN, budget support as an exclusive input
Lo not u xstewmt relevant alternative, and hence should be concomitaat to technical
el other forms of assistance.

Jo  Support of Specisl Aspects of the Program

Various aspects of the GFRAN program may offer cpportunities for dircet financisal
wxl/o technical assistance, Exauples are the development of labor absorbing industries
in the sugar zone; Crop diversification and productivity programs; suger mill meiwxstokkios
R modernization; livestock texsteomeekn developoment programs; housing, health and
enzitation projects; transportation improvement projects, and others, Although the need
#ox csaistance to such projects should be anticipated, U.S, participation will have to
depzud upon evidence of serious and concerted effort on the part of the GERAN and its
supparting agencies to work toward the critical social objectives of xi its progranm.

5. TFood ects

The GERAN program offers many opportuy or fmi food projects. If properly
carried out, the GERAN program will have its impact upoa people. The resettlement
pzeri  : progrem offers opportunities far grubstaking. The establishment of land settle-
ments  covides opportunities for work fromt projecta. Exist ing progrems such ag achool
lunch, child feeding, nursing mothers, and the development of cooperatives can also be
worled into the GERAN program. UNCLASSIFIED
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Cooperating Coantry Leadership

“he enabling legislation for GERAN was passed io fugugt 1966 but did not give GEBAN
guificient astremgth to function. A second decrce i December 1968 corrected many of these
rroblems (8es also TOAID A 122). Nevertheless, sinze GERAN is an agency intended to in-
duce waJor sociel ard economic change in the nevthewat sugar zone, there may dbe major
gpposltion to sume of its goals by traditionnl elemnents. ilence, it iz important that
GLiMN cbtain the suppori of political snd developuent leaders and of the more enlightened
groups of the gugar industry and other business intevests. Continuad support by the Miw
nistry of the Interior and by the Frecutive of SUDENE will be wmis equally important
t0 th: success of CERAN’s mission.

Actions of the National Memetary Courcil and the Mt Ministry of Industry snd Com-
wovee through 1ts semi-autonomous agency, the Svgar and Alcchol Institute (Tad) could
cortruct and vitiste GERAN requirements for accomplishing i{ts poals. As yet, GOB in-
Zmis Lentions townpd GIRAN are embivalent. A nunber of steps related to sgrarian reform
fizisires have been taken at the natfonal Tzvel, and these sctions in general give a broad
sl base for most of the actions GERAN m may be required to undertake. There is ag
7@t vo practicel experience with these mcagares as Shey require some regulstory amplifie
caticn which has not been developed. At times » the Nationel HMonetery Council and the
Sugne and Alcohol Institute seem to have resolved to force the sugar industry into reforms
with threats of witholding financisl resow cec necessary for its support; at other times
Tt zack away from this position and alliow adjustrents in price support or evailebility
0. sancing sufficlent to keep the industry going without helping it to resolve its basic

rrobl@as.

“he sugar industry,; in general, would prefer to modernize without the land reform as-
b iposed by the CERAN program. Navertheless » the industry has no aliernatives at
presiat; it must release land to get financing for modernization, Lt 16 cxpected that
whle strategy will induce a majority of sugar nills and cane growers to cooperate with
Lu GEJAN program.

“here are no legislative changes wih which appearz to be necessary at this time,

Lrign Relationships

Thr: GERAN program does not have any sequential tie-ins with other on-gdng progrems.
It e however, fit in with overall development 8 for the northeast region, If
suocdssiul, the program will result in a modern industry, o widened economic base
and trunsformed social and economic conditions in what is now one of the poorest arems in
Jatin America. CERAN can also count on the benefits of past and preseant development
eifcrio in the sugar zome. These include the mmaskrx construction of roads and of
edueacional facilities, rural electrification, improvement of water supplies, agricultural
re¢searchy asgistence to rural industries » and others. CIRAN can assist in the coordinatim
of tiece activities to assure that they conplement its own program cbjectivesn.

V. PROJECT GOALS AND TARGETS

~ 'he direct and immediate goel of this project is an institutiom (GERAN) financislly
te. 2ically and adninistratively capable of carrying out the agro-industrial diversificas-
tion; modernization, and reform program in the northeast sugar zone. To this end,

URCLASSIFIFED
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techinical assistance is being provided.

Bzyond that point, project results must be weasured in the success of the GERAN pro-
gram itk itself, along the following lines:

Since GERAY will operate on a project-by-project bacis, and sinze the svbmniszsion of
projects is largely at the vnlition of the industry, i1t is not possible to establish
clenr quantitative indices ageinst which CERAN‘s performsuce can be appratsed. Jurthere
more, enthusiastic response on the part of the sugar indusiry, as would be reflszcted in
u Jarger mmber of applications received and processed by "1 over the next three year.
would not necesgsarily indicate that the agency 1s doing i'ull Justice to all ospects of
1ia asnigned mission, In fect, such responge would e most likely if GERAN would heavil;
favor estoblished interests. The establishment of wuantitative targets is further come
plicnted by inevitable variations in the characteristics and specific needs and reguire-
ments of different projects submitted to GERAN. 1In view of these considerations, inithl
criteria by which GERAN®s performsnce will bave to be appraised and on the basis of
which continued U.S. nmerticipation can be Justified will be largely qualitative.

Depending on the particular nature of sach project submitted to GERAN, 1t should
upon implesentation and within a specified time period lead to several or all of tho
Tollowing results:

Increased efficiency of the mill operation and reduced unit processing cogta
tiwargh the use of modern equipment and luproved processing techniques.

2. Incressed cane production per unit of input in land, lebor, and capital through
e uge of fertilizer, modern field practices, mechonization where applicable, and other
nroduetivity-increasing factors.

5. Incrensed incames, improved working conditions, and acceptable standards of
:axzathy, housing, and education for sugar workers and their fumilies.

4. Increased production of food crops and agricultural raw materials through land
uwwe and enterprise diversification.

5. Distribution of land to displaced sugar workers;increased incomes, improved
11iving conditions, and the provision of acceptable health and educational facilities
for new farmers end their families.

6. Incransed adherance to labor lav.

In mxehy each case, GIRAN will dictate the conditions, targets, and time limits which
sugar mills and growers perticipating in the program must meet in order to qualify for
assistance. The respomsibility to effact the cpecified changes will rcst with the ap=
plicant, and GERAN will omnly act as the approving and supervising egent. In the case
of the responsibilities of GERAN, there are no such ciscks, however, to assure that all
oth  acpects of its program are x xm carried out adequately. Achievements in this area
wil lcpyed not only on the number of projects submitted to GFRAN, and upon the availsbie
Uty of financial resources to follow through kix with land settlement projects and the
establlshment of physical, social and Eﬁmgﬁ,ﬁgmstructue, but also om the time
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required to eliminate present orgenizational and adminiatrative hekkXt bottlenecks and to
upgrade GERAN's planning capacility.

Project maturity, as previously stated, will be reached as soom as GERAN has become
a vinbie and dynsmic planning institution. Technical assistance in support of this
cbjective should be planned for s period of at least four y=ars.

V. PLAN OF ACTION

The general approach of U.S. assistance to GERAN is to 7111 the financiel and tech-~
nical resource gaps in the eurly stages of the GERAN progronm. The immediate objective,
is as already pointed out, to assis: GFRAN in becoming a viable and dynamic development
argasization, fully capable of cerrying out all aspects of its complex and difficult mfmmtmm
wiseion,

As currently envisaged, U.S. support will be concentrated in providing very zmimmke
selective and specialized fechnical assistance such as

1, advisory servicus to key GERAN staff in project planning and implementation
2. shorteterm surveys of studies im selec‘zd proolsam areas
3. participant training for selected tecknicians.

3AID/B/NEPA 18 presently aseistiug in study of GERAN's organizational problem and will
vecamend carrective action. A U.S. egricultural and vocational 2ducation advisor 1is
aiready on board with GERAN to assist in planning the agency‘®s training prcogram for sugar
uorkers ond new farmers. A ProAg signed between SUDENE, GERAN and USAID/B/NE provides for
2 three-man developuent planning team to work with GERAN for an initial m=szt period of two
years. The ProAg also pravides tor additional shorto-term consultants to meet the needs of
ten participants per year will receive special training in the U.S.; third countries and
Brazil to upgrade and augment the technlecal menpower regsources of GERAN ard its cooperating
apencies.

Such assistance will need to continue until GERAN becomes more nearly capablz of ag-
suning the multiple tasks involved in the planning and execution of all aspects of ite
ansigned miesion. It 18 anticipated that this will require a minimu of three to four
years.

In sddition, subject to the availlcbility of PL4EO eand/or Program Loen wgh
1974 qwniexRawk allocation of up to about NCr$i0 million per year ($10.0 million equivalent)
%a Presently being consicdered.

EBoth technical and financial assistance to GERAN will be contingent upon acceptable
perfornance by the agency in carrying out the very urgent social objectives of its program.

In the context of the actual GERAN operation, the following camrzuts may be helpful
in further indicating the dimensions of the activity:

UNCLASSIFIED
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As aiready indicated, GFRAN‘s technical and finaucisi requirenents will in lerge
part dsyme depend upon the nuiber of projects rewelved nnd processed within a given time
pexied,

It g expected that by the end of 1970, GERAN will have apww approved at least
pr@,it‘g;:iq.im).vitg &ll three cbjectives. Others will be under study, and by the end of
7t _there should be about fifty projects in various stages of implementation. At this
padat, it is difficult to meke any projections beycad 1974 _becsuse it is most likely
tkat there will be a reduction in the number of @E}in the northeast, mmuiiede
poosibly leaving only twenty additional projects To be stui’-. and inplemented. During
this period of time, however, CERAN may develcep plans to atrract a lavger number of cang
TirARE groverd to perticipate in the program, Under presgent arrungenents incentives wide
which would encourage such participation are very limited,

The GERAN budget conaists primarily of a special tax on sugar zekd=int collected by
tixe Ia, 24% of which 15 to be given to GERAN according to law, Estimated IAA revenue
fer 1959 is 28.3 million new cruzeiros, and should average similar amounts per year f~m
iY70 through 1974. It is expected that GERAN wiil ba included in the federal govermuent
budget for the mt period CY 1970 kiurmgh through 1974, starting at NCr$6 mill, im 1979,
with amell annual increaces thereafter. The meubers of CERAN®s Deliberative Council,
SUDENE, Banco do Braail; IBRA, end INDA have agreed to make budgetary donatioms to GFRAN.
whe” will smount to a total sum of approximately Méxf® NCr$2 million per yesr.

Coupensation for land expropriation will be paid by IBRA dn agrarion boads issued by
that agency. Furthermore; =um some of the sugar mills with pr'&Te%%E approved by BAK
tidll will be authorized to solicit resources available under SUDENE's 34/10 investment
iucentive program. GERAN also plans to use financial resources available through the lNa=
%1onal Jlousing Bank, the National Bank of Cocperative Credit, the Bank of the Northesst,
il other special development agencies that have their own finoncial resources.

The greater proportion of GERAN’s financinl resources will be available for the
e-bainistration of the organization, for financing agricultural diversification, for land
sotllement projects, for human Tesources development, and for research, studies; and

surveys. It is estimated thst an sm average of U.5.36.0 million per year in local
currency, if available, will be xmgt required for remwkiX resettlement projects alone.

Although GERAN 18 0 serve as the JGteSyht far development in the northeast ougar
2one, it majar role is to plan for and to coordinste activities under its program
earried out by other gexwxmwat government agengéies. GERAN can probably count on techr.ical
assistance from private indurtry and the IAA in implementing the industrial modernization
passe of projects approved by GERAN, In agricultural modernizatiom and diversification
CERAN_should stimulate and coordinate the activitics of research stations operated by

CAlIS, IPA, the sugar-cane experimental station in Cabo, and the sugar research statiom
in Alngoss. IBRA\ghould play & major role in assisting GERAN with rescttlement. The
extension sext service agencies in the northeast atath’w:cnut ‘the sugar industry
ag well as newly established farmers, -

ELBRICK
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$ Equivalc  (000°s)

Page 2 of 2 pe, . g Exchange xsg® rute $1.00 = KCr 4.00 Project N?: £ 512=11=130=c+9.4
' . OTher Cash Food for Freedcm Commodities
AID= |\ atou~d Contribution CCC Value
5oeel i rreac & Freight
Co xtrv Ouagd Cooperating Metric Tons MashixMaxksx World Market
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