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Executive Summary

For much of the past decade, Brazil has quietly climbed the international trade ranks to become
one of the United States’ most important trade partners. Brazil's market represents
approximately half the land mass, population, and GDP of all of South America. This dominant
position is strengthened by the fact Brazil’s exports have increased over 135% since 2004 to a
record USD$32.9 billion in 2008. With the United States as the top trading partner, Brazil
presents several opportunities across its diverse and growing economy. These opportunities
are ripe for Maine companies seeking entry into the lucrative South American market.

This report is separated into three parts:

Overview of the Brazilian Economy includes key economic indicators and historical trade
information that provides a snapshot U.S. and Maine export successes with Brazil.

Trade Statistics disseminates the trade data that shows the viability of Brazil as an export
market for Maine products. Brazil is currently the top South American export destination for
both the United States (USD$32.9 billion in 2008) and the State of Maine (USD$25.8 million).

Best Market Prospects highlights the key sectors that represent the best prospects for Maine
industries. In addition to expanding on Maine’s agricultural and natural resources successes in
the Brazilian market, there is tremendous untapped opportunity across many of Maine’s other
manufacturing, technology, and service industries.

This report finds that Brazil is a Maine Exports to Brazil by Quarter

(2005-2008)

dynamic, evolving economy that

exhibits a growing demand for

the value added products,

technologies, resources, and

other services that Maine

businesses are well-positioned

USDS millions

O B N W » U1 OO N 00 ©

to provide.

For these reasons, the Maine
International Trade Center

suggests Brazil as the
destination for the 2009
Gubernatorial Trade Mission.
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Overview of the Brazilian Economy

Over the past decade, Brazil has strengthened its position as the economic engine of South
America. According to the CIA World Factbook, Brazil’s 2008 GDP was estimated at $1.665
Trillion; 5.2% higher than 2007. Even in the midst of a global economic downturn, GDP is
expected to grow an additional 1.6% in 2009." This growth has been stimulated over the past
several years by record trade surpluses.” The United States is the largest trade partner,
accounting for 16.1% of Brazil’s exports and 15.7% of its imports.®> Despite this growth, Brazil

remains a relatively poor country with a sharp Brazil Key Economic Indicators

economic divide between the cities and rural = GPD Growth 2.70%

areas. Unemployment amongst Brazil's 194 GDP 2008 $1.665 trillion

million people was 6.8% in 2008, and is GDPgrowth 2009 (estimate)  1.60%

estimated to rise to 8.2% in 2009.* Inflation G
Population 194.4 million

Maine exported $25.8 million in goods to Brazil ~ GDP per capita $6,730

in 2008, which represents a significant rebound from a 38% drop from 2006-2007. These
numbers reflect a shift in exports, with coated paper rising from a 2005 low of $119,000 to $8.4
million in 2008. Pulp, on the other hand, spiked in 2006 at $12 million, and has trended back to
the normal level of around $4 million in 2007 and 2008. These numbers make Brazil Maine’s
largest trade partner on the South American continent.

Maine’s numbers pale in comparison, however, to other parts of the United States. As a whole,
US companies exported $32.9 billion to Brazil in 2008, enough to make it the nation’s ot largest
trading partner. Brazil is only Maine’s 19" largest trading partner, which is a red flag indicating
possible opportunities for growth of Maine’s market share in Brazil.

There are several bright spots to Maine’s efforts. Sectors that saw increased export growth in
2008 include: semiconductors; radio and television equipment; biotechnology products;
medical equipment; circuit boards; floating structures; machinery; and, glass products.’

Regional Considerations
Brazil is the world’s 10" largest economy, and 5" most populous nation. Despite these facts,
there is tremendous variation of prosperity across its 26 states. Despite its recent economic

! Economist.com

% Cia World Factbook

* Ibid.

4 Worldbank.org

® WISER Trade Database
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growth, Brazil has still been the recipient of USAID programs, especially in the northern and
inland regions that struggle with high unemployment and low wages.

The strength of Brazil’s economy is founded on the export of manufactured goods. Although of
its major manufacturing sectors, from airplane and automobile manufacture to oil exploration
are tied to global demand, its modern factories and infrastructure give it a competitive
advantage. Because of this, GDP loss due to the global economic downturn is forecast to be less
severe than other developed nations. Furthermore, the United States remains Brazil’s largest
trading partner, and that relationship will only be strengthened as the economy rebounds.

Certain economic statistics provided by the Brazilian government6 shed light on the geographic
regions with the greatest economic potential, and the greatest challenges:

- Inflation continues to be a problem across the country:
o The median rate is currently at 13%, although the Economist Intelligence Unit
estimates an inflation rate that is actually less than 7% for the nation as a whole.
o The lowest rates are in the cities of Sao Paulo (5.4%), Recife (6.4%), and Belo
Horizonte (7%). (Recife is in the northern-central part of Brazil, Sao Paulo and
Belo Horizonte are in the South, also near Rio de Janeiro which is also listed at a
comparatively stable rate of 9%).
- Industrial Production continues to grow slowly:
o The nation shows only modest growth, and the rate hovers around 1.5% in Rio
de Janeiro, Minas Gerais, and the Northeast region.
o Growth is still strong in the Sao Paulo region up 5.2% from January 2008 -
January 2009.
- Unemployment continues to be a widespread problem outside of the major cities:
o Unemployment is currently 20.5% nationally, which is up 13% in the past year.
o Unemployment Dropped 7.3% in Recife in the past year.
o Unemployment has increased 2.73% in Sao Paolo (to 32%) and 14.9% in Rio de
Janeiro (to 6.5%).

A summary of ongoing industrial developments highlights the successful aircraft industry led by
Embraer, which is located in Sao Jose de Campos, half way between Sao Paulo and Rio de
Janeiro. Embraer produces small, efficient jets for a market that is expected to see demand for
more than 7500 jets over the next 20 years.’

Brazil is also developing its vast energy resources, both in tapping its petroleum reserves and
exploring alternative sources of energy. Offshore gas and oil exploration are emerging sectors
positioned along the Atlantic coast. Massive petroleum exploration has occurred over the past

® Banco Centro de Brazil, Economic Indicators, March 11 2009. http://www.bcb.gov.br/?INDICATORS
7 US Commercial Service Leading Sectors for US Export and Investment
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several years, and Brazil quickly is becoming a leading world supplier of gas and oil. The industry
has been well developed in the more southern part of the country, and more recently
discovered reserves along the northern coast will be the source of significant development over
the next few years. Hydroelectric generation is also a major source of energy for Brazil, and
major projects are underway across the country, especially in the north. Wind energy has been
attracting major attention of late, with the North Eastern part of the country receiving most of
the attention. The States of Ceara and Rio Grande de Norte (which is Maine’s sister-state in
Brazil) have seen the most investment to date. Ceara currently has fourteen wind generation
facilities under development, with a combined 500 MW of capacity. Rio Grande de Norte has
two major investments underway representing 351 MW of installation.®

Additionally, billions of dollars of parts and machinery are imported every year to support
Brazil’s developing industrial economy. On the high-tech side, Sao Paulo and Recife are major
hubs of medical and high-tech research. Growth in these areas is supported by a growing
middle class that have a growing demand for technology, education, and medical services.
These developing cities are also key markets for tourism development; Brazilian tourists
represent the seventh largest international market for United States destinations.

Trade Statistics

The following pages include trade statistics identifying Maine’s top exports to Brazil, as well as

the United States’ top exports to Brazil. Top Maine Exports to Brazil

(by NAICS Category)
These statistics show that Maine companies o = Paper
. . . 3% 1% 0%
have made significant progress in entering the 4% = Electronic Products

Brazilian market over the past several years. 5%

® Chemicals

They also show that there is room for = Machinery (Non
Electric)

m Other Precision
Metal Products

® Mineral Products

improvement in terms of developing consistent
annual trade levels.

In terms of Brazil’s overall consumption, the Electrical Equipment

statistics show that there is high demand across Plastics

many sectors. With that demand comes Leathers

opportunities for Maine companies to stake a Misc. Manufactured

Items

claim to market share in key industry areas.

& “Northeast Brazil: Wind Powers Growth and Offers Business Opportunities” by Adierson Azevedo, US Consulate
Recife, Brazil. www.export.gov/br March 18, 2009.
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Maine Exports to Brazil (3USD)

Description

TOTAL ALL COMMODITIES

Paper & Paperboard, Coated With Kaolin Etc, Rl Etc
Paper, Paperboard, Wad Etc, Coat Etc Nesoi, Rl Etc
Semiconductor Devices; Light-Emit Diodes Etc, Pts
Parts For Television, Radio And Radar Apparatus
Composite Diagnostic/Lab Reagents, Exc Pharmaceut
Electronic Integrated Circuits & Microassembl, Pts
Floating Structures Nesoi, Rafts, Tanks, Buoys Etc
Mach F Manuf Or Finish Nonwovens;Hat Blocks; Parts
Glass Fibers & Articles Thereof (Yarn Etc.)

Trans Appar For Radiotele Etc; Tv Camera & Rec
Electric Filament Or Discharge Lamps, Parts

Kraft Paper & Paperboard, Uncoat Nesoi, Rolls Etc
Microphones; Loudspeakers; Sound Amplifier Etc, Pt
Plates, Sheets, Film Etc No Ad, Non-Cel Etc, Plast
Footwear, Outer Sole Rub, Plast Or Lea & Upper Lea

Acrylic Polymers In Primary Forms

Brooms, Brushes, Mops, Feather Dusters Etc

Compound Optical Microscopes; Parts & Accessories
Electrical Mach Etc, With Ind Functions Nesoi, Pts
Print Mach Incl Ink-Jet Mach Ancil T Prnt Pt Nesoi
Human Blood; Animal Blood; Antisera, Vaccines Etc
Electrical Apparatus For Switching Etc, Nov 1000 V
Electrical Resistors Except Heating Resistors, Pts
Potatoes (Except Sweet Potatoes), Fresh Or Chilled
Parts & Access For Motor Vehicles (Head 8701-8705)

ANNUAL
2006

22,429,029

1,226,658

12,395,753

1,766,833
39,544
2,733,303
883,856
243,201
517,198
165,796
293,480

118,437

3,345

2,736

89,207
63,484
18,900

ANNUAL
2007

13,792,446
2,601,157
3,649,815
2,324,573

273,651
372,904
601,502
70,394
1,281,910
49,662
49,054

72,058
58,273

108,246
4,933
51,640
28,440

14,808

ANNUAL
2008

25,804,323
8,166,245
4,063,774
3,945,864
1,974,254
1,468,456
1,082,749

949,038
923,103
879,251
356,673
219,614
214,833
168,005
167,353
119,070

97,155

95,040

83,567
81,496
71,800
68,785
57,404
53,509
50,000
48,074

%2006-
2007

-38.5%
112.1%
-70.6%
31.6%
592.0%
-86.4%
-32.0%
-71.1%

147.9%
-70.1%
-83.3%

%2007-
2008

87.1%
214.0%
11.3%
69.8%
621.5%
293.8%
80.0%
1248.2%

-31.4%
618.2%
347.7%

132.3%
104.3%

-24.7%
1355.5%
33.2%
101.8%

237.7%

WISERTrade: State Exports by HS Database

Source: http://www.wisertrade.org, data from U.S. Census Bureau Foreign, Trade Division.
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U.S. Exports to Brazil

Rank Code

1 84
2 88
3 85
4 27
5 29
6 39
7 90
8 87
9 38
10 31
11 30
12 98
13 28
14 86
15 40
16 72
17 73
18 10
19 32
20 48
21 37
22 47
23 33
24 34
25 70

Description

TOTAL ALL COMMODITIES

Industrial Machinery, Including Computers
Aircraft, Spacecraft, And Parts Thereof

Electric Machinery Etc; Sound Equip; Tv Equip; Pts
Mineral Fuel, Oil Etc.; Bitumin Subst; Mineral Wax
Organic Chemicals

Plastics And Articles Thereof

Optic, Photo Etc, Medic Or Surgical Instrments Etc
Vehicles, Except Railway Or Tramway, And Parts Etc
Miscellaneous Chemical Products

Fertilizers

Pharmaceutical Products

Special Classification Provisions, Nesoi

Inorg Chem; Prec & Rare-Earth Met & Radioact Compd
Railway Or Tramway Stock Etc; Traffic Signal Equip
Rubber And Articles Thereof

Iron And Steel

Articles Of Iron Or Steel

Cereals

Tanning & Dye Ext Etc; Dye, Paint, Putty Etc; Inks
Paper & Paperboard & Articles (Inc Papr Pulp Artl)
Photographic Or Cinematographic Goods

Pulp Of Wood Etc; Waste Etc Of Paper & Paperboard
Essential Qils Etc; Perfumery, Cosmetic Etc Preps
Soap Etc; Waxes, Polish Etc; Candles; Dental Preps

Glass And Glassware

U.S. Exports to Brazil (USDS)

ANNUAL
2006

ANNUAL
2007

ANNUAL
2008

19,230,994,232 24,625,561,697 32,910,057,685

5,842,067,881
2,367,840,263
2,026,840,881
811,884,958
1,350,816,317
950,095,450
978,898,330
684,026,293
529,973,127
261,421,153
526,902,565
321,197,258
314,315,180
106,979,304
263,264,687
65,681,187
126,542,067
4,044,291
168,035,910
114,896,885
124,477,856
94,873,742
86,614,222
63,989,861
54,808,311

7,212,716,403
3,237,085,379
2,451,353,508
983,556,265
1,729,369,999
1,328,385,506
1,273,343,735
692,935,415
773,180,971
497,499,133
576,222,253
460,548,429
341,458,805
163,098,934
361,907,178
113,945,827
186,342,970
92,753,044
221,557,974
156,840,418
140,474,620
105,049,273
108,540,979
89,157,048
71,328,216

8,918,005,813
3,835,319,687
3,542,359,366
2,241,735,703
2,111,529,345
1,827,519,052
1,583,097,174
933,500,087
773,536,425
717,814,367
711,909,991
563,666,132
557,542,709
463,353,945
418,026,050
395,583,830
340,644,087
298,864,552
260,265,821
195,415,143
150,453,256
136,026,522
133,416,109
128,748,939
117,423,234

%2006 %2007-

2007
28.1%
23.5%
36.7%
20.9%
21.1%
28.0%
39.8%
30.1%
1.3%
45.9%
90.3%
9.4%
43.4%
8.6%
52.5%
37.5%
73.5%
47.3%
2193.4%
31.9%
36.5%
12.9%
10.7%
25.3%
39.3%
30.1%

ploo}:3
33.6%
23.6%
18.5%
44.5%
127.9%
22.1%
37.6%
24.3%
34.7%
0.1%
44.3%
23.6%
22.4%
63.3%
184.1%
15.5%
247.2%
82.8%
222.2%
17.5%
24.6%
7.1%
29.5%
22.9%
44.4%
64.6%

WISERTrade: State Exports by HS Database

Source: http://www.wisertrade.org, data from U.S. Census Bureau Foreign, Trade Division.

Note: The State Exports by HS data series does not contain imputations for missing states and industries.
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Best Market Prospects

The US Commercial Service in Brazil has published a recent update to the Country Commercial
Guide chapter of leading sectors for US export and investment.’ In addition, numerous reports
have been released related to development opportunities in specific sectors. A summary of the
leading sectors follows, all figures referenced are USDS:

Energy and Natural Resources

- Alternative Energy- In 2004 the Brazilian government launched its “Profina” renewable
energy initiative that was designed to invest $4.5 billion in infrastructure between 2004
and 2008. Due to a lack of equipment and financing, 60% of these projects still lie on
the table. One of the most active initiatives involves developing wind energy in the
Northeastern Region. A US Consulate report indicates that there is a capacity to
generate 75,000 MW in the North alone (when developable land is considered, that
number drops to a still considerable 30,000 MW). Numerous wind farm developments
are underway across the country. The growing demand for electricity is also expected to
continue to rise, fueled by the ballooning industrial and middle class users. The result is
ample opportunities for US developers, designers, and manufacturers.

- Electrical Generation and Infrastructure- The 2007 estimate for Brazil’s power
equipment market is $5.58 billion of which $389 million is imported globally with $120
million coming from the United States. Over 80% of power is currently generated by
hydro facilities. To address growing demand the government of Brazil plans to develop
gas generation facilities as well as at least 5000 MW of nuclear capacity by 2030.
Opportunities in the power generation sub-sector include power generation services,
and equipment such as heat recovery steam generators, steam condensers, digital
control systems, environmental control systems (e.g. LNOX burners, electrostatic
precipitators, especially for new coal power plants), gas turbines and their parts. Entry
into this market may be complicated by a transition of power capacity from the
government to the private sector. Currently less than 25% of capacity is in private
hands, and for facilities under government control there is often a “buy local”
preference.

° Focusbrazil.org.br/ccg/PDF_Files/Leading%20Sectors%20in%200ne%20document.pdf
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Oil/Gas Production- Oil and gas represent a $21 billion industry for Brazil. Petrobras,
Brazil's publicly traded state-owned energy company, is ranked among the top 15 oil
companies in the world with 103 oil production platforms in Brazil, and plans to expand
its international operations and domestic production by investing US$112.4 billion
(2008-2012). Opportunities exist mostly in offshore exploration and production (E&P),
including the supply of flexible pipes, oil well completion systems, pumps, valves, drill
pipes, instrumentation, and undersea services. Onshore E&P best prospects include
progressive cavity and sucker rod pumps, polish rods, tri-cone drill bits, packer systems,
flow control equipment, compressors, heat exchangers, plant automation, well
stimulation, sand control completions, and others.

Mining- The Brazilian Mining Institute (IBRAM) officially estimates that the total amount
of investments in mining in Brazil between 2008 and 2011 will total USS$26 billion.
Brazil’s has a limited turnkey machinery market as a number of leading multinationals
have facilities in Brazil. These equipment manufacturers, though, provide excellent
opportunities for US supplies, parts, and components for the mining industry. Examples
include earth-moving equipment (including tires), belt conveyors, crushers and grinding
equipment, laboratory instruments, and drill bits and equipment.

Precision Manufacturing Industries

Aviation- One of Brazil’s largest industries is aerospace. In addition to significant
investments in airport development across the country, Brazil is home to one of the
world’s largest aircraft manufacturers in Embraer. The company produced 200 medium-
sized commercial aircraft in 2008, and expects global demand 0f 7,400 orders in the
next twenty years. The United States is the main supplier of parts for these aircraft.

The USCS forecasts the greatest growth potential is in: helicopters, parts and
components for helicopters, avionics and systems, aircraft control systems and aircraft
accessories.

Auto Parts- Although the worldwide market for vehicles is currently experiencing a
major slowdown, Brazil continues to see investment in its automobile manufacturing
sector. Brazilian factories are responsible for supplying most of South America’s
growing transportation needs. Accordingly, most American and Japanese auto makers
maintain significant operations across the country. To supply these factories, Brazil
imported $4.8 billion of US-Made parts in 2008. Although Maine companies export $50
million of auto parts across the world each year, they only exported $48,000 to Brazil in
2008.
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Medical Technologies

- Medical Equipment- At more than $5 billion a year, Brazil has the largest medical
equipment market in South America, with 2008 imports of $2.96 billion, and estimates
for 2009 at $3.5 billion. New opportunities for equipment and services exist for the
growing sector of private entities such as universities and even religious organizations.
Furthermore, the more recent increased purchasing power of hospitals has translated
into a greater demand for advanced medical equipment, diagnostic supplies, disposable
supplies, and implants and components.

- Pharmaceuticals and Biotechnology- The Brazilian pharmaceutical industry is comprised
of 270 companies and is the largest market in Latin America. This represents a total
market value of US$14.5 billion in 2007, with an estimated 20% growth. Brazil is also
among the five largest pharmaceutical markets in the world in terms of unit sales.
Brazil’s pharmaceutical market represents an excellent opportunity for US firms for a
variety of reasons. The size of the pharmaceutical market is significant, and this market
will likely grow as the government lowers taxes on these products. Tax decreases will
not only increase per client sales for current patient, but will bring into the fold those
foregoing medication because of financial constraints.

Education and Services

- Education- According to the Institute of International Education, Brazil is the
seventeenth highest country of origin for foreign students in US Schools. In 2008, 7,578
students came to the US for education. 49% of those were interested in undergraduate
opportunities. This growth is expected to increase modestly in the coming years as
more Brazilian families enter the middle class and as more students aspire to college
educations. The United States market is an ideal place for Brazilian students because of
the reputation of American institutions.

- Travel and Tourism- Brazil is the seventh largest source of overseas visitors to the
United States and is the top arrivals market for South America, accounting for 28% of
arrivals from the continent. Brazil has a very diverse population with diverse tastes and
diverse preferences for travel and tourism. Additionally, Brazil’s seasons are opposite
the United States which provides a marketing advantage to US states and territories.
Brazilian travelers are among the biggest spenders when traveling to the States,
averaging $3,557 per traveler. The greatest proportion of Brazilian visitors are in the age
groups 35-44 and 44-54, married and professional; followed by the age groups 25-34,
55+, and 15-24 years old.
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- Insurance- In 2006, the Brazilian insurance market reached USS$34.0 billion,
approximately 3.2% of Brazil’s GDP, and almost half of South America’s Insurance
market. For the last six years, the Brazilian insurance industry has grown at a faster rate
than the country's GDP, doubling since 1994, with life and health insurance showing the
greatest growth. The market’s potential continues to attract foreign companies - in
1994, Brazilian companies controlled 95% of the market — but today, foreign companies
enjoy a 40% market share. US insurers have captured 21% of the market.

High Technology

- Information and Communication Technologies- Brazil imported $1.7 billion of
computer hardware in 2007, and all indications are that those imports will continue.
Accordingly, the software market is also growing at an estimated 11.5% per year. Brazil
continues to be a leader in developing its telecommunications infrastructure. Telecom
equipment suppliers in Brazil expect total revenues to reach US$7.8 billion in 2008, or
10% above 2007's estimated sales of USS6.9 billion. Opportunities for U.S. suppliers
exist in the areas of, 2G-network maintenance, 3G-network launching, broadband
Internet infrastructure, application software, and wireless communication networks.

- Safety and Security- Brazil has an extensive and well-developed security market that has
consistently registered an average annual growth of 15-20% with annual sales around
the USS20 billion. Brazil’s preoccupation with personal security has increased the
demand for security equipment and services. U.S. manufacturers of security equipment
have been operating successfully in Brazil for many years and have approximately 50%
of the total market share. The best prospects in the public security sector in 2006
include: helicopters, radios, communication systems, surveillance cameras, protection
equipment, bulletproof vests, night vision goggles, helmets, munitions, non-lethal
weapons, and handcuffs among others. U.S. companies interested in the public security
market in Brazil need to work closely with the Federal Government and with each state
public security secretariat.

- Hazardous Waste/Water Treatment/Pollution Control- Brazil’s environmental
technologies market (including equipment, engineering / consulting services and
instrumentation associated with pollution control and cleanup projects) is valued at
roughly $4.9 billion, of which $2.3 billion is related to the water and wastewater sub-
sector; solid waste management at USS$2.5 billion; and, air pollution control at US$400
million. Opportunities are mostly for innovative solutions and technologies, rather than
supplies. Some of the critical segments in Brazil’s water industry offer potential for
international technologies, particularly in the areas of water loss and water reuse. The
general export market includes: soil/water contamination treatment equipment and
services; healthcare waste treatment technologies; laboratory instruments; odor control
products, and recycling technologies.
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Transportation

Several opportunities exist across the many sectors of transportation in Brazil. With the
privatization of Brazilian ports the private sector has become responsible for equipping
the major ports - including investment in equipment necessary for terminal operation,
recovery and maintenance of port premises and installations — as well as operation of
the areas of cargo loading and unloading. Ports represent a $640 million annual market.
Railways are also positioned for significant investment in the coming years. The Growth
Acceleration Plan (PAC in Portuguese) announced by the federal government in 2007
assures that $296 billion will be invested in infrastructure by 2010. Of the total, 86.54%,
or $256.5 billion, should come from federal, state and private sector, while the
remaining should come from the central government.

Agriculture

Brazil has an extensive agricultural economy, and as a result there is significant demand
for supplying agricultural needs. For example, the agricultural machinery market is over
S3 billion annually. Prospects exist for state-of-the-art machinery with higher efficiency
levels, including: post-harvest machinery, field refrigeration units/storage for tropical
fruits; fruit, grain, seed and vegetable cleaning, sorting and grading machinery; GPS and
precision agriculture devices; and poultry equipment.
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