A MACROECONOMIC ANALYSIS OF THE DEVELOPMENT L
POTENTYIAL OF BRAZIL'S NORTHEAST: A PROPOSED SCOXE OF WORK

(The present paper is a preliminary summary of cur proposed aralysis of
the macrosconomic aspects to be included in USAID's Nertheast strategy

paper. Suggestions for changes are encouraged.)

I. INTRODUCTION

The analysis will proceed on the basis of the propositicn that long
term econcmic end sociml progress in the Northeast depends on the ability
of the ecopomy to utilize effectively its most importent resource - people.
Our analyzis should be viewed as an attempt to identify policy proposals
designed to promote the growth of ocutput via a more intensive utilization
of lsbor. The primery chbjective of the enalysis is the specification of
vhat have been and what ave likely to be the major lsbor absorbing sectors
in the Northemst. Since approwimately cne half of the lsbor forece is
currently engaged in agriculture, & major part of the analysis will consist
of an inwvestigation of this sectoy.

II. METHODOLY

&, The Supply of Labor

We will begin by ealenlating the total supply of labor in the region.
In crder to deternine the future availability of the supply of labor; we will
calculate the past cuployment of lsbor by sector, product, and geographical
region., We will algo exsmine the charscteristics of the labor employsd in
these sectors, e.g., age distribution, educational schievement, etc. Basged
on these date, we will project the probable trends in the supply of labor in
varicus sectors of the economy, specifying the assumptions necessary for
these trends to continue over the next five years. The specification of
these assumptions will ensble ug; in a later stage of the analysis, to identify
those factors which could be manipulsted in order to change the flow of labor
into specific sectors.

B. Demand

In order to project the demand for lsber by sector, it will be
necensary to derive projections of the demend end supply of the products in
each gector. We will meke our projectious in accordence with the methodology
utilized by the Cetulio Varges Foundation in their study entitled "Projections
of Supply and Demsnd for Agricultural Products of Brazil.” Modificetions in
this methodology will be made ag required by the nature of the data eviilsble
&8 well as for the unigue conditions existing ia the non-egriculdural sectors
of the Northesst. We will also be sble to estimate the income elasticity of
demand for various products, relying heavily on the household surveys dous
by the National Housing Bank, We will then calculate the amocunt of job
creation resulting from the projected demand and supply of output in individuasl
secters. These celeculstions will be based on an afielysis of the data for the
lebor content (both in terms of quality and quantity) snd lsbor productivity
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ratios vhich have existed in these sectors in the past. Once again, the
projections of the demend for labor by sector over the next five years will
be made on the assumption that there will be no new significant changes in
the techniques of profuction, This will ensble us to identify those activi-
ties which, with no drasitic change in technology, will offer the greatest
potential for ebsorbing the amount and type of lsbor as projected in part
A zbove., The comparison of the supply ard demend for lsboxr will also give
us the sbsorption of lsbor if there is no change in those factors which we
assumed to remain constant.

Finally, having estimsted the job creation patterns derived from
previous product demand cnd lebor productivity trends, we will be in 2
position to alier the assumptions underlying ocur projections in an attempt
to identify those variables, the elterstiom of which, will have the greatest
impact on the sbsorpiion of the type ¢f labor aveilsble, With our projected
data, we should be able to exmmine the following kinfis of questions:

- What are the implications for laber sbaorption of changes in the
technology used to produce speeifie products?

= Whet will be the impact of chenges in migration patterns on the
demard and supply of labor in specific activities?

= What ave the types of pro@iuctive activity which promise thu have
the greatest possibllities Sor increasing the utilization of the typs of
lzbor avallable if the current allocation of invesiments funds is altered?

In ghoxt, we hope to derive & simple model which can be used to
estinate the employment effects of a set of alternative directions which the
econouy might take. By varying the assumpticns underlying the current
production relaticnships postulsted sbove, we will be able to use the model
to identify the desired expansion paths for various profuctive activities.

IT7. CONCIUSIONS

Although it is anticipsted that & large section of the anslysis will
by necessity be comstructed cn the very uncertain foundation of guesticnsble
dats end siwmplified assumppions, our modest primery objective of identifying
ectivities which offer substantial oppertunities for lsbor sbsorption does
not require precise data., We ere willing to eccept a limited degree of
uncertainty in exchange for the speelficatien of areas which will werrant
future intensive analysis. :

Although it is fairly evident thet future GOB and USAID subsidies and
loans zhould be cenfined to programs that incrsese the demend for productive
smployment, what remeins unclear is the sctwal amix of policies needed o
influence the pstiera of development in the desired divections, The analysie
outlined above should shed somz light on the important variebles within the
econcay of the Northeest which could be manipuleted, thereby becoming prime
targets for future programs.
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