Investing in Innovation in Brazil

Market Intelligence

The National Council of Entrepreneurial Tech Transfer (NCET2) holds a series of webinars on investing in innovation in other countries. Brazil was the first country featured in this run.

Occupying nearly half of South America, Brazil is the fifth largest country in the world in terms of geographical area. It is also among the world’s top 10 largest economies in terms of market exchange rates, the largest in Latin America. 

NCET2 invited industry leaders in Brazil to tackle innovation and technology success in their country. The following speakers presented in the webinar:

· Antonio José Junqueira Botelho PhD  (PUC – Rio University, Brazil)

· Research Director, NEP Genesis - Research Unit on Entrepreneurship, Venture Capital and Innovation

· Professor, Pós MQI - Graduate Program in Innovation, Metrology and Quality

· Dr. Eduardo M da Costa – (FINEP)

· Director of Innovation, Financiadora de Estudos e Projetos. Also known as Brazilian Innovation Agency, FINEP provides financial services to scientific and technological research in business, universities, technology institutions, research centers, and other public or private institutions in Brazil. 

· FINEP was founded in 1967 and is based in Rio de Janeiro

· Carlos Kokron (Stratus Group) – Managing Director, Growth Capital

· Stratus Group is one of the major VC firms in Brazil, investing since 2002.

· FINEP is an investor of both their funds, namely: Applied technology (IT) and Clean technology funds (sustainability, renewable energy and biodiversity)

The presentation can be summarized into four topics, namely: Science and technology, FINEP, evolution of market activity, and the challenges and opportunities in Brazil.

Science and Technology in Brazil

Brazil is ranked 15th among global scientific publications and 25th in citations. Publications are mostly in the areas of biomedical, engineering and space science. Brazil produces around 4,000 doctorates per year.

There are 270 business incubators and start-up companies, half of which focus on research and technology. There are over 6,000 firms that have graduated into bigger markets with value worth US$1.3 billion.

Brazil has a booming oil and gas market. It is a world leader in agribusiness and has strong aeronautics and aerospace industries. In terms of banking and finances, Brazil is the largest in the Latin American region. It is very sophisticated in terms of technology and software use.

Working in collaboration with leading universities, technology clusters abound in Brazil, including:

· Campinas: A leader in telecom and software, it has made significant contributions to biotech. Campinas also has an advantage in proximity to the sugar and alcohol industries.

· Rio de Janeiro: Its valuable contribution to the country’s success lies in oil and engineering. Rio is also known for software and computer graphics.

· Sao Paulo State: It focuses on the fields of engineering, energy and finance software.

· Minas Gerais: One of Brazil’s largest universities, it houses around 547 research groups most of which specializes on biotech and software.

Brazil offers a favorable investment environment. With low-interest rates, the stock market is a vast source of opportunities. Funding for startup companies is readily available, thanks to companies such as FINEP. In the next two to three years, Finep-PRIME is projected to establish around 3,000 firms. University research funds also plays a vital role in technology innovation in Brazil.

FINEP

Brazil’s premiere innovation agency, FINEP offers companies three types of funding: credit, grants and venture capital. Key programs include:

· Program PRIME (Primeira empresa): This supports startup companies from conceptualization to business development. FINEP hired 18 incubators to run this program at the local level, and is estimated to establish 5,400 companies in the next four years. New companies are initially provided with US$70,000 as grant on their first year. On their second year of operation, they will be given a credit of US$70,000. 

· Program Juro Zero: Also known as the zero interest program, Juro offers credit from US$60,000 to US$600,000 with no interest. Payments are made in 1,000 monthly installments. Juro Zero program is very ideal compared to outrageous bank interest rates in Brazil.

· Program VC Funds: FINEP uses this program to provide seed and venture capital funds for innovative companies. They also offer incentives to individual investors by guaranteeing nominal return of the money they put into the fund. In the last four years, FINEP has invested US$150 million through this program.

FINEP’s budget for 2008 is around US$1.3 billion, growing by 20% each year. Those funds will be divided in half for companies and university/research projects.

Evolution of Market Activity in Brazil

The height of the bubble was 10 years ago, when VC funds had very low success rates. Although some businesses succeeded and went public, many failed to deliver anything of value, despite a promising beginning. After the bear market, the industry has rebounded tremendously the last three years.

Brazil’s VC industry is rapidly growing with the aid of a favorable macro-economic environment, prompting a sustainable growth cycle that resulted in monetary stability, all-time high international reserves, and consumer credit expansion. Brazil is also becoming a leader in renewable energy and a major oil importer in the world. With a strong stock market, Brazil has been the darling of investors the past three years.

Several factors paved the way to Brazil’s success. New seed fund/programs such as FINEP and BNDES are major contributors. Bovespa Mais (access market) has become a viable exit means for younger companies. International secondary players are also starting to set up shop in Brazil. One distinct advantage is the availability of higher capital but with lower cost.

Another key to Brazil’s success is the implementation of the Innovation Law in 2004. This legislation allows federal university professors to temporary leave school and start a company. Previously, full-time professors were barred from owning shares in companies in the same industry that they teach.

Challenges and Opportunities in Brazil

Because Brazil is in the early stages of funding, investing might be a bit risky. And setting up a business in Brazil can be taxing. Not only are tax rates high, paying them is a tedious process. As with other developing countries, bureaucracy can be a nuisance in Brazil. Hopefully, new legislation can make things easier for the young entrepreneur.

Brazil has strengthened partnerships with local VC firms such as FINEP and BNDES. It also has a higher GDP and more IT investments compared to China, India or Russia. Overall, Brazil is a very promising market to capture. 


After the presentation, attendees were given the chance to interact with the speakers.

Question and Answer

There were more than 17 questions posted. But due to time constraints, only a few questions were entertained.

Questions:

1. Please expand on the software clusters in Rio de Janeiro—Where are they located and what types of software?

a. There are many university programs focused on IT. Software for telecom, business intelligence solutions, computer graphics, entertainment industry and logistics software to name a few.

2. What is the process for university researchers attempting to commercialize their innovations?

a. The university leading in technology transfer is Campinas. This process usually starts in the universities which are typically based on royalty, contract to large companies and the incubators. There is a recent increase of researchers interested to take part in new companies due to the implementation of the Innovation Law.

3. What contributions does high-energy physics and aerospace research make to innovation in Brazil?

a. The aerospace industry cluster is in a town between the two big cities of Sao Paulo and Rio de Janeiro. Like Embraer, suppliers and other aerospace-related companies can be found there. There are many aerospace activities in Brazil, even in the likes of rocket and space satellites. Significant investments to suppliers are also being made in support of bigger companies involved in aerospace research like Embraer.

4. What portion of the private funding to startup companies come from angel investors versus venture capital funds?

a. Angels are still developing in Brazil. It is still in the very early stages.

5. On the PRIME Program, how many of the 5,400 companies are already open and how many are still about to start?

a. The program started last October 2008 all over the country for the first 1,800 companies. The public tender for this is done through the 18 incubators for the initial run. It is a new program, but we hope that this will change the supply of innovative companies in the country in a very significant way.

6. Are the Primeira Empressa or Zero Interest programs available to new companies that are being established in Brazil as subsidiary companies of foreign startups (e.g. with headquarters in the US or Japan)?

a. There is a legal provision in Brazil that we cannot make a difference between Brazilian companies with Brazilian capital and Brazilian companies with foreign capital. In our most generous program, which is the grant program, we have approved projects from Siemens, Philips and other big multinational companies that developed R&D in Brazil. There’s no restriction so far in terms of capital.

7. Elaborate on the new legislation and tax law that was mentioned?

a. New legislation is not about the actual rate, but the process of paying taxes. Small companies go through myriad of taxes. We have the local, state and federal levels. The new legislation simplifies the taxes that companies make according to their income bracket. It shortens the process of tax return tremendously.

8. For the early-stage grant program and the young-company loan program, what kind of data are you collecting or requiring recipients to submit, so you can evaluate the effectiveness of this innovative program, in terms of company growth, gross economic activity and job creation?

a. We are looking for innovation in terms of technology in association with a new process, service or even a market innovation which is very important for the new companies. We have a definition of innovation as the transformation of knowledge into new products or services. This knowledge can be of any kind that can make the company successful.

9. Does FINEP plan to implement a less complex process with less bureaucracy to provide finance to startup companies or even individuals before incorporating? (given the high risk of creating a new company in Brazil)

a. We are trying to change all the processes here in FINEP to expedite things for the proponent. We have been very successful in the zero interest program. From the average lineup of a year, we were able to reduce that into 30 days. It was done using very significant changes like digital signatures and proposals coming in through the Internet, not in paper. We are still trying to implement the same process for the other programs. Change is still going to take sometime, but in progress.

