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ABSTRACT

The aim of this study was to present a brief description of the main public instruments for
innovation support in Brazil. We also show a preliminary assessment of the use of these
instruments in innovative companies. We conducted a two-step analysis. In the first part we
conducted a quantitative descriptive analysis of historical series about resources allocation
available by FINEP. In the second part we performed a qualitative in-depth analysis of six
companies that used the financial benefits offered by FINEP and BNDES to support
innovative projects. The responses of the interviews were used to identify the perception of
the attractiveness of public instruments for innovation support and possible limitations to their
use, while other information was used to present the main public instruments for innovation
stimulus in Brazil. The results showed that the investigated companies are interested in using
the instruments; however, they face difficulties for their adoption, due to excessive
bureaucracy, high costs of innovation, and legal insecurity.
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211 Cirani, Kono, Santos, Cassia

1 INTRODUCTION
nnovation, in the context of this study, concerns the technological innovation resulting
from the systematic and routine work of research & development (R&D) and the
instrument of competitiveness among enterprises to ensure profitability and generate
growth and development to the country. Innovation has always been a priority for
major corporations and, recently, it has become a central issue for smaller companies,
which have become global participants (TIDD; BESSAN; PAVITT, 2008).

Defined as the introduction to the market of a product (goods or service)
technologically new or substantially improved or the deployment of a technologically new or
improved production process (REZENDE; TAFNER, 2005), technological innovation was
considered important by Porter (1990) in that innovation and improvement in methods and
technology are central elements for the competitiveness of a country. Therefore, one of the
biggest challenges for companies is to identify the sources of innovation and define how to
fetch or use them (STAL, 2007), participating in institutional arrangements that involve
alliances, partnerships, consortia and networks of strategic cooperation with universities,

research institutions or other companies, including competitors.

Investment in innovations based on new technologies generates financial risks, high
degree of uncertainty about the return on investment and the difficult decision to choose
between purchasing (diffusion) or performing internal R&D. Such options are not necessarily
substitutive, but complementary, since the purchase of technology also allows to generate
innovation and develop skills for the enterprise to identify, assimilate and explore knowledge.
However, to keep R&D with the increasing technological complexity, high costs and risks,
pressure for results, lead to the alternative of cooperative arrangements to leverage resources,
share risks, define standards, and conduct research. The consensus that this activity cannot be
attributed only to the private sector, justifies the involvement of agents of the National
Innovation System, defined by Stal (2007) as a network of public and private institutions that

interact to promote the scientific and technological development of a country.

Technological innovation should be considered a key point for developing countries to
become competitive, being necessary to create an environment to stimulate innovation
(PORTER, 1993). Posner (1961) describes the technology gap theory as a consequence of
research activity and entrepreneurship, new goods are produced and the innovating country
enjoys a monopoly until the other countries learn to produce these goods: in the meantime

they have to import them. Fagerberg (1987) confirm that there exists a close correlation
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The Role of Public Institutions for Innovation Support in Brazil 212

between the level of economic development, measured as GDP per capita, and the level of
technological development, measured through R&D or patent statistics. Also show that the
importance of innovation for economic growth has increased lately, while at the same time
imitation, (or diffusion) has become more demanding (FAGERBERG; VERSPAGEN, 2002).

Developing countries policies to foster innovation need to take into account several
obstacles, such as technology gap, competition and misalignment between some of their
instruments and the inefficacy of procedures for economic subvention that restrict funds to
productive and innovative projects in the technological area considered critical for the
country’s development (CASSIOLATO; LASTRES, 2010).

Thus, it is crucial that governments introduce policies to encourage and support
entrepreneurial innovation. In Brazil, public policies supporting technological innovation do
not always converge with scientific policy and only after the market opening in 1990, the
private sector began to invest in R&D, which leads to persisting notorious lack of
technological innovation (STAL et al., 2006).

In this context, the decade of 2000, represents a huge change in Brazil’s technological
policy to support innovation by creating a diverse set of tools designed to encourage
innovation in companies. These policies comprised the creation of instruments for more
effective cooperation between the public and private spheres; the effort of integrating
technological policies; the creation of broader federal government strategies aimed at
industrial development; and significant increase of the amount of public funds to support
business innovation activities. The significant change in this decade, therefore, meant the
reorientation of science and technology policy (S&T) for innovation; the breakup with the
whole trajectory of research support that favored the evolution of basic and academic science;
and the increased focus on the company, market and productive sector for innovation and
competitiveness of the economy (BASTOS, 2012).

The contribution of financial resources and legal-institutional arrangements for the
support of innovation from the Federal Government between 2000-2010 reached more than
US$ 21.36 billion in current values, representing an average of US$ 1.96 billion annually.
Until 2004, initiatives within the Ministry of Science, Technology and Innovation (MCTI)
and the Brazilian Innovation Agency [FINEP] concerning the non-refundable instrument
predominated and from 2005, the refundable financing of the Banco Nacional de
Desenvolvimento Social (National Bank for Social Development [BNDES] was introduced

(BASTQOS, 2012). In 2003, the launch of the guidelines of the Industrial Policy and Foreign
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213 Cirani, Kono, Santos, Cassia

Trade (PITCE) jointed horizontal lines of action focusing on innovation and technological
development, strategic options, and future activities, relying on instruments for innovation
support provided by FINEP and BNDES, benefited by Law n° 10,973/2004 and Law n°
11,196/2005.

However, the issue arises when you question the effectiveness to implement the
instruments for innovation support, which depends on factors that are directly related to
public agencies (providers) and companies (users). It means that funding agencies must set
priorities and strategic actions to achieve desired goals, while enterprises must design their
own strategies, clearer in their concepts and innovation projects (CGEE; ANPEI, 2009). This
implies, for both parties, relevant changes in structures, skills and organizational culture. In
this work, the operation of the main instruments for innovation support in Brazil and the

experience of businesses in using these instruments are questioned.

The aim of this study was then to present a brief description of the main public
instruments for innovation stimulus in Brazil, as well as submit a preliminary assessment of
the use of these instruments in innovative companies. We hope that this work contributes to
the improvement of implementation and use of programs and instruments to promote

innovation in Brazil.

This work is divided into five sections, including this introduction. The second section
presents a literature review on how the State should act through an Industrial Policy to
promote the productive activity in the national territory and then, it presents a brief history of
the Industrial Policy of Brazil. The third section shows briefly the methodology adopted. The
fourth section provides a descriptive analysis of the operationalization of the instruments to
support innovation provided by FINEP, as well as the modalities of support offered by FINEP
and BNDES. Next, we present the results of the use of these instruments, based on interviews

with innovative companies. The fifth section brings the final considerations of the work.

2 THE ROLE OF THE STATE IN INNOVATION SUPPORT
2.1 INDUSTRIAL POLICY

Historically, the State has always played an important role in the industrialization
processes of European countries acting as an agent of industrial development, however,
questions arise when discussing the effectiveness of the private system in allocating scarce
economic resources to the needs of the society at certain times. According to Ferraz, Paula &

Kupfer (2002), the strategy and the intervention mode of the State must be consistent with the
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The Role of Public Institutions for Innovation Support in Brazil 214

stage of development of a country, always having as a reference, the panorama in the

international environment.

Therefore, an Industrial Policy (IP) is essential to “keep the leading position or outdo
competitors from other nations” (FERRAZ; PAULA; KUPFER, 2002, p. 564). These authors
discuss the national policy under three aspects. In the orthodox view, also called neoclassical,
the market allocates resources efficiently, making the IP useless and sometimes even
undesirable. Its intervention would make sense only as a regulator, in an essentially corrective
posture. On the developmental vision, the State must act as a corrective and active element,
with legitimacy to promote and sustain development. The State development leads the market,

takes initiative and mobilizes instruments.

In the evolutionary vision, the State examines the IP related to the search for
competence for innovation and highlights the relations among the market structure, business
strategy, and technical progress, emphasizing the constant interaction of the company with the
market. Competition is a dynamic process, the market is the locus of the strategic interactions
and the rivalry between the companies that invest in skills acquisition to gain position on the
market. In this context, innovations are the engine of capitalism development
(SCHUMPETER, 1997). Market failures, then, constitute the growth strength and structural
change of capitalism and the State plays the role of amplifying the intensity of the selection
process, creating institutions that facilitate the process of generating and disseminating new
technologies. This innovation policy encompasses the IP and technological policy and State

intervention takes place both on the demand side and the technological supply.

These concepts are reinforced by Suzigan & Furtado (2006) that conceptualize an active
and comprehensive IP, directed to the economic and institutional environment as a whole,
which disregards the assumption of equilibrium (combination of the strategic role of
innovation in the economic development with the theoretical formalizations of Evolutionary
Economics). The concept proposes a co-evolution of technologies, companies and industry
structures and institutions in a broad sense, having innovation as a driving force. These
authors suggest a most appropriate approach to the formulation and implementation of an IP
as a strategy of development to be compatible with the macroeconomic policy, establish
goals, articulate instruments and norms. Thus, the establishment of IP is vital in an industrial
strategy driven by innovation and guided by technological and structural changes of
companies and industries. This should be the result of collaborative efforts of the public and
private sectors (JOHNSON, 1982; apud SUZIGAN; FURTADO, 2006).
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215 Cirani, Kono, Santos, Cassia

The strategy and intervention mode of the State should be consistent with the stage of
development of a country. The PITCE guidelines, in Brazil, consolidated the centerlines for
the innovation policy, prescribing incentives for innovation and scientific and technological
research in the productive environment. The set of instruments to encourage innovation in the

federal scope includes repayable and non-repayable financing and tax incentives.

2.2 THE INDUSTRIAL POLICY IN BRAZIL-PITCE
The analysis of learning and innovation processes in the Brazilian industry is developed

by Fleury & Fleury (1997) and Ferraz, Paula & Kupfer (2002), considering three periods.

The period of 1945-1980 corresponds to the implementation of the Brazilian industrial
park, with typical demands of the economic development process and with ventures of
private, multinational and state-owned enterprises. The governmental action for
industrialization aimed at replacing imported goods through protectionism policies; direct and
indirect subsidies; high taxation; and little interest in technological capability, not considered

strategic, as technology could be purchased in foreign markets.

The period of 1980-1990, considered a transition, had its start from a strong movement
of resistance to any organizational change due to the threat of technological unemployment
(automation), exacerbated by the uncertainty of the IPs and macroeconomic instability.

The period after 1990, at the beginning of President Collor Government, shows
characteristics of transition to an industrial organization context marked by the parameters of
competitiveness. During this period, the forfeiture of the currency from the market zeroes the
demand, generating idleness and the need to rebuild business relations with customers and
suppliers. In addition, the market is no longer protected, changing some basic premises that
guided companies, and the most important premise is the “discovery of the importance of the
market” (FERRAZ; PAULA; KUPFER, 2002, p. 133), which was perceived when enterprises
found themselves threatened by competition with foreign companies. In this phase, the
technological fragility is clear, with technology excellence restricted only to conventional
production practices. This period marks the beginning of the pressures for changes in search
of greater competitiveness for several reasons: exporting effort started by leading national
enterprises; export becomes a part of the strategy of parent companies; domestic customers -
automakers and state-owned companies inserted in the production chains; the domestic
market, that is, national companies operating in non-export segments; and national companies

in traditional sectors without external competition.
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The Role of Public Institutions for Innovation Support in Brazil 216

Innovation was neglected until the 1980s due to the policy of import substitution, which
explains the gap that was established between universities (research development) and
enterprises (buying external technologies). Reducing this gap led the Federal and State
Governments to implement specific programs to support innovation. The Brazilian
Government’s concern with the scientific and technological development only became clear
in the late 1960s, from the implementation of specific plans and programs that were
restructured or that created governmental agencies to encourage, support, and guide the R&D
activities performed at universities, research centers and companies. In 1967, FINEP was
created and, two years later, its main financial instrument — the National Fund for Scientific
and Technological Development (FNDCT) was implemented.

FINEP, currently named as the Brazilian Innovation Agency, is the primary agency to
support technological innovation at a federal level and its scope encompasses the basic
research performed at universities, applied research conducted at research institutes and
innovation activities in companies. The BNDES, in turn, is the ideal agency for substantial
and comprehensive financial support for installation or reinstallation of factories,
modernization and technological development or purchase of equipment aiming to ensure
competitiveness (STAL, 2007).

In 2003, seeking to overcome the anti-IP bias that prevailed for a long time, the Federal
Government launched guidelines for industrial policy and foreign trade, based on three pillars:
1) horizontal lines of action focusing on innovation and technological development, insertion
in the external market, industrial modernization, expansion of productive capacity and
production scale; 2) strategic options including semiconductors, software, capital goods,
pharmaceuticals and medicines; 3) activities with a future potential, such as biotechnology,

nanotechnology, biomass and renewables.

Technological innovation is the central pillar of industrial policy and foreign trade that
consolidated the centerlines of the innovation policy, with the approval of the Law n°
10,973/2004 and the proposal for the Law n° 11,196/2005, which prescribe incentives for
innovation and scientific and technological research in the productive environment, aimed at
creating a favorable environment to increase the commitment of companies to the
development of innovative projects in order to generate new products and processes and to
establish a high level of partnerships between enterprises, universities, and scientific and
technological institutes strengthening and stimulating the innovation process (PEREIRA,;
KUGLIANSKAS, 2005).
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217 Cirani, Kono, Santos, Cassia

3 METHODOLOGY

The analyses of this work are presented in three steps. The first is a brief description of
the operationalization of the instruments provided by FINEP for innovation support, given its
greater tradition in financing innovation in Brazil, with emphasis on volume of resources
allocated by area and modality. Descriptive analyses allow to analyze the behavior of
variables over time using quantitative data (CONTANDRIOPOULOS et al., 1997).

The period of this analysis referred to the historical series from 2007 to May 2013,
because this range covers the longest series of information made available by FINEP (2013),
when this work was carried out. Once the data were organized, the tables and figures were
developed to show the behavior of the aspects investigated over time. The data representation
through tables and figures becomes an attractive and expressive form of presentation, because
it facilitates the visualization all data (MARCONI; LAKATQOS, 2002).

In the second phase, the instruments for innovation support, based on data survey from
the website of the financing agencies seeking to introduce the modalities of support offered by
FINEP and BNDES.

The third phase was anchored on interviews conducted in 2013 with six innovative
companies, intentionally selected, since they aim to use the financial support of FINEP and
BNDES to support innovative projects. The six companies were experienced in FINEP and
BNDES grants and agreed to accomplish a deep interview with the researchers. The
qualitative nature of this research phase was concerned in gathering ‘deep’ information more
than obtain generalizations in relation to the population from which the cases were drawn.
The responses from the interviews were used as primary sources, while other information
obtained from the website of these companies were used as secondary sources, in order to

evaluate their mission, commitment to innovation, and relationship with the funding agencies.

The respondents are engaged in relevant functions in the area of product development,
R&D or with direct involvement with the management of innovation in the companies. In
addition, the selected companies have very peculiar characteristics about the way they manage
their financial resources to support their innovative activities. The companies were referenced
in the results presented below as E1, E2, E3, E4, E5 and E6 and their respondents effectively
engaged in innovation management were identified as R1, R2, R3, R4, R5 and RG,
respectively. The respondents’ perspective can bring intrinsic limitation to the study, due to
the subjectivity of the respondents. However, the work is very reliant on the reading that the

authors had during the interviews, therefore, we cannot assign to the respondents the
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The Role of Public Institutions for Innovation Support in Brazil 218

viewpoints presented here, except when expressly noted.

Evidently, in view of the scope of work, companies do not comprise a representative
sample for statistical purposes, since the purpose of the interviews was to perform an initial
assessment of the conditions for the use of public instruments to stimulate innovation, for
example, the profile of the companies benefited, the level of knowledge of the instruments
and their use by the company; problem identification for the use of the instruments; the
companies’ perception about the dissemination of the modalities of public support for
innovation; among other issues. Therefore, generalizations cannot be adopted, except for the

specific implications associated with companies here investigated.

After collecting the data, the information obtained from the interviews was prepared for
the analysis, interpretation and production of the research report (CRESWELL, 1998). The
analysis of the interviews was carried out through the technique of content analysis, defined

by Bardin (2000) in order to obtain the actual meaning of the responses obtained.

4 RESULTS

4.1 RESULTS OF THE USE OF INSTRUMENTS FOR INNOVATION SUPPORT - FINEP
Financial incentives are mechanisms of innovation policy of Governments directed

mostly to industrial sectors to specific projects or partnerships among companies, universities

and research institutes, empowering the Government to define clearly its strategy of

technological development and socioeconomic impacts, providing repayable and non-

repayable funding lines (AVELLAR, 2010).

Tax incentives, in turn, allow the decisions of where and how investments in R&D are
conducted by companies, which support the agents to better assess which project will be more
successful. It is considered an instrument of support more transparent and flexible, since it can
attend different objectives, types of enterprises and industrial sectors simultaneously. This
mechanism does not have a credit limit ceiling, thus, it is directly related to the decision-

making process and the effective cost of companies.

In Brazil, in the period of 2006-2008, the Research of Technological Innovation
(PINTEC, 2008) by the Brazilian Institute of Geography and Statistics [IBGE] showed that
the companies used funding sources for their own R&D (76%) and third parties (24%). In
addition, Government support for innovative activities of industrial enterprises and services
included economic subsidy (311) and tax incentives — R&D (492) and Law n° 8248/1991

(748) —, while the funding programs for Research, Development and Innovation (RD&lI)
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219 Cirani, Kono, Santos, Cassia

projects included partnership with universities (383), without partnership (581); purchase of
machinery and equipment (5,559), and other programs (2,981) (IBGE, 2010).

Below are more details of the frame of instruments for innovation support, based on
data survey from FINEP, agency with greater tradition and culture in the analysis of
innovation projects in Brazil. Table 1 shows the distribution of the companies that used the
benefits of FINEP per area between 2007 and May 2003, which is rather concentrated in
Multi-area. This area received 74.41% of the total resources US$ 3.65 billion in the period of
analysis. However, as defined by FINEP, the Multi-area category is very wide encompassing
all that did not fit in other areas. Therefore, the support for infrastructure stands out for its
high amount of resources allocated between 2007 and May 2003. This area accounted for
12.71%, totaling US$ 624.1 million.

Table 1 - Amount of Investments of FINEP per Area — 2007 (US$) - May/2013

Area benefited Total %
Multi-area 3,653,256,840 74.41
Infra-structure 624,119,282 12.71
Others 241,326,806 4.92
ICT 76,232,105 1.55
Pappe (micro and small business) 59,829,060 1.22
oil 48,824,947 0.99
Health 46,642,415 0.95
Energy 29,280,394 0.60
National defense and public security 22,097,449 0.45
Social development 19,037,635 0.39
Technological centers 17,147,863 0.35
Agriculture & Livestock 14,487,180 0.30
Water supply 14,150,893 0.29
Biotechnology 11,986,356 0.24
Incubators 6,486,206 0.13
Art & Culture 5,187,997 0.11
Education 4,637,581 0.09
Nanotechnology 4,456,048 0.09
Aeronautics 3,429,078 0.07
Water courses 2,941,487 0.06
Researcher at enterprises 1,609,393 0.03
Water resources 906,753 0.02
Transport 682,206 0.01
Pharmaceutical 656,795 0.01
Total 4,909,412,770 100.00

Source: Research data.

As shown in Table 1, FINEP provided US$ 4.9 billion in resources. Such resources
were distributed among 1,319 benefited companies, among which, 20% received 80% of the

total resources available in the studied period (Figure 1).
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Figure 1 - Allocation of FINEP resources to benefited companies (proponents) — 2007 to

May/2013
Source: research data.

Table 2 shows that the resources for the repayable financing line of FINEP were

significantly higher, except for the first two years (2007-2008). Regarding the last year, it is

crucial to remember that the presentation of the collected data considers only until May 2013,

which explains the relatively low values when compared to previous years.

Table 2 - Amounts Invested by FINEP per Modality — 2007 (US$)- May/2013

Modality
Year Non- Repayble Repayble
2007 186,806,944 160,560,406
2008 378,865,486 249,892,442
2009 282,435,593 625,143,093
2010 407,670,721 487,331,721
2011 178,610,047 661,617,498
2012 350,005,230 696,465,075
2013 43,674,183 207,948,241

Source: Research data.

4.2 INSTRUMENTS FOR INNOVATION SUPPORT

4.2.1 Non-repayable

Within the scope of FINEP, taxes were created and procedures were established for the

link with FNDCT, whose resources, non-repayable modality, are allocated for cooperative

projects related to companies committed to innovation. A similar approach was adopted by

BNDES, with the creation and operationalization of FUNTEC in 2006 with resources from

the bank’s annual profits (BASTOS, 2012). Table 3 shows the non-repayable instruments,

supported by the funding agencies.
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FINEP Use of resources directly to the companies to share the costs and risks inherent to the
. research, development, and innovation activities.

Economic

subsidy

FINEP PAPPE Program to support a micro and small technology business, in partnership with foundations
. to support research, Sebrae or federations of the industries. Partners operate it in a

Economic .

. decentralized way.
subsidy
FINEP PRIME For emerging enterprises of high-aggregated value aiming to consolidate its initial phase, to
. . cover for human resources and services of specialized consultancy.

First enterprise

BNDES- Technological and innovation development of strategic interest for the country, according to

FUNTEC public programs and policies.

Technological

fund

Table3 - Non-repayable instruments for innovation support from FINEP and BNDES

Source: Research data.
4.2.2 Repayable

The pioneering of repayable public financing started with FINEP with the Support

Program for the Technological Development of National Industry, followed by the Pro-

Innovation Program, and finally by the Inova Brazil, retaining the guidelines but readjusting

to the guidelines of the Productive Development Policy (PDP). BNDES has repayable

financing sectorial programs that contemplate R&D and innovation through specific sub-

programs. The two federal agencies grant funding with reduced charges to support

technological innovation in enterprises. The difference between the cost of financing for the

borrower and the “effective” rate is covered by FINEP through the transfer of budgetary

resources, while BNDES covers the difference through profits in other operations. These lines

are presented in Table 4.

FINEP- Inova Brasil

Support to strategic investment plans for research, development and innovation
projects. It assists enterprises of distinct sizes.

FINEP —Zero interest

Innovation projects of micro and small businesses with regional partners.

BNDES — By acquisition of real estate assets in publicly traded enterprises. The focus is the
Innovative capital enterprise, not the project. Centered in the company strategy and innovation.
BNDES — Financing research, development and radical innovation projects that represent

Technological Innovation

technological risk and market opportunity.

BNDES —-BNDES card

To invest in products and processes of goods, inputs and services.

BNDES — Automatic

Implantation, expansion and modernization projects of ventures, including
investment in P,D & I.

BNDES — Credit Limit

Rotated credit for the enterprise or economic groups already clients.

BNDES — Sectorial

Pro-R&G; Pro-pharmaceutical; Pro-software; Pro-plastic; Pro-aeronautics; Pro-
engineering; PROTVD, BNDES PSI; BNDES Qualification.

Joint action
FINEP-BNDES

PAISS (sugar-ethanol sector); Inova Energy (energy sector); Inova Petro (suppliers
of the productive chain of oil and natural gas); and Inova Health (innovation in the
health sector).

Table 4 - Repayable instruments for innovation support from FINEP and BNDES

Source: Research data.
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There are great similarities in the design of the credit lines and their modalities of
operation, thus, both institutions tend to attract the same potential customers. The total
repayable funding between 2000-2010 amounted US$ 4.27 billion, 58% from FINEP and
42% from BNDES (BASTOS, 2012).

4.2.3 Tax incentives

The tax incentives were established during the economic opening in Brazil in the
90sand underwent successive revisions and improvements. The arrangement of tax incentives
is the subject of criticism, by focusing only on medium and large-size companies (subject to
real profits scheme, not the non-presumed method used by small businesses), and due to legal
uncertainty (definitions of expenses likely to be deducted by base for calculating the real

profit of companies). The types of tax incentives are presented in Table 5.

PDTA and PDTI Program for the Industrial and Agricultural Technological Development (replaced
by Lei do Bem, regulated by Decree 5,798/2006).

Lei da Informética It grants tax incentives to companies that produce specific equipment. Reduction of

(Law n° 10,176/2001) IPI, as compensation for the investment in the R&D of products.

Lei do Bem It expands and simplifies the use of tax incentives by the enterprises, in

(Law n® 11,196/2005) | compensation for the increase in the industrial technological park in Brazil, and
consequently the improvement of national products.

Lei do MEC It allows enterprises to use tax incentives to finance projects conducted by
(Law n° 11,487/2007) universities and research centers.

Table 5 - Tax incentives

Source: Research data.

The new tax incentives for innovation, imposed by Law n° 11,196/2005, represented a
significant expansion of the benefits granted to enterprises by Law n° 8,661/1993 and had as
attractiveness its automatic application, that is, companies are exempted from presenting a
previous project to start benefiting from the incentives. In 2006, the first year of validity of
the new tax incentives, 130 companies were benefited, 56% of them located in the
southeastern region and 40% in the southern region, concentrated in the mechanical, transport,
metallurgical and chemical sectors (57%). Although Law n° 11,196/2005 has been effective
for a short time, figures from 2006 and 2007 seem to confirm the assessment that the new tax
incentives have proven rather attractive for companies operating under the regime of real

profit, and that they are likely to spark the interest of other companies.

4.3 RESULTS OF INTERVIEWS
As already mentioned, in this work, the selection process of interviews prioritized
companies recognized for their innovative results, which will be referenced by E1, E2, E3,

E4, E5 and EG6, and professionals belonging to the area of development or involved with
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innovation management were interviewed that will be identified by R1, R2, R3, R4, R5 and
R6, respectively.

Firstly, characteristics of the companies selected are presented. Then, there is the initial
assessment that these companies make of the conditions of using the public instruments for
innovation support, with a focus on the sense of attractiveness of such instruments and any

restrictions to their use.

E1l is a company based in the city of Sdo Paulo and with its main activity in the
manufacturing of computers and automation. The company invested US$ 32.47 million in
2012, from which, US$ 28.2 million in R&D. Mostly, the investment in R&D was directed to
the development of products in the segments of banking and business automation (CVM,
2013).

E1 placed a request for two patents in the automation segment: a patent on a technology
that allows the user to start the transaction of withdrawing money in automated teller
machines from their mobile device, and another patent on a device that reduces the physical

contact of the customer with the equipment, increasing the security of users’ data.

In addition, E1 won three awards for excellence in its activities: the first recognizing its
capacity of service delivery in the agency environment; the second highlighting the expertise
in developing solutions focused on customers’ processes; and the third certifying the capacity

to offer security solutions, monitoring and combating fraud against its customers.

This company used the BNDES financing line in 2011 for a total of US$ 21.79 million
and FINEP in 2009 for a total of US$ 33.3 million. The company’s estimates suggest an
average of 30% of public resources in the financing of innovation projects of the company in
the last three years. R1 mentioned that the company has full knowledge of public instruments,
as well as legal knowledge required in its organizational structure, relying on a specialized

team for the elaboration and submission of innovation projects.

R1 stated that the instruments of public support to business innovation meet the need of
the company that seeks exactly the resource volume provided for in the public notice. R1 also
reported that the problems encountered in the adoption of the instruments are minimal,
associated with accounting, and operational and administrative procedures required to obtain

the resources.

According to R1, sector associations, such as the Brazilian Association of Electrical and
Electronics Industry [ABINEE], are the main instruments for the dissemination of the
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mechanisms of public support for innovation, as well as consulting firms that specialize in
managing innovation. R1 reports, “there is a lot more dissemination by indirect channels, and
information about the modalities can be increased if there is more dissemination by direct

channel from the financing agencies and government in general”.

Since 2008, E2 has operated in the IT sector of services, developing solutions for new
media with a focus on interactivity. Its main activity is to develop applications for digital TV
and its main customer is the SKY - satellite television. E2 also develops self-service
applicative and management for the content of indoor media. The small company is formed

by three partners with headquarters in the city of Santos, Sdo Paulo State, Brazil.

Although the company is incubated in the Incubator Center of Technological
Companies of the University of Sdo Paulo [CIETEC-USP], when E2 planned to deploy an
innovation, many difficulties arose in terms of legal aspects, equipment acquisition, company
restructuring, personnel training, hiring external consultants, among others. Therefore, the
company provided legal support to meet the requirements of the funding agencies.

E2 had the support of FINEP through the First Innovator Company — PRIME for US$
51,282 and for National Service of Industrial Learning/Social Service for Industry
[SENAI/SESI] of Innovation for US$ 170,940. This company reported that it was relatively
easy to obtain resources. This can be explained by the fact that the company was incubated at
CIETEC-USP, once being part of an incubator linked to USP is essential for the viability of
the business, because in addition to help in managing the company, the aggregated credibility

when the company requests access to public resources for innovation is critical.

E3 operates in the electronics and manufacturing industry, with its headquarters in
Brusque, Santa Catarina State, Brazil. It has an industrial park of 53,000 m2 and employs
1,000 people and, in 2012, it registered gross sales of US$ 154.2 million. The company
produces gas stoves, barbecue grills and electric grills, kitchen hoods, electric ovens, bicycles,

and machinery for civil construction.

E3 used the spontaneous demand program of FINEP in the public notice released in
2007, aiming at the improvement and expansion of its productive park. The project ran from
2009 to 2012 and the amount was US$ 5.5 million. The company learned of the FINEP
financing instrument by means of external consultancy in 2007. However, the company is
unaware of the process of forwarding forms to apply for the resources. The whole process was

conducted by the external consultancy, which charged a fee on the amount of the funds
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approved. At the company, the responsible for the engineering and production sectors
interacted with the external consultant for the elaboration of the project. R3 stated that,
currently, through visits of representatives of Euvaldo Lodi Institute of Santa Catarina
(IEL/SC), he learned of the existence of financing lines of the Inova Brazil Program. R3
mentioned, “the programs are not well disseminated and the enterprises learn about them

through external consultants”.

R3 stated that when the enterprise used the resource of FINEP, between 2009-2012, the
support was essential for the expansion and improvement of productivity, and lower interest
rates were important to reduce costs with the investment. This resulted in improvements in
quality and productivity, necessary to face external competition. Currently, the company
considers the submission of a proposal for funding by FINEP or BNDES for process and

product improvement. However, the project is not formalized yet.

E4 is a small company founded in 2004, but already recognized as an innovative
company, which received the ANPEI Stamp for innovative company due to its commitment to
innovation. The company operates in the electricity sector, and in 2012, it employed 28
people. According to R4, the company’s activities were based on “from the beginning in
innovation (R&D), with the orientation of FINEP at the beginning for the formation of the
company in partnership with an outside investor, developing technologies that do not exist in

the Brazilian industrial scope”.

R4 reports the excessive bureaucracy of the funding agencies, for example, the
excessive requirement of technical and functional details; the time-consuming analysis and
approval processes; and the final figures released derisory. For R4, “companies seek
competitiveness, innovate with their own resources and the government claims that it is
supporting innovation”. R4 stressed that they have no invention or innovation registered
because it is in the developmental stage, with a forecast to start production within two years.
Therefore, the company is being structured to use the instruments of financial support,
especially in R&D. R4 stated that the company’s innovation projects do not fit into the
requirements established by tax incentives, evidencing a limited knowledge about this

instrument.

Company E5, founded in 1968, operates in the industrial automation with 550
employees in 2012. E5, multinational subsidiary, owns an ANPEI Stamp and five patents at

the National Institute of Industrial Property (INPI).
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E5 uses tax incentives and, occasionally, the repayable and non-repayable resources.
The company had a project approved by FINEP Grant, which allowed the conclusion that it
was not interesting for the company to undergo the bureaucratic slowness for the amount of
benefit to be granted, and considered more feasible the tax incentive, whose mechanism has
been used by the company since 2008. It means that, one year after the creation of the Law n°
11,196/2005, the company implemented a computerized system that formatted all the features

of a process with integrated tax bookkeeping data.

R5 stated as the main obstacles to the use of public instruments innovation support,
factors such as excessive bureaucracy at the funding agencies; the high costs involved with
the project drafting; and the legal uncertainty arising from guarantees and contractual risks
required to use these instruments. On the other hand, R5 mentioned tax incentive as a relevant
instrument, due to the benefits of its adoption, such as reducing risks and increasing

competitiveness and profitability of the company.

According to RS, the company chose “to develop innovations with its own resources
because the response time of the funding agency is incompatible with the required time and
with the reality of competitive markets in which the company operates”. E5 also uses
resources from support programs of the Federal Government of the country where its
headquarters is located, which encourages the branches in Brazilian. In the country-origin of
the multinational, there are four different dates in the year for project submission, with a
response time of two weeks, according to RS, “a much faster process and much more

compatible with the market requirements”.

A medium-sized company established in 1982, E6 operates in the healthcare product
sector with about 400 employees. Since 1994, the company has been seeking resources from
third parties to develop innovations steadily and, since 2000, 16 international patents have

been registered at the European Patent Office [EPO].

E6 has already used the financial benefit of FINEP four times, but R6 reported some
disadvantages, for example, the amounts released would not meet the total need of the project
and the elaboration of projects for submission requires highly specialized personnel.
According to R6, the easier access to the FINEP benefits may have generated disinterest for
BNDES instruments. E6 is unaware of the BNDES lines, except for the BNDES card, which
has already been used by the company to reduce the need for its own investments. Regarding
the Law n° 11,196/2005, the company did not want to use tax incentives, due to the difficulty

for its adoption, excessive bureaucracy and legal uncertainty.
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5 FINAL REMARKS

The results on the use of instruments for innovation support aimed to present a brief
description of the operationalization of the instruments to support innovation from FINEP,
and not from BNDES, as the bank has less tradition in funding innovation (CGEE; ANPEI,
2009), as well as to show the modalities of support offered by FINEP and BNDES.

The main contrast observed between the modalities of support offered by FINEP and
BNDES is related to the integration of instruments and public policies. In most examples of
governmental programs to innovation in the Brazilian scenario, there is no strict integration
with instruments of support offered by FINEP and BNDES, whether endogenous or
exogenous to the institution that operates them. In Brazil, it is still not possible to promote
articulation between public agencies for innovation technological. Even within an institutional
agency, for example, FINEP, one does not observe an integrated use of instruments to
stimulate technological development (CGEE; ANPEIL, 2009).FINEP has been designed to
meet the needs of small and medium-sized enterprises, as in the case of the enterprises
surveyed in our study. Major enterprises surveyed in this study prefer to use mechanisms for
innovation support offered by FINEP rather than from BNDES, given that BNDES has less

experience in financing innovation projects.

In relation to the preliminary results of the use of instruments to encourage innovation
in companies in Brazil, the interviews were conducted at companies intentionally selected in
terms of their commitment to innovation, attested by their values and business practices. The
chosen respondents have relevant functions in the area of R&D and are encouraged by the
company to seek closer relations with the academic sector to strengthen actions for RD&l
projects. The innovative nature of the companies can be confirmed, as in the case of E4, E5
and E6, by the existence of a structure of their own R&D, absorbing specialists, Masters and
PhD’s while holding, as in the case of EG6, partnerships with universities and research

institutes

In General, the results showed that the companies investigated have knowledge of
public instruments for innovation support, but they are unaware of support instruments that
are generally not made available to the company, due to the size or time of existence of the

company.

The main external factors reported by the companies that hinder the use of the
instruments are excessive bureaucracy that causes the slowness of the assessment and

approval processes of projects; the high costs of innovation (equipment, interest rates);
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reliability in the receipt of resources; and the legal uncertainty. The internal factor that hinders
the use of the instruments by enterprises is the lack of qualified personnel for the elaboration
and submission of the project and the consequent need to hire consulting firms specialized in

innovation management.

For the respondents, an effort should be made for a comprehensive and efficient
dissemination of support instruments in order to encourage their adoption by companies,
which, with greater access, can be more productive, competitive and generate wealth and

benefits that will be reflected in the growth and development of the country.

The instruments for innovation support should be aligned with corporate strategies, that
is, the funding agencies should better articulate and operationalize the instruments they offer
in order to align to the operational and organizational needs and specifics strategies of
enterprises. The perception is that there is no consistent institutional policy in the scientific-
technological area that meets the real technological interests of enterprises. It is necessary that
successful models from other countries also be adopted in Brazil. That would favor including

branches of national enterprises installed in other countries.

In order to reduce bureaucracy and speed up the innovative projects of Brazilian
companies, the Federal Government plans to allocate about US$ 6.02billion between 2013
and 2014 for companies through FINEP and BNDES. Therefore, it is crucial that Brazilian
companies be aware of new opportunities, mainly, structuring themselves for the use of

resources for technological innovation.

Finally, this work refers to a very small number of companies, whose responses cannot
be considered as representative of innovative companies in the country. In this sense, it is
hoped that this work serves as instigating material for further comprehensive studies aimed at

understanding the use of instruments for innovation support in Brazil.
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