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SUMMARY

Brazil is the fifth largest country in the world in terms of area, after Russia, China, Canada, and the United States.  It makes up nearly half the total area of South America, bordering every country except Chile and Ecuador.  With a population of approximately 170 million people, it is ranked as the sixth most populous nation in the world.  The only Portuguese-speaking nation in the Americas, Brazil has by far the largest economy in Latin America with an estimated GDP of USD 407.7 billion and an annual growth rate of 2.1 percent (2002 estimate).  

Brazil has also the largest telecommunications sector in the region, but in the last two years the sector has been affected by the global downturn faced by the telecommunications industry.  Net revenue for telecommunications equipment and services in 2001 was approximately $ 31.5 billion, a 6 percent decrease as compared to 2000.   Services, including carriers, accounted for $23.0 billion of net revenue, while product suppliers (hardware & software) have generated $8.1 billion. 

On July 29, 1998, through 12 consecutive auctions, the privatization of the Brazilian Telecommunications System was concluded with the privatization of Telebrás Systems. This included the sale of three "holdings" for fixed-line telephone systems, one long-distance carrier and eight cellular telephone companies--the largest piece of privatization ever held worldwide.  The government's proceeds from the sale were a total of $ 8.8 billion, a premium of 63 percent over the minimum price set for the auction.

This privatization has brought Brazil unprecedented investments of over $27 billion since the privatization started.  The injection of new investments slowed to approximately $3.4 billion in 2002, mainly due to prior large investments made by companies in the fixed and wireless segments to comply with the standards established by Anatel, Brazil’s Telecommunications Body.  Moreover, the turbulence of the economy and the uncertainty about the plans of the newly elected president also contributed to the slower pace.  However, for 2003 the industry expects an injection of an additional $5.5 billion, mainly from carriers committed to introducing GSM services in the country.  

According to Anatel, in November 2002 Brazil had almost 73 million telephones.  Of this total there were approximately 49 million fixed lines – 39 million effectively in service.  1.3 million are public telephones, and 33.3 million are wireless.  These figures demonstrate an extraordinary growth compared to the mere 13.3 million fixed lines existing in 1994. Telephone density, that is, the number of lines installed compared to country's population, has also increased significantly.  For each group of 100 inhabitants, the number of telephone terminals installed went from 8.6 in 1994 to 29.4 in July, 2002.

In terms of national and international investments, since the privatization of the Telebrás System on July 29, 1998, Brazil's telecommunications sector investments have been increasing steadily.  As of today, approximately $27.9 billion have been invested in the country and this year the telecommunications sector accounted for 19.9 percent of all foreign direct investments.  By 2005 Anatel predicts that the total investments in the telecommunications sector in Brazil will reach $ 64 billion; 47 percent of this amount will be for fixed services and 19 percent for mass communications services. 

Many multinational players established manufacturing plants in this country to provide products and services to major operators that set up new businesses, which brought an increase in the number of jobs in the sector of over 40 percent.  As a result, the country today has a telecommunications infrastructure that is as good as most others in Latin America.

Foreign Investments during the Privatization Process

	Spain
	17.5%

	Portugal
	14.7%

	United States
	12.8%

	Italy
	8.5%

	Canada
	2.3%

	Sweden
	2.1%

	Other Foreign Investors
	2.1%

	Total - Foreign Investments
	$17.3 billion

	Total – Investments
	$27.9 billion




Source: IBGE – Brazilian Institute of Geography and Statistics

Good opportunities for U.S. companies will be found mostly in the wireless market since a significant increase of wireless data applications is expected with the deployment of GSM, and CDMA 1xRTT technologies.  Trends continue to be toward convergence, i.e., adding telecommunications services, to maximize the benefits derived from investments and efficient operations.  

MARKET HIGHLIGHTS & BEST PROSPECTS

Market Highlights

The turbulence of the global economy has also affected the telecom market in Brazil.  The sector had net revenues of $ 31.5 billion in 2001, a decrease of six percent as compared to the previous year, mainly due to the currency devaluation (20 percent in 2001).  The total market is divided as follows:

Services, including carriers, generated net revenues of $23.4 billion, a 5 percent decrease in comparison to the previous year.  This subsector was responsible for 74 percent of all market revenues.  Fixed and mobile carriers have yielded net revenues of $19.1 billion, six percent less than last year.  

Product suppliers (hardware and software) generated a net income of $8.1 billion, a six percent decrease as compared to 2000.  Public Switching, Terminals, Mobile Systems and Transmission are responsible for the vast majority of this revenue--approximately 68 percent of the total amount.

Hardware & Software - Telecom Business’ Revenue & Market Share

	PRODUCT
	2001

	HARDWARE & SOFTWARE
	Net Revenue

(US$ billion)
	Market 

Share  %

	Public Switching
	1,842.0
	22.7

	Terminals
	1,743.8
	21.5

	Mobile Systems
	1,049.6
	13.0

	Transmission
	871.0
	10.7

	Networks
	677.4
	8.4

	Wires & Cables
	556.9
	6.9

	Infrastructure
	250.9
	3.1

	Corporate Systems
	245.6
	3.0

	Components
	238.9
	3.0

	Other Products
	227.5
	2.8

	Network Management & Billing Systems
	180.7
	2.2

	Call Center, CRM and CTI
	132.0
	1.6

	Instrumentation
	60.9
	0.8

	Accessories & Supplies
	24.8
	0.3

	TOTAL
	8,103.6
	100.0



Source: Anuário Telecom 2002 – Exchange Rate $ 1 = R$ 2,3

Services - Telecom Business’ Revenue & Market Share

	PRODUCT
	2001

	SERVICES
	Net Revenue

(US$ billion)
	Market

Share %

	PTTs
	12,601.2
	54.3

	Cellular
	6,263.8
	27.2

	Data
	1,526.2
	7.0

	Systems Integration
	1,012.3
	4.4

	Pay TV
	550.0
	2.4

	Added Value
	424.2
	1.9

	Trunking
	229.6
	1.0

	ISP
	203.4
	0.9

	Consultancy & Projects
	185.4
	0.8

	Networking
	37.7
	0.2

	Other Services
	12.3
	0.1

	TOTAL
	23,046.1
	100.0



Source: Anuário Telecom 2002 – Exchange Rate $ 1 = R$ 2,3

Fixed Telephony:  Due to the competitive forces unleashed by the recent opening of the market, fixed telephony services are temporarily in stasis, and are not generating significant profits for operators.  In 2001 there were approximately 45 million telephones, while 2002 ended up with approximately 50 million, of which some 38 million are effectively in service.  Now there are more than 11 government licenses for local telephony, plus 14 licenses for national and long distance calls. 

The growth of fixed telephone services in Brazil will depend on the inclusion of the lower-income population or an increase in the average income of the population.  Moreover, by 2005, the final targets of the "General Plan of Universalization Goals" must all be met.  This means that every community of 100 people must have at least one public telephone in service and that individual fixed telephone service must be available in every community with at least 300 people. This also means that, upon request, telephone service must be installed within a week.  ANATEL will only renew the concession contracts for fixed switched telephone service if these conditions have been met.
By 2004 we expect that the national debate regarding the future of the system's extension will be concluded.  Concession contracts will be renewed, based on their results, the following year.  The operators of the concessions, originally restricted to specific areas of operation, are now allowed to cover the entire national market and to provide new services.   As a result, competition for many services is starting to increase and the operators are redefining their strategies for expansion and getting prepared for the new competitive realities.

For its part in expansion, Brazil's fixed telephony sector has emphasized the installation of public payphones.  Public payphones are considered to be an important means to enhance citizenship and to include an important segment of Brazil's society in telecommunications use.  In 2002, approximately 1.34 million public phones were installed in Brazil.  By 2005, another 300 thousand will have been installed.  This growth of nearly 450 percent places Brazil in third place in the worldwide ranking of proliferation of public-use telephone services.

The marked growth of Brazil's telecommunications sector, especially in the fixed telephony sector, proves that the Brazilian telephone plant's growth is much faster than that of other Latin American countries.  Hence, the country accounts for an ever-growing share of the region's operational telecommunications capacity. 
The three major Local Distance National (LDN) suppliers--Telemar, BrasilTelecom and Telefonica--control over 98 percent of the market, and the incumbent for Long Distance International (LDI) company, Embratel, owned by Worldcom, controls over 85 percent of the data communications market.   In 2003, this situation is expected to change with the entrance of big new players such as Telefonica and Vesper that initiated their operations in mid-July 2002.
Currently the penetration of fixed telephony services in upper income households is 99 percent, in medium-to-upper income households 84 percent, and in medium income households 62 percent.  However, in the lower income groups there are approximately 22 million households that still do not have a telephone.  Local carriers consider it very difficult to attract these potential new clients, as they cannot afford to decrease the minimum fee charged for telephone services due to the high taxes that weigh on the sector (approximately 42 percent).  This has a significant influence upon operating company business models, their ability to invest, to offer new services, and expand.
A regulatory model that provides for the equitable sharing of Brazil's telecommunications infrastructure, specifically for the “last mile connection,” still needs to be defined by Anatel.  Local telephony companies have pricing control over the last mile, which brings them considerable revenue.  This complicates the task of the long distance carriers such as Embratel (Worldcom) and Intelig (Qualcomm); these companies have been facing problems to provide competitive local access to their clients.  Operators are pressuring Anatel to use its legal authority to arbitrate such regulatory questions. 

Mobile Telephony:  Cellular market services grew from 29.2 million handsets in 2001 to 33.2 million in November 2002, a 36 percent increase over 2000.  Current teledensity is more than 19 lines per 100 inhabitants.  There are 1.3 thousand municipalities covered (less than 50 percent of the total) but the municipalities covered have an estimated population of 140 million inhabitants.  Pre-paid services account for 71 percent of the total mobile phones, and this number is expected to practically double by the end of 2005.  The impact of pre-paid services has been impressive; the number of mobile devices in Brazil has increased so rapidly that wireless may soon surpass the number of fixed-line phones. 

For the relatively affluent levels of the population (upper middle/middle class), the market for mobile service is nearing saturation and more than 50 percent of the population in these categories now has mobile phones.  The penetration of mobiles in working and disadvantaged classes, though, continues to be very low.  Even in highly competitive regions, despite the growing potential, penetration still does not exceed 10 percent.

The rate of digitalization is also worth mentioning.  Brazil today has an extremely modern telecommunications network comparable to some of the best telephone infrastructures in the world.  More than 97 percent of existing telephones use digital technology.  The penetration of plant digitalization is expected to reach 99 percent in 2005. The initial regulatory demand had required companies to reach merely 75 percent by 2001.

The figures above show that there is still a challenge for the mobile telephony operators specifically in the small cities.  There are some 1.9 thousand cities with more than 25 thousand inhabitants with very poor coverage and more than one hundred cities with no coverage at all.  In fact, most of the competition takes place in the most developed regions.

The results of Cellular Mobile Services have been even more impressive and favorable to users.  In 1990, upon the introduction of these services in Brazil, the activation fee was $22,000.  In 1997, this cost had been reduced to $136, and in 2001, to $18 or even, in many cases, free.  The rates charged for post-paid contracts by service providers were also greatly reduced, either as a result of competition or of alternative payment plans. 

Competition among cellular providers has been advantageous to the consumers and deleterious to the providers.  For the general public, specifically for large portions of the low-income classes, the cellular companies offer the only affordable source of telephones—prepaid phones.  Cellular operators have attracted customers by subsidizing handsets and have thus made entry costs to the customer relatively low.  However, as a result of this competition, the cellular companies have been financially weakened, as the average monthly bill (ARPU) per customer is typically four to six dollars, which does not provide an adequate return on the companies’ massive investments.

The deployment of GSM services, however, promises to bring more excitement to the market and Anatel expects that Brazil will have 58 million cellular telephones by 2005. Telefonica Italia (TIM), the company that purchased the licenses to operate in 1.8 MHrz, has announced an investment of one billion dollars for the implementation of its GSM network.  The company reported that will have approximately one million subscribers by the end of 2002 and plans to have a minimum of 1.5 million clients at the end of 2003.  Although this is a large figure, it is not unattainable; OI, owned by Telemar, a Brazilian Group, started GSM operations last July and already has 500,000 clients.
After the auction of the last round of wireless licenses in late 2002, the market expects a consolidation of GSM services in country and European vendors such as Nokia, Alcatel and Siemens expect to gain market share in Brazil.  
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Now that the first stage of privatization has been implemented, there is a consensus in the market that the present players, both incumbents and new entrants, must compete to survive and remain financially healthy.  Anatel has been pressured to develop strict and swift enforcement practices that are pro-competition, since telecommunications is considered a strategic sector for attracting new investments to the country.  Mergers and acquisitions will occur in the years to come because costs are very high and only healthy and large companies will survive.

New concepts are also being adopted and, currently, the majority of investments are focused on new-generation services that will enable wireline and wireless, data and voice convergence. 

Mergers and acquisitions are expected to take place and likewise, the disappearance of players that failed either because their technologies or standards did not survive or their financial position could not face the global competition.   Nevertheless, there appears to be a number of promising niches and opportunities for U.S. telecommunications companies in country (c.f. BEST PROSPECTS.) 

Below are the Wire and Wireless Operators currently operating in Brazil:

Fixed Phone Carriers Operating in Brazil – Before Full Liberalization in 2002

	
	Service provided
	Company/

Main Shareholders
	Infrastructure Suppliers
	#

Subscribers
	Market

Share

%

	REGION 1

Amazonas (AM, Roraima(RR), Maranhão(MA), Amapá(AP), Piauí (PI), Ceará (CE), Rio Grande do Norte (RN), Paraíba (PB), Pernambuco (PE), Alagoas (AL), Sergipe (SE), Bahia (BA), Minas Gerais (MG), Espirito Santo (ES) and Rio de Janeiro (RJ)
	Local
	TELEMAR

BNDESPar, Pension Funds, Andrade Gutierres, Opportunity
	Ericsson, Siemens, Lucent, Nec and Tropico
	17.590
	78.1

	
	Local
	VESPER

Qualcomm, VeloCom,Bell Canadá
	Lucent
	4.734
	21.1

	
	Local
	CTBC Telecom
	N/A
	173
	0.8

	
	TOTAL SUBSCRIBERS REGION I
	22.497
	100.0

	REGION 2

Acre (AC), Rondônia (RO), Mato Grosso (MT), Tocantins (TO), Distrito Federal (DF), Goiás (GO, Mato Grosso do Sul (MS), Paraná (PA), Santa Catarina (SC) and Rio Grande do Sul (RS)
	Local
	BRASIL TELECOM

Incumbent

Solpart, Pension Funds, TIM, Timepart
	Ericsson, Siemens, Lucent, Nec and Tropico
	10.545
	 90.0

	
	Local
	GVT

Magnum Group IDB Group, Merrill Lynch Group
	Nortel
	963
	8.3

	
	Local
	Other
	N/A
	207
	1.7

	
	TOTAL SUBSCRIBERS REGION II
	11.715
	100.0

	REGION 3

Sao Paulo (SP)
	Local
	TELEFONICA

Telefonica de Espanha
	Ericsson, Siemens, Nec and Trópico
	13.219
	90.1

	
	Local
	VESPER

Qualcomm, VeloCom, Bell Canada
	Nortel
	1.325
	9.0

	
	Local
	Other
	Nortel / Lucent
	3
	0.9

	
	TOTAL SUBSCRIBERS REGION III
	14.547
	100.0

	REGION 4

Long Distance – National Coverage
	LDI
	EMBRATEL

WorldCom
	Ericsson, Nec e Lucent
	1.241
	85.4

	
	LDI
	INTELIG

NGC, France Telecom, Sprint
	Alcatel, Cisco, HP and Nortel
	213
	14.6

	
	TOTAL SUBSCRIBERS REGION IV
	1.454
	100.0

	
	TOTAL SUBSCRIBERS – BRAZIL
	50.213
	100.0


LDN – Long Distance National

LDI – Long Distance International

Source: Anatel

Fixed Phone Carriers Operating in Brazil – As of January 2003

	Company

Name
	Service 

Provided 
	Concession

Area / Region

	Aerotech
	Local
	Area Code 11 and 21

	Telefônica
	LDN / LDI 
	Region III

	
	Local / LDN / LDI
	Regions I and 3

	Embratel
	Local
	Regions I, II and III

	CTBC Telecom
	LDN / LDI
	Specific cities of  Region I, II and III

	OI ( Telemar)
	LDN
	Specific cities of Regions II and III

	
	LDN / LDI
	Region IV

	AT& T
	Local
	Area Code 11, 19,  21 31, 41, 51 and 61 and Reg.  III

	
	LDN / LDI
	Area Code nr. 21, 31, 41, 51 and 61 and Region III

	Sercontel
	LDN / LDI
	Specific cities of PA

	
	Local / LDN / LDI
	Area code 43

	Telefree
	Local / LDN / LDI
	Area Code 11, 21, 31, 41, 43 and 61

	Telemar
	Local
	Regions II and III and specific cities of MG

	
	LDN
	Region I and III

	Impsat
	Local
	Area Code 11, 19, 21, 31, 41, 51 and 61

	
	LDN / LDI
	Area code 11

	Intelig
	Local
	Regions I, III, III

	ETML
	Local
	Area code 21 and 22

	Albra (Telecom Americas
	LDN / LDI
	Regions I, II and III

	TIM
	LDN / LDI
	Regions I, II and III

	TVA
	Local 
	Area Code 11, 21, 41 and 51

	
	LDN / LDI
	Area Code 11


LDN – Long Distance National

LDI – Long Distance International

Source – Anatel – November 2002
Cellular Carriers Operating in Brazil

	Region 1 São  Paulo City
	
	Operator
	Main 

Shareholders
	Technology
	Infrastructure Suppliers

	
	Band A
	Telesp Celular
	Portugal Telecom / Telefônica *
	CDMA
	Lucent / Motorola

	
	Band B
	BCP
	BellSouth
	TDMA
	Nortel

	
	Band D
	TIM Sudeste
	Telecom Italia Mobile (TIM)
	GSM
	

	
	Band E
	Telecom Américas
	América Móvil
	GSM
	

	Region 2

São Paulo – Interior of the State
	
	Operator
	Main 

Shareholders
	Technology
	Infrastructure Suppliers

	
	Band A
	Telesp Celular
	Portugal Telecom / Telefônica *
	CDMA
	Lucent / Motorola / Nortel

	
	Band B
	Tess
	América Móvil
	TDMA
	Ericsson

	
	Band D
	TIM Sudeste
	Telecom Italia Mobile (TIM)
	GSM
	

	
	Band E
	Vésper
	Qualcomm
	CDMA
	

	Region 3

Rio de Janeiro / Espírito Santo
	
	Operator
	Main 

Shareholders
	Technology
	Infrastructure Suppliers

	
	Band A
	Telefônica Celular
	Portugal Telecom / Telefônica *
	CDMA
	Nortel

	
	Band B
	ATL
	América Móvil
	TDMA
	Ericsson / Lucent / NEC

	
	Band D
	OI
	Telemar
	GSM
	Alcatel / Nokia / Siemens

	
	Band E
	TIM Sudoeste
	Telecom Italia Mobile (TIM)
	GSM
	

	Region 4

Minas Gerais
	
	Operator
	Main 

Shareholders
	Technology
	Infrastructure Suppliers

	
	Band A
	Telemig Celular
	Opportunity
	CDMA
	Nortel / Ericsson

	
	Band B
	TIM Maxitel
	Telecom Italia Mobile (TIM)
	TDMA
	Ericsson

	
	Band D
	OI
	Telemar
	GSM
	Alcatel / Nokia / Siemens

	
	Band E
	Vésper
	Qualcomm
	CDMA
	N/A

	Region 5

Paraná /

Santa Catarina
	
	Operator
	Main 

Shareholders
	Technology
	Infrastructure Suppliers

	
	Band A
	TIM Sul
	Telecom Italia Mobile (TIM)
	TDMA
	Ericsson / Lucent

	
	Band B
	Global Telecom
	Portugal Telecom / Telefônica
	CDMA
	Motorola

	
	Band D
	Brasil Telecom
	Opportunity
	GSM
	

	
	Band E
	Telecom Américas
	Telecom Américas
	GSM
	

	Region 6

Rio Grande do Sul
	
	Operator
	Main 

Shareholders
	Technology
	Infrastructure Suppliers

	
	Band A
	Telefônica Celular
	Portugal Telecom / Telefônica
	CDMA
	Ericsson

	
	Band B
	Telet
	América Móvil
	TDMA
	Ericsson

	
	Band D
	TIM Centro Sul
	Telecom Italia Mobile (TIM)
	GSM
	

	
	Band E
	Brasil Telecom
	Opportunity
	GSM
	

	Region 7

Center West 1
	
	Operator
	Main 

Shareholders
	Technology
	Infrastructure Suppliers

	
	Band A
	TCO
	Fistel
	CDMA
	Nortel / Ericsson

	
	Band B
	Americel
	América Móvil
	TDMA
	Nortel

	
	Band D
	TIM Centro Sul
	Telecom Italia Mobile (TIM)
	GSM
	

	
	Band E
	Brasil Telecom
	Opportunity
	GSM
	

	Region 8

North 2
	
	Operator
	Main 

Shareholders
	Technology
	Infrastructure Suppliers

	
	Band A
	Amazônia Celular
	Opportunity
	TDMA
	

	
	Band B
	Norte Brasil Telecom
	Tele Centro Oeste Celular
	TDMA
	Nortel

	
	Band D
	OI
	Telemar
	GSM
	Alcatel / Nokia / Siemens

	
	Band E
	TIM Norte
	Telecom Italia Mobile (TIM)
	GSM
	

	Region 9

Bahia / Sergipe
	
	Operator
	Main 

Shareholders
	Technology
	Infrastructure Suppliers

	
	Band A
	Telefônica Celular
	Portugal Telecom / Telefônica*
	CDMA
	

	
	Band B
	TIM Maxitel
	Telecom Italia Mobile (TIM)
	TDMA
	Ericsson / Lucent / NEC / Nortel

	
	Band D
	OI
	Telemar
	GSM
	Alcatel / Nokia / Siemens

	
	Band E
	Telecom Américas
	América Móvil
	GSM
	

	Region 10

North

east 3
	
	Operator
	Main 

Shareholders
	Technology
	Infrastructure Suppliers

	
	Band A
	BCP
	BellSouth
	TDMA
	Nortel / Ericsson

	
	Band B
	TIM Nordeste
	Telecom Italia Mobile (TIM)
	TDMA
	Ericsson

	
	Band D
	OI
	Telemar
	GSM
	Alcatel / Nokia / Siemens

	
	Band E
	Vésper
	Qualcomm
	CDMA
	


NOTES: 

Center West: Distrito Federal, Tocantins, Goias, Mato Grosso, Mato Grosso do Sul, Rondônia and Acre; 

North: Amapá, Amazônia, Maranhão, Pará and Roraima; 

North East: Alagoas, Pernambuco, Paraíba, Rio Grande do Norte, Ceará and Piauí

* 
Merger is in process

Band A and B: 800 MHz

Band D and E: 1800 MHz (PCS)

Source: Anatel and Telecom Magazines

STATISTICAL DATA

The import market of telecommunications equipment experienced a decrease of 59.8 percent in 2002 as compared to 2001, mainly due to the devaluation of the local currency, which put a brake on operators’ investments.  The exchange rate vis-à-vis the dollar became the most important variable in Brazil’s economic behavior, affecting business costs, investment decisions, and adding significantly to import costs. 

The United States holds the lion’s share of the import market with 34 percent of all telecom imports.  Principal competitors are South Korea, with 18 percent, Sweden, with 17 percent, Taiwan with 9 percent, and Japan with 7 percent.
IMPORTS - U$ million
	
	2000
	Nov.

2001
	2001

(Year)
	Nov. 

2002
	Nov.

%

2001/2002

	Terminals
	47,3
	34,5
	36,9
	24,2
	-29,6

	Switching Voice & Data
	435,5
	427,6
	445,9
	102,8
	-76,0

	Multiplexes
	299,8
	312,6
	319,5
	52,9
	-83,1

	Parts for Switching & Multiplexes
	471,0
	414,4
	427,4
	88,5
	-78,7

	Infrastructure
	44,5
	81,6
	85,3
	20,9
	-74,4

	Cellular Telephones
	4,7
	11,6
	13,6
	27,2
	134,1

	Other Transmissions
	311,0
	371,2
	398,3
	145,6
	-60,8

	Other Telecom Devices
	260,8
	371,0
	386,8
	197,7
	-46,7

	Wires, Cables /Other conductors
	365,2
	661,3
	674,5
	145,4
	-78,0

	Parts for Transmissions
	916,1
	646,8
	680,7
	534,8
	-17,3

	TOTAL IMPORTS
	3155,9
	3332,6
	3468,9
	1340,0
	59,8


EXPORTS – US$ MILLION

	
	2000
	Nov.

2001
	2001

(Year)
	Nov.

 2002
	Nov.

%

2001 / 2002

	Terminals
	17,8
	9,2
	9,4
	3,8
	-59,2

	Switching Voice & Data
	16,3
	21,7
	25,7
	11,5
	-47,0

	Multiplexes
	7,5
	20,5
	20,9
	5,6
	-72,7

	Parts for Switching & Multiplexes
	71,8
	75,3
	85,5
	57,9
	-23,0

	Infrastructure
	161,3
	156,5
	161,0
	63,0
	-59,8

	Cellular Telephones
	717,1
	747,5
	848,1
	981,1
	31,2

	Other Transmissions
	70,0
	94,4
	105,8
	87,9
	-6,9

	Other Telecom Devices
	12,1
	11,7
	12,8
	7,5
	-36,5

	Wires, Cables /Other conductors
	117,6
	108,0
	114,1
	70,5
	-34,5

	Parts for Transmissions
	118,7
	147,2
	164,6
	130,4
	-11,4

	TOTAL EXPORTS
	1310,2
	1392,0
	1547,9
	1419,2
	2,0


Source: SECEX

BEST PROSPECTS

The industry expects a significant increase in wireless data applications with the deployment of GSM, and CDMA 1xRTT technologies.  Trends of technologies continue to be toward convergence as more and more of the systems can provide voice, data, text, video, signaling and broadcasting services.  The market will have to support business models and regulations that reflect this convergence and maximize the benefits derived from investments and efficient operations made by the industry.

In the evolution toward 2.5G and 3G, local cellular operators are considering taking different routes in terms of standards.  Most operators that adopted the TDMA platform (approximately 80 percent in Band B) are still studying or conducting tests to define what standard to follow:  GSM or WCDMA.  Furthermore, in order to survive, remain financially healthy and increase their ARPU, carriers will have to find new ways to retain their existing customers, generate new revenues, and keep operational and capital expenditures low.

Special attention should be devoted to the small to medium enterprises (SMEs) as they account for 98 percent of the registered companies in Brazil and composes 48 percent of the country’s GDP.  Most of these companies still do not have good internet connections and will need customized services.

Best prospects for the sector include: 

· New Generation Networks (NGNs)

· New services to reduce customer churn

· Very cheap terminals, easily personalized, of high quality and with attractive design

· Corporate and Virtual Private Network Services (VPNs)

· New revenue generating mobile services (preferably based on the existing network)

· Broadband multiple services – evolving from plain old telephony services such as 

· Integrated Services Digital Network (ISDN)

· Circuit Data

· Voice Over Internet Protocol (VoIP) (According to IDC data, by 2005 22 percent of Brazilian voice traffic will be VoIP)

· Intelligent services network 

· New services merging voice, data, image and sounds

· Multimedia Services (MMS)

· Network solutions, such as GPRS, EDGE and WCDMA 

· Telemedicine equipment

· Security telecom equipment (alarm receivers and transmitters)

· E-Learning Services (to fill the geographic and income gaps between the populations at the lowest income levels and those in the middle)

· System Integration Services

MARKET ACCESS 

Advanced technologies and high quality products are always excellent entries for multinational telecom companies to bring to Brazil’s market, but this does not necessarily mean that it will be easy for foreign companies to export to Brazil.  Before entering the market, a foreign company has to observe and address issues including policy changes, forced technology transfer, and certification of products.  The average import duty for telecommunications equipment is 15-17 percent, but this amount may go down to zero in cases where Brazil does not manufacture similar products.  There is also a federal tax on industrial products (IPI), with an average of 4 percent, and an average State Sales Tax (ICM) of 18 percent.  Local manufacturers also pay the IPI and state sales taxes. 

Certification of Products:  ANATEL has released a list of accredited laboratories that will perform tests required for the assessment of telecommunications products.  Renewal of current and prior certificates will also be granted after testing by the OCDs to make sure they comply with ANATEL rules.  For detailed information on this subject, please visit http://www.BuyUSA.gov/ document ID: 113203 - CERTIFICATION OF PRODUCTS – ACCREDITED LABORATORIES IN BRAZIL.   

Technology Transfer:  Less dependence on telecom imports has been a longstanding goal of the Brazilian Government.  Brazil’s initiatives in international cooperation are all aimed at developing its own national industries and reducing imports where possible. 

Non-tariff trade barriers:  Non-tariff barriers such as procurement policies and technical standards can still make importing difficult.  Government and industry can be expected to put hurdles in the way of foreign telecom vendors’ exports to Brazil in order to develop their own market.  Foreign suppliers should always remember the primacy that the government places on local production, and should pay attention to licensing and/or joint venture options to counter non-tariff barriers.  

Import Costs:  The table below shows the taxes and fees applied to an imported product exported from the east coast of the United States to the port of Santos in São Paulo, Brazil. 

Shipment of a 20 foot container, weighing 10 ton (net) / 12.1 ton (gross). 

	Import Costs – Description
	US Product Imported into Brazil

US$

	Price – Ex-works
	100,000.00

	Packing/crating/blocking
	2,000.00

	U.S. in land freight
	1,000.00

	Handling Fee
	100.00

	Documents/courier
	40.00

	FOB US Factory (Sub Total)
	103,140.00

	Freight US – Brazil
	1,750.00

	Bunker charge / container (BAF)
	165.00

	Cost with Freight Subtotal
	105,055.00

	Insurance (0.5% on price FOB)
	515.70

	Price CIF
	105,570.70

	Import Duty (14% on CIF)
	14,779.90

	Subtotal with insurance and import tax
	120,350.60

	Tax on Industrial Product (4%)
	4,814.02

	Subtotal with IPI
	125,164.62

	State Tax (18% of subtotal with taxes)
	22,529.63

	Subtotal with state tax
	147,694.25

	Merchant marine fee
	1,264.00

	Terminal handling charge
	75.00

	Handling Fee – Freight Forwarder
	100.00

	Customs Clearance (R $ 300.00)
	125.00

	Broker union fee
	100.00

	Warehouse – handling fee (R $ 120.00 / container)
	50.00

	Warehouse up until 15 days (0.5% of CIF)
	527.85

	Inland freight + insurance to customer
	300.00

	Total Imported Cost
	150,236.10


Source: Association for Manufacturing Technology Mercosul office using exchange rate: US$1.00 = R$2.40

Distribution and Business Practices

Brazilian and foreign companies as well as their products must be pre-qualified to bid on government procurements.  This qualification addresses both technical and financial capabilities and must be reestablished with each bid submitted by a private company. Generally, these pre-qualifications are available in supplier application forms or public bid documents generated by each government entity.  The criteria vary among government entities according to their specific standards and applications, i.e., telecommunication products, water, wastewater, petrochemical, etc.  In general, due to short procurement lead times, U.S. exporters are better positioned to bid on public procurements if they have a locally established presence through a representative, distributor, or sales agent.

The Brazilian Consumer Law states that all equipment and products sold in Brazil must have operation manuals and specifications in Portuguese.  Aftermarket and technical assistance including spare and replacement parts must also be offered.

Foreign manufacturers usually sell through a local agent or distributor or through a locally established office.  Selecting a representative, distributor or manufacturing partnership with locally established companies can facilitate U.S. exporter entrance into the market, since market knowledge, end-user contacts and qualified management are very important in obtaining market share in Brazil.

U.S. firms should consult with local law firms when signing an agent or distribution contract with a Brazilian partner.  General Brazilian commercial law regulates commercial distribution contracts; however, specific legislation regulates the relationship between the foreign company and the Brazilian agent.  Although the U.S. company and its local agent are free to negotiate contract clauses, there are laws that govern this relationship.  By law, the indemnization payable to the agent in case of contract termination is usually favorable to the agent. 

Due to the large size of the country, agents and distributors usually cover specific regions. In some cases, depending on the company’s sales structure, an agent or distributor may have nationwide coverage. 

The most usual payment terms are:

· Payment in Advance,

· Cash Against Document,

· Confirmed Letters of Credit for higher value imports,

· Open Account (although not generally recommended.)

Financing 

Multilateral Development banks like the World Bank and the International Development Bank are important sources of long term financing for the public sector. 

Brazilian Development Bank – BNDES provides long term financing of investments for private companies in all areas, including foreign companies established in Brazil.  Its activities include financing and co-financing, security subscriptions (stocks, debentures) for the capital markets, and structured operations (such as project finance), including:

· Export of goods and services,

· Acquisition and leasing of new machinery and equipment,

· Civil projects and installations, and projects directed to improve the level of technology, quality and productivity, including training, information technology, and environment and energy controls,

· Other fixed investments, excluding land and existing improvements.

Additional information about BNDES may be obtained at http://www.bndes.gov.br
Finally, The U.S. Foreign Commercial Service provides a wide range of services to U.S. companies wishing to export to Brazil. Additional information may be obtained at http://www.buyusainfo.net/brazil. 

Ebe Raso, Business Development Specialist - Telecommunications

U.S. Commercial Service Sao Paulo

Rua Estados Unidos, 1812

01427-002 – Sao Paulo – SP – Brazil

Phone:  55/11 3897-4040
Fax: 55/11/3063-2622

E-mail: ebe.raso@mail.doc.gov
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