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Abstract

In this article, the deindustrialization of Rio de Janeiro is analyzed, as the state has recently
shown one of the worst economic performances in the country, marked by a sharp decline in
the manufacturing sector. The city of Rio de Janeiro emerges as the epicenter of this
deindustrialization, rooted in its historically fragmented political relationship with the rest of the
state, which has hindered the formation of a regional development strategy. Despite the
challenges posed by the state’s oil dependency, the energy transition could represent an
opportunity for reindustrialization, if institutional changes support regional development and
economic diversification.
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Resumo

Neste artigo analisa-se a desindustrializagdo fluminense, pois o Rio de Janeiro tem
apresentado, recentemente, um dos piores desempenhos econdmicos do pais, com forte
deterioracédo da industria de transformagéo. Destaca-se o municipio do Rio de Janeiro como
o epicentro da desindustrializagao estadual, com origem na histéria politica fragmentada da
cidade com o restante do estado, que influenciou na auséncia de projeto regional de
desenvolvimento fluminense. A transicdo energética, apesar de desafiadora, dado o perfil
petrolifero do estado, pode ser uma oportunidade para a sua reindustrializagdo, caso sejam
realizadas mudangas institucionais que estimulem o desenvolvimento regional e a
diversificagdo econémica.

Palavras-chave: Rio de Janeiro, desindustrializacao, fragmentagao politica.
Resumen

Este articulo analiza la desindustrializacion de Rio de Janeiro, que ha mostrado
recientemente uno de los peores desempefios econémicos de Brasil, con fuerte caida en la
industria manufacturera. La ciudad de Rio de Janeiro se destaca como el epicentro de este
proceso, debido a su histérica fragmentacion politica con el resto del estado, lo que ha
dificultado la formulacién de una estrategia regional de desarrollo. A pesar de los desafios
impuestos por el perfil petrolero del estado, la transicion energética puede representar una
oportunidad de reindustrializacion, si se implementan cambios institucionales que promuevan
el desarrollo regional y la diversificacién econémica.

Palabras clave: Rio de Janeiro, desindustrializacion, fragmentacion politica.



1 Introduction

The political environment exerts significant influence over the economic
environment, as the way the State acts, or fails to act, can attract or repel
investments. In recent years, most investments in the state of Rio de Janeiro have
been related to specific characteristics, such as the existence of oil reserves or its
tourist profile. In terms of the development of an industrial productive chain, little has
been observed compared to other states of the federation.

Consequently, the fluminense' manufacturing industry, an activity with significant
power to generate economic linkages, has been deteriorating, to such an extent
that, among all 27 states of the federation, Rio de Janeiro was the only one to show
a real contraction of this activity between 1985 and 2022. This was reflected in acute
deindustrialization in the state, with a large part of its intensity explained by the
performance of the city of Rio de Janeiro, which showed widespread shrinkage
across various industrial segments.

The major positive highlight of the fluminense economy today is the extractive
industry, explained by the existence of oil reserves, which make the state the largest
producer of this product in the country. However, due to its poorly diversified
productive structure, the high dependence on oil production, a finite natural
resource, has brought broad economic vulnerability to the state, which is likely to be
aggravated by the energy transition, one of the main items on the global agenda
today.

Despite being challenging for the state, the energy transition can also be an
alternative for reviving industry in Rio de Janeiro, through regional development
planning that encourages its reindustrialization focused on low-carbon activities, a
market with great potential for expansion. Reversing fluminense deindustrialization
is not trivial, but it is not impossible either. However, for this process, the institutional
strengthening of the State and its commitment and seriousness regarding economic
development are crucial. Without an improvement in the political environment, it will
be unviable for a state experiencing multiple crises to take advantage of the
opportunities generated by the energy transition, and there could even be an
intensification of pre-existing challenges.

The power of institutions and efficient policy is reflected in a qualified workforce, the
creation of an environment conducive to innovation, the attraction of companies that
can stimulate the economy and the job market, and that contribute to the state
entering a virtuous cycle of prosperity. Therefore, an environment favorable to
economic development begins with a stable political environment.

In addition to this introduction, this article consists of five more sections. The second
section presents a brief historical analysis of the economic and social formation of
Rio de Janeiro, highlighting the origin of its current institutional weaknesses, which
culminated in crises in multiple spheres. The third section presents the data used for
the analysis, the necessary treatments, and the methodology adopted to measure
deindustrialization in the state. The fourth section presents the analysis of the
economic results, highlighting the performance of the manufacturing industry and
the role of the city of Rio de Janeiro in the state's deindustrialization process. The
fifth section addresses how the energy ftransition can be an opportunity for
reindustrialization in the state. Finally, the sixth section emphasizes the importance
of changing the way political institutions operate in the state so that, through
planning and commitment, the fluminense trajectory can be transformed towards a
new cycle of prosperity.

' The term “Fluminense” is used here as a descriptor for the geographical region corresponding to the state of Rio de Janeiro. It
historically refers to the inhabitants, culture, and territorial identity of this state, distinguishing it from other regions of Brazil.
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2 Brief Economic Historical Context

This section presents characteristics of the economic and social formation of the
state of Rio de Janeiro in a non-exhaustive manner. The objective is to highlight how
the differences in the state's formation contributed to its political fragmentation. It
also highlights how this fragmentation favored, over time, the outbreak of crises in
various spheres, which directly affected the performance of the state's economy.

2.1 Social Formation of the State of Rio de Janeiro

In 1763, the city of Rio de Janeiro became the capital of the Portuguese Colony of
Brazil, which contributed to the attraction of many investments, which became even
greater with the arrival of the Royal Family in 1808, a moment when the city became
the seat of the United Kingdom of Portugal, Brazil, and the Algarves, which
contributed to strengthening it as the commercial-financial center of Brazil (Osério
and Versiani, 2015). In 1822, with the Proclamation of Brazil's Independence, Rio de
Janeiro became the Capital of the Empire of Brazil, and in 1889, with the
Proclamation of the Republic, Rio de Janeiro became the Capital of the Republic, at
the beginning of federalism in Brazil.

These events contributed to the economy of this city, and its immediate
surroundings, developing around the needs of the various conditions of capital,
supplying the high availability of labor, mainly in the provision of services; the rest of
the state was quite rural.

The main economic activity in the interior of Rio de Janeiro was large estate coffee
production, based on slave labor. This activity began to deteriorate at the end of the
19th century, influenced by the abolition of slavery and the reduction in the price of
coffee on the world market (Vieira, 2001). Furthermore, the lack of modernization of
production, without the same increment of machinery observed in other regions of
the country, and the adoption of techniques harmful to soil fertility, contributed to the
sharp reduction in coffee production in the state, which influenced its weak
economic performance (Vieira, 2001).

Another important characteristic, during the 20th century, was the intensification of
the migratory process, which contributed to the significant expansion of the
population of the city of Rio de Janeiro. Consequently, urban spaces, which were
already largely occupied, became more expensive due to the scarcity of areas for
the construction of new ventures. The high attraction of investments in the city
throughout its history contributed to real estate speculation, which became more
evident from the urbanization process in the mid-1930s (Ferreira, 2018). As a
consequence of the increasing cost of living in the city, there was greater population
sprawl, a process in which many people migrated to neighboring municipalities,
where the cost of living was lower compared to the capital.

This phenomenon was of great importance for the strengthening of interdependence
between the municipalities of the state, mainly in its metropolitan region. While the
capital offered a wide range of job opportunities, the neighboring municipalities often
became dormitory cities to which people returned only to rest (Ferreira, 2018). This
process ended up generating a hierarchy of the city of Rio de Janeiro over the other
municipalities, since economic decision-making was centered in this city, which, in
turn, served national interests, as it was the Capital of the Republic of Brazil.

The population swelling in the city of Rio de Janeiro also influenced the process of
favelization, characterized by occupation in the hillside areas of the cities. To deal
with the expansion of favelas, the State created the "parques proletarios"
(proletarian parks) and housing complexes in the mid-20th century, with the
objective of transferring inhabitants from the hills to locations far from the central
area. These places, however, ended up "repeating the processes of favela growth
and saturation of installed infrastructure," with precarious provision of public
services, where there was often no "street layout, urban planning, water, or light,"
thus establishing a "separate city" (Portal MultiRio, s.d.).

3/21



This conjuncture created an environment conducive to the emergence of organized
crime in these locations. It is from this that "images emerged that made the favela a
place of danger, to be eradicated; of lack and deprivation, very different from the
residences of the rest of the urban population considered 'civilized™ (Portal MultiRio,
s.d.).

The beginning of the industrialization process in Rio de Janeiro followed the logic of
prioritizing national demands over local ones, with the development of specific
industries that were not planned for the development of a regional chain. Unlike
what happened in Sdo Paulo, for example, where, in addition to federal investments,
resources generated by coffee production played a relevant role in the
industrialization of that state, in Rio de Janeiro state presence was dominant in
investments (Pedreira et al.,, 2024). Notable examples, as cited by Osério and
Versiani (2015), are federal investments in the region "such as the installation of the
Companhia Siderurgica Nacional [National Steel Company] (1941); the Fabrica
Nacional de Motores [National Motor Factory] (1942); the Companhia Nacional de
Alcalis (1943) and the Refinaria Duque de Caxias [Duque de Caxias Refinery]
(1961)", which reinforces the central role of the federal capital and the state of Rio
de Janeiro in the Brazilian economy of the time.

In 1960, the federal capital was transferred to Brasilia, with the objective of making
its location geographically central and ensuring the settlement and control of regions
further away from the South axis of Brazil (Ceballos, 2005). Consequently, Rio de
Janeiro became, until 1975, the only municipality constituting the state of
Guanabara, thus benefiting from the collection of taxes at both the municipal and
state levels. This further increased the investment discrepancies that already existed
between Rio de Janeiro and the other municipalities that comprised the state at that
time.

In terms of investment attraction, however, a reduction was noted in the state with
the departure of the federal capital from the city of Rio de Janeiro (Osoério and
Versiani, 2015). Industry was one of the activities that felt the effects of this change
most acutely, as

The economic development that occurred in Rio de Janeiro always followed in
the wake of its capital status; there was no Long-Term planning on the part of
the carioca business community aiming to become independent from federal
investments or the income from public employees and companies. The capital
status and the benefits inherent to it meant that the carioca business
community did not learn to walk on its own, becoming, in general, dependent
on investments and initiatives generated by the public power, and this occurred
even though it was known to all that the elevation of the city to the capital of the
republic had a transitional character (Costa, p. 16, 2010).

In 1975, Guanabara was extinguished and the municipality of Rio de Janeiro began
to integrate the state of Rio de Janeiro as its capital, giving rise to the current
formation of the fluminense territory. The federal government's main justification for
the merger of the two states was to contribute to integrated economic development
in the region, making it a national development pole. Guanabara had physical space
restrictions for industrial expansion, but, by merging with the state of Rio de Janeiro,
which was relatively less industrialized, industrial expansion could occur in the
territory (Ferreira, 2006). Furthermore, the political factor was also an important
motivating aspect for this merger.

From a political aspect, the merger reduced the weight of the Brazilian Democratic
Movement (MDB) party of Guanabara. Consequently, the "merger, instead of
creating conditions for the new state to represent a consistent force on the national
scene, in reality encouraged political struggle, which made the construction of a new
regional identity unviable" (Ferreira, 2006). Thus, the idea of creating an integrated
state clashed with the political fragmentation created by the unification of different
regional political bases that did not intend to lose their autonomies. It is observed,
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therefore, that the absence of political unification of the new state of Rio de Janeiro
contributed to little being proposed in terms of elaborating a project for effective
regional development. Since then, the political crisis in the state, although with more
acute and mild moments, has in a way persisted.

In practice, although there was economic dependence between the municipality of
Rio de Janeiro and the others in the state, the merger "administratively reunited two
entities that had never been united" (Pedreira, et. al, 2024), which contributed to the
generation of great political tension in the state. The political fragmentation formed
by the unification of different political bases harmed the establishment of regional
development for Rio de Janeiro, as the priority was the dispute for state power.

The economic structuring of the state reflected this politically fragmented
environment, with the establishment of "a dispersed set of sectoral specializations in
a region and with little coherence from the point of view of a territorial division of
labor," characterized by a fragile productive base and vulnerable to external events,
typical of a hollow productive structure (Sobral, 2017).

According to historian Marly Motta, the "singularity of the former Guanabara
was nullified in favor of its integration into the new state of Rio de Janeiro." This
makes us reflect on the limits and possibilities of a project like the merger.
Motta continues: "whose implementation would have to deal with the political
identity of two regions forged by the memory that each one of them built of its
own past. On one side, the city of Rio de Janeiro, capital of the country for
more than a hundred years, for 15 years occupying a singular place in the
federation, that of state-capital, and struggling to conserve its traditional role as
the 'country's sounding board'’; on the other, the former state of Rio, the 'Old
Province', divided between the attraction of the 'marvelous city' and the fear of
suburbanization" (Portal MultiRio, s.d.).

Osodrio and Versiani (2015) termed this period of the federal capital's departure from
the city of Rio de Janeiro, and the subsequent unification of Guanabara with the
state of Rio de Janeiro, as one of "economic emptying" due to the reduction in the
level of investments in the state and the departure of various companies and people,
which contributed to increased unemployment and reduced economic activity in the
state, mainly of an industrial nature. Thus, Rio de Janeiro found itself devoid of a
regional identity, a phase that lasted until the discovery of oil in the state.

The first oil well in Rio de Janeiro was discovered in the Campos Basin in 1974.
From the 1980s onwards, the state became a reference in oil production in the
country, which modified its productive structure and made oil production, and later
also natural gas, the new identity of the fluminense economy. The state once again
began to attract substantial investments, not only concentrated in its capital but also
in other municipalities. In 2005, with the start of production in the Santos Basin, the
relevance of Rio de Janeiro in the national production of oil and natural gas was
further expanded (Souza, 2019).

The voluminous inflow of investments into the oil sector, in a way, reduced the focus
on the structural deficiencies of the fluminense economy. The political problems,
however, remained. Since the state's unification in 1975, of the fourteen politicians
who governed Rio de Janeiro, six were arrested or removed due to involvement in
corruption schemes?. Despite the expressive growth of the extractive industry, the
other activities presented one of the worst performances in the country, according to
data from the IBGE's Regional Accounts System. The high political instability of Rio
de Janeiro influenced the performance of these activities by contributing to scaring
away investments. Consequently, the increase in the state's economic dependence
on the production of natural resources, coupled with the weak economic
performance in other activities, made it increasingly susceptible to various types of
self-reinforcing crises.

2 Moreira Franco, Anthony Garotinho, Rosinha Garotinho, Sérgio Cabral, and Luiz Fernando Pezao were arrested. Wilson Witzel
was removed from office and investigated.

5/21



2.2 Outbreak of Crises in Rio de Janeiro

The brief historical contextualization of the economy of Rio de Janeiro showed two
types of dependence in its structure over time. The first due to development
concentrated in its capital, and the second, due to the concentration of the economic
structure on oil and natural gas production activity.

In both cases, there was no extensive planning in the state for this configuration.
The fact of being the capital, or the fact of having oil and natural gas reserves, are
characteristics determined, respectively, by serving national interests and
geographical location. In a way, this may have contributed to the state being less
than proactive in structuring an industrial productive chain, aligned with a project of
regional development. What was established in Rio de Janeiro was a weakened
State, with difficulties in dealing with the various existing crises.

Rio de Janeiro has been experiencing, for years, a situation of grave fiscal crisis,
being the state with the largest public debt in the country, according to data from the
State Secretariat of Finance. The unification in 1975, with the extinction of
Guanabara, resulted in a loss of state revenues that were destined for that state,
and generated a commitment of its public accounts (Motta, 2001).

In the 1990s, this scenario changed with the establishment of payments of royalties
and special participations for the production of oil and natural gas, which favored Rio
de Janeiro, the largest producer in the country, according to ANP data. However, the
dimension that these revenues gained in the finances of the state and its
municipalities made it vulnerable to fluctuations in the price of a barrel of oil. Rio de
Janeiro did not plan adequately for price volatility, not having invested these
resources significantly in the development of other economic activities to reduce
dependence. In reality, a certain "financial complacency due to the substantial oil
revenues" was noted, which resulted in the abandonment of planning to diversify the
productive structure (Ribeiro and Azevedo Neto, 2024).

Given this context, the risk to the fluminense economy intensified over time, with a
poorly diversified economy dependent on a volatile activity. In 2015, with the sharp
fall in the world price of a barrel of oil, the reduction in the level of state revenues
was significant, which aggravated its fiscal situation.

The acute process of deindustrialization in the state also contributed to the reduction
in its level of revenues over time. However, as there was a large inflow of resources
from financial compensation for extractive activity, the reduction in industrial
revenues was largely compensated. This process, although not abrupt, has been
quite intense over the years, with the closure of various companies and factories in
Rio de Janeiro and the consequent loss of jobs in the activity.

With the absence of state action in marginalized areas, criminal factions, over time,
developed and became extremely powerful, generating a context of civil war, where
the main victims are the residents of marginalized areas, who experience a constant
feeling of insecurity, compromised right to come and go, due to orders to close
roads, and increased crime.

It is noted that, in different aspects, the absence of the State, whether in managing
oil revenues for economic diversification, in establishing a housing plan, in providing
quality public services, in structuring a regional development plan, negatively
affected the economy and society.

In an interview with the newspaper El Pais, Professor Mauro Osorio, a specialist in
the fluminense economy, highlighted that the state's fiscal crisis is due "to an absurd
drop in tax revenues, oil royalties, and federal transfers in a State with failed
planning, dependent on oil, and with a still hollow productive structure" (Martin,
2016), which summarizes the current situation of Rio de Janeiro.
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3 Methodology and Database

To understand the intensity of deindustrialization in Rio de Janeiro, data from the
IBGE's Regional Accounts System (SCR), the Ministry of Labor and Employment's
Annual List of Social Information (RAIS), and the IBGE's Annual Industrial Survey
(PIA) were analyzed. These sources allowed for the measurement of fluminense
deindustrialization through value-added and employment data. As it is a historical
analysis, treatments were performed to make the historical series compatible. Due
to classification changes, which naturally occur over time, some adaptations were
necessary for comparability and increased coherence of the information. This
section begins with the presentation of the concept of deindustrialization and its
importance for the analysis of economic development. Subsequently, the treatments
performed on the database are detailed.

31 Deindustrialization: Concept and Importance for Analysis

According to Squeff (2012), Kaldor found that, since the manufacturing industry
generally presents a higher level of productivity than other economic activities, the
increasing relevance of this type of activity in the economy raises the average
productivity of a country, with positive effects on its GDP growth®. Furthermore,
Squeff (2012) highlights that this activity has a great capacity to generate positive
externalities, by fostering both the supplier value chain (increased demand for
products from agriculture and extractive industries, to be transformed) and the
demand chain (increased demand for services such as trade of manufactured
products, transportation to final consumers, financial intermediation for acquisition,
among others), which makes it an important driver of economic growth.

The manufacturing industry cited by Kaldor refers to the transformation industry.
This industry encompasses various activities that, to different degrees, involve the
application of production functions, from primary products, or even already derived
ones, to create transformed products that usually involve some degree of
technological application. For this reason, the transformation industry is considered
to have "high potential to leverage the economic and social development of a nation,
especially for countries in intermediate stages of development like Brazil." (Morceiro,
2011).

Given the importance of the transformation industry for economic development, it
becomes relevant to analyze deindustrialization processes, which are those where
there is a loss of participation of this activity in the economy. By identifying the
causes that lead to this reduction, one can understand the effects on economic
development.

According to Squeff (2012), changes in the sectoral composition of countries are
observed over time, as they develop. Initially, there is a reduction in the participation
of agriculture, due to the intensification of industry. Over time, however, with the
increased demand for services, these begin to gain greater participation in the
economy, at the cost of a reduction in industrial participation.

Two characteristics should be emphasized in the described movement: (i) the loss of
industry participation in the economy is expected as countries develop, and (ii) there
is not necessarily a contraction of the industry; the observed loss of participation
may only be relative.

It is concluded, therefore, that deindustrialization is not always problematic if it is a
consequence of the economic development process in which, over time, a reduction
in the participation of agriculture is observed, due to the intensification of industry,
which, with a subsequent increase in the participation of services, due to increased
demand for them (Squeff, 2012). In this case, deindustrialization is not due to a
contraction in the transformation industry, but rather to growth in the service sector
at rates higher than those of industry.

3 Squeff (2012) explains that Kaldor’s argument is based on the fact that the rapid increase in industrial productivity, as output grows,
is due to the presence of economies of scale, which are quite common in this sector.
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Deindustrialization, therefore, becomes a problem if it occurs prematurely, not being
a result of the "natural" process of greater demand for services, but rather due to
deficiencies in industrial development, with effects of reducing the long-term
potential economic growth of a country (Morceiro, 2011).

In the literature on deindustrialization, various forms are used to measure it, the
most used, according to Squeff (2012), being those that measure its weight in levels
of production (value added and employment)*.

3.2 Database

The data from the IBGE's Regional Accounts System (SCR) used in this article refer
to the value added of the transformation industry and the GDP for the 27 states of
the federation. In the current methodological reference of the SCR, 2010, data is
available from 2002, but the IBGE has regional data in the previous methodological
reference from 1985.

The Annual List of Social Information (RAIS) from the Ministry of Labor and
Employment, is an administrative record with various information, the ones used in
this article being those related to formal employment links as of December 31 of
each year. It is a relevant database for analyzing employment dynamics as it
presents data from 1985, with extensive geographical and economic activity detail.

In this article, data were collected for segments of the transformation industry
activity and for the total economy in three distinct periods. From 1985 to 1994, the
"IBGE Subsetor" activity classification was used. Between 1994 and 2005, the
"CNAE 95 Grupo" was adopted, and from 2006 onwards, information was collected
in the "CNAE 2.0 Grupo", the current classification adopted by the IBGE.

The information on transformation industry activities was made compatible into
seven segments. This compatibility was possible because the "IBGE Subsetor"
classification, for example, has data even after 1994, which allowed comparison of
the series with the other classifications; the same occurs with the "CNAE 95 Grupo",
which can be compared with the "CNAE 2.0 Grupo". Table 1 details the
disaggregation of the transformation segments analyzed and the treatments
performed for the elaboration of the historical series from 1985 to 2024.

4 Rowthorn initially proposed an analysis based on employment data. Later, Tregenna began to analyze value-added data (Morceiro,

2011).
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Table 1: Translation of the classification of transformation industry segments for
compatibility of the historical series of formal employment links

Textiles, apparel,
and footwear

Paper, cardboard,
and printing
Chemicals

Metallurgy

Machinery

Other

Variation by the sum
of codes 11 and 12

Variation by code 08

Variation by code 10

Variation by code 03

Variation by the sum
of codes 04, 05 and
06

Variation by the sum
of codes 02, 07 and
09

Activities IBGE Subsetor - CNAE 95 Grupo - 1994  CNAE 2.0 Grupo
1985 to 1993 to 2005

Food and Variation by code 13 Code 15 Sum of codes 10

beverages and 11

Sum of codes 17, 18
and 193

Sum of codes 21 and
22, excluding code 221

Sum of codes 23, 24
and 252

Sum of codes 27 and 28

Sum of codes 29, 30,
31, 32, 33, 34 and 35

Sum of codes 16, 191,
192, 20, 251, 26, 361,
369 and 37

Sum of codes 13,
14, 153 and 154

Sum of codes 17
and 18

Sum of codes 19,
20 and 21

Sum of codes 24
and 25

Sum of codes 26,
27, 28,29 and 30

Sum of codes 12,
151, 152, 221,
23, 321, 322,

323, 324 and 329

Source: Adapted from MTE-RAIS. Own elaboration.

4 Economic Weakening of Rio de Janeiro

This section analyzes the economic performance of Rio de Janeiro from 1985 to
2024. It begins with the presentation of the variation rates of value added by
economic activities and the identification of the fluminense economy's performance
as the worst in the country. Subsequently, the evolution of deindustrialization in Rio
de Janeiro is presented, highlighting the relevance of the performance of the
transformation industry in the city of Rio de Janeiro in this process.

4.1 Performance of Fluminense GDP compared to other states

Table 2 presents the accumulated real variation rates of GDP and value added in
three major economic activities (agriculture, industry, and services) and, with detail
on four industrial activities, in the 27 states of the federation, between 1985 and
2022, based on SCR data. It is observed that the performance of the fluminense
GDP was the worst in the country in the period, as was the value added in
agriculture and the services sector. In the total industry, it only did not occupy the
last position due to the performance in the extractive industry. In an exercise of
excluding this activity from the industry, Rio de Janeiro would also occupy the last
position in the country in industrial activity.
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Table 2: Accumulated Real Variation of Value Added, between 1985 and 2022, by
Economic Activities and States of the Federation — in %

States of Agricul- Industry Service
Fe dtehrition ture | Extrativa Tr:]aarli;‘(r)]r SIUP | Construction | Total S GDP
RJ Ranking 27 3 27 24 27 20 27 27
RO 254,3 316 267,17 1639,1 151 307,7 238,1 2827
AC 64,2 - 486 1035,8 187,5 2431 2124 2247
AM 10,6 200,6 975,1 614,8 220,8 818,1 268,3 561,9
RR 1195,4 - 2154 4897,7 340,3 279 436,5 478,6
PA 224 596,3 27,5 1419,5 348,2 209,8 2224 2275
AP 157,7 -42,3 78,6 -3203 172,2 119,4 362 305,7
TO 555,3 - 925 1300,2 110,1 269,8 1746 253
MA 141,1 - 294,3 1022,2 66,8 -43,4 249,9 238,6
Pl 784,8 - 342,4 27401 148,1 175,7 136,5 243,1
CE 68,4 -74,8 59,2 753,7 378 141,8 175,8 175,9
RN 298,6 -30,8 158,7 925,2 140,2 1076 164,2 163,9
PB 74,2 - 4976 654,5 154,2 2229 129 188,6
PE 198,8 413,2 31,8 173,9 491 429 126,5 108
AL 165 - 72,6 275,5 1442 -61,3 129,7 1317
SE 149,7 -79,9 62,9 248,6 50,9 94,8 143  134,2
BA 139,2 -24,5 57,4 122,6 92,6 63,5 130,7 107,3
MG 229,2 -24 .4 45 92,7 167,2 53,1 140,8 121,7
ES 251,3 128,5 70,9 136,2 155,4 108,3 160 151,1
RJ 6,4 536,5 -20,2 135,2 12,1 73,3 741 77,3
SP 117,8 699,7 16 212,3 69,3 38,4 143,3 106,2
PR 2429 -38,9 129,1 481 134,5 1472 167,9 186
SC 228 -59,7 70,6 407 274 1046 2159 190,2
RS 50,1 -15,7 37,3 188,9 105,6 554 1039 915
MS 290,4 133,1 634,5 5454 111,8 387,8 204,9 276
MT 4366,4 442 808,7 1857,9 280,3 631 398,2 8111
GO 436,3 152,6 253 177,4 134,9 183,8 181,8 2154
DF 229,9 159,6 273,1 317,6 124,3 167,9 1852 188,7

Source: IBGE. Regional Accounts System. Own elaboration.

In Table 2, the negative performance of the value added of the transformation
industry in Rio de Janeiro between 1985 and 2022 stands out, having been the only
state in the country to have a real contraction in this activity in the period (-20.2%).
In the analysis of formal employment links, Rio de Janeiro was also the only state to
record a contraction, between 1985 and 2024, according to RAIS data. In this
period, the contraction of formal employment in the fluminense activity was 18%,
while in Brazil there was growth of 65.1%. Figure 1 presents the variation rates for
all Brazilian states.
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Figure 1: Variation Rate of Formal Employment Links in Transformation by State,
between 1985 and 2024 - %°

Source: Annual List of Social Information - MTE. Own elaboration.

The transformation industry has a great capacity to generate positive externalities,
by fostering both the supplier value chain (increased demand for products from
agriculture and extractive industries, to be transformed) and the demand chain
(increased demand for services such as trade of manufactured products,
transportation to final consumers, financial intermediation for acquisition, among
others), which makes it an important driver of economic growth, and can be
considered an engine of economic growth (Squeff, 2012). For this reason, it is
important to understand the characteristics of the deterioration of this activity in Rio
de Janeiro.

4.2 Evolution of the Fluminense Transformation Industry by Segment

Figure 2 shows the real evolution of the value added of the transformation industry
in Brazil and Rio de Janeiro between 1985 and 2022. It is noted that the decoupling
of the state's activity from the national one began in 1993 and intensified until 2008,
after which the evolution was similar in both locations.

® TO and GO were a single federative unit before 1989. The estimate for TO prior to 1989 was obtained based on the evolution of
GO’s series. In turn, for this period, GO was calculated as the difference between the total for the state and the estimate for TO.
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Figure 2: Real Evolution of Value Added in the Transformation Industry of Brazil and

Rio de Janeiro — 1985 = 100
Source: IBGE - Regional Accounts System. Own elaboration.

Based on data from the IBGE's Annual Industrial Survey (PIA), the accumulated real
variation rates of the gross production value of the transformation industry in twenty
segments between 1996 and 2022 were analyzed, presented in Table 3. Positive
variations are highlighted in green, and negative ones in red.

Table 3: Real Variation of the Gross Production Value of the Transformation Industry
and its Segments in Rio de Janeiro, between 1996 and 2022 - %

Segments Rates - %
Manufacture of motor vehicles, trailers and bodies 1.358,1
Manufacture of coke, refined petroleum products and biofuels 772,4
Metallurgy 197,1
Manufacture of rubber and plastic products 117,9
Other machinery and equipment 67,7
Manufacture of furniture 38,6
Manufacture of non-metallic mineral products 32,8
Manufacture of beverages 25
Manufacture of metal products, except machinery and equipment 15,4
Manufacture of chemicals 12,5
Manufacture of food products -3
Manufacture of pulp, paper and paper products -5,3
Manufacture of wearing apparel and accessories -8,7
Manufacture of electrical machines, apparatus and materials -11,4
Manufacture of pharmaceutical chemicals and pharmaceuticals -47 .1
Tanning, dressing and manufacture of leather, travel articles, handbags 536
and footwear ’
Manufacture of tobacco products -60,6
Manufacture of wood products -62
Manufacture of textiles -65,2
Printing and reproduction of recorded media -82,9

Source: IBGE - Annual Industrial Survey. Own elaboration.

Between 1996 and 2022, four segments lost more than 5 percentage points (p.p.) of
participation, while another three gained more than 5 p.p. of participation. In the
other thirteen segments analyzed, although there were no individual changes in
participation as intense, together they summed a loss of 13.9 p.p. in the period.

In Figure 3, the evolution of the participation shares of the segments that had
increases or losses greater than 5 p.p. in the gross production value of the
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fluminense transformation industry between 1996 and 2022 are presented. On the
left are the segments that lost participation, while on the right are the trajectories of
the segments that increased it.
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Figure 3: Evolution of the Participation Share of the Largest Changes in the Gross
Production Value of Segments in Rio de Janeiro's Transformation Industry between
1996 and 2022 - %

Source: IBGE - Annual Industrial Survey. Own elaboration.

It is observed that there was a restructuring in the composition of the gross
production value of the fluminense transformation industry over time, with an
increase in concentration in only three segments: (i) manufacture of coke, refined
petroleum products and biofuels, (ii) metallurgy, and (iii) manufacture of motor
vehicles, trailers and bodies.

4.3 Evolution of the Fluminense Transformation Industry by State Regions

The analysis by regions shows that the contraction in formal transformation
employment was concentrated in the metropolitan region, specifically in the
municipality of Rio de Janeiro. Table 4 presents the variation rates of formal
transformation employment by regions of the state between 1985 and 2022.

Table 4: Variation of Formal Transformation Employment, between 1985 and 2022,
by Different Locations — in %

Locations Rates - %
Brazil 65,1
State of Rio de Janeiro -18
Coastal Lowlands (Baixadas Litoraneas) 2497
South-Central Fluminense 10,7
Costa Verde 71,4
Médio Paraiba 25,4
Metropolitan Area -36,5
City of Rio de Janeiro -51,1
Other cities 8,5
Northwestern Fluminense 153,8
Northern Fluminense 81,9
Mountain Region 63,2
Other states 74,3

Source: MTE - RAIS. Own elaboration.
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Between 1985 and 2024, the state, which is composed of eight regions, showed
growth in formal transformation employment in seven, with the only contraction
being in the metropolitan region (-36.5%). This region is composed of 19
municipalities®, the largest of which, in population terms, is the city of Rio de Janeiro.
The performance of formal transformation jobs in this municipality is the main factor
explaining the contraction observed in the region, since the aggregate formal
transformation employment in the other municipalities of the region grew by 8% in
the period, while in the state capital, there was a reduction of 51.1%.

Figure 4 shows the evolution of formal transformation employment in Brazil and Rio
de Janeiro, with exercises showing how much the contraction observed in the state
is highly concentrated geographically in its capital.
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Figure 4: Evolution of Formal Transformation Employment by Location - 1985=100
Source: MTE - RAIS. Own elaboration.

Only the city of Rio de Janeiro and the metropolitan region performed worse in 2024
than they did in 1985. Since the performance of the city of Rio de Janeiro was the
main responsible for the drop in formal transformation employment in the state, the
following section analyzes the evolution of the transformation industry, in this city, by
segments.

4.4 Evolution of the Transformation Industry in the City of Rio de Janeiro
by Segments

In the disaggregated analysis by segments, presented in Table 5, it is observed that
the contraction of formal transformation jobs in the municipality of Rio de Janeiro
between 1985 and 2024 was widespread, with contractions above 20% in all
segments analyzed.

8 According to CEPERJ (2019).
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Table 5: Variation of Formal Jobs by Segments of the Transformation Industry in the
City of Rio de Janeiro between 1985 and 2024 - %

Segments Municipality of Rio de Janeiro
Transformation -59,6
Food and beverages -23,8
Textiles, apparel and footwear -69,0
Paper, cardboard and printing -71,2
Chemicals -38,8
Metallurgy -46,3
Machinery -68,4
Other -75,6

Source: MTE - RAIS. Own elaboration.

As llustrated in Figure 5, which shows the evolution trajectories of formal
employment by segments of the transformation industry in the city of Rio de Janeiro
since 1985, most of this contraction occurred in the 1990s, a period in which only
the food and beverage manufacturing segment showed growth in formal
employment in the city. However, by the end of the 1990s, this segment also
contracted in the city, as happened with the others.

140
120
100
80
60

40

20

W OMN~WwWOoOoO o NS W WSO dNMS WO~ NMS WO~ o NS
W W®MOWOWODONDODDDOOOOO00 00000 0 @ oo oo o NN
oo o000 000000000000 000000000000
A A A A A A H NN NN NN NN NN NN NN NN NN NN NN
== == Transformaca e Alimentos e bebidas
m—— TEXxt1il, vestudrio e calcados .Papel, papelao e grafica
Quimica Metalurgica
Maquinas e QUtros

Figure 5: Evolution of Formal Transformation Employment in the City of Rio de
Janeiro by Segments - 1985=100

Source: MTE - RAIS. Own elaboration.

In the analysis starting from 1994, it was possible to increase the granularity of the
investigated segments from seven to 18. It is noteworthy that between 1994 and
2024, there was a contraction of 39.4% in formal transformation jobs in the city, with
contraction in 17 segments. In this period, only the manufacture of coke, refined
petroleum products and biofuels showed growth in formal employment in the city,
and this was quite significant (1,394.4%).

These results show that the deterioration of the transformation industry in the city of
Rio de Janeiro was practically widespread, which contributed to deindustrialization
in the city, with a reduction in economic diversification so acute that it influenced the
economic performance of the entire state.
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4.5 Rio de Janeiro’s deindustrialization

The deindustrialization process is observed when there is a loss of participation of
the transformation industry in the economy. It can be considered problematic if this
process occurs prematurely, due to deficiencies in industrial development, with
effects of reducing long-term potential economic growth (Morceiro, 2011).

Given the contraction of the transformation industry in Rio de Janeiro, both in terms
of value added and the generation of formal jobs, the prematurity of fluminense
deindustrialization is undeniable. The transformation industry in the state showed
the worst evolution in the country, with a significant influence of its capital's
performance on this pattern.

Figure 6 shows the participation of the transformation industry in the fluminense
economy, measured by value added and formal employment. Evident
deindustrialization in the state is noted in both metrics analyzed.
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Figure 6: Participation of Transformation Industry Value Added and Formal
Employment in the Total of These Variables in the Fluminense Economy - %

Source: IBGE - Regional Accounts System. Own elaboration.

In Figure 7, the participation of the transformation industry in the economy by
regions, measured by formal employment, is presented.
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It is noted that, structurally, Brazil has a greater representativeness of the
transformation industry in the economy than the state of Rio de Janeiro, which, in
turn, is more significant at the national level than in the municipality of Rio de
Janeiro. In terms of evolution, all three locations underwent deindustrialization over
time. The transformation industry, in all these locations, faced challenges such as
economic opening, fiscal crises, and changes in industrial policy, which impacts
industrial employment. However, in the 2000s, there was a stabilization of the
transformation industry's participation in the national economy, while in the state and
city of Rio de Janeiro, deindustrialization proved to be continuous, which may
indicate that local economic and political factors contributed to a greater
intensification of fluminense deindustrialization.

5 Energy Transition and the Reindustrialization Opportunity

The presented results show that, over time, Rio de Janeiro has faced widespread
challenges in the transformation industry. The main segment of the activity that
stands out in the state is the manufacture of coke, refined petroleum products and
biofuels. This is explained by the fact that the state is the main producer of oil and
natural gas in the country.

There are various economic problems inherent in intensifying the concentration of
the economy, as this increases the risks of economic dependence. In Rio de
Janeiro, a clear concentration in the oil chain is noted, from the extractive activity,
which stands out as the one with the highest growth in the state, to the refinery,
which although part of the transformation industry, is highly associated with the good
performance of the extractive industry.

There is increasing evidence that the oil industry must reformulate itself throughout
the 21st century. This is explained by the need to reduce the consumption of fossil
fuels to combat the intensification of global warming, which has contributed to the
increased occurrence of adverse consequences for humanity, such as increased
chances of storms, floods, famine, migration, among others (IPCC, 2021). One of
the main measures to combat the intensification of climate change is the energy
transition, whose objective is to expand the gradual use of renewable and clean
energies, to the detriment of the use of fossil fuels, such as oil and its derivatives
and mineral coal, for example.

This context brings enormous challenges to the economic structure of Rio de
Janeiro, which is highly dependent on oil production. There is a need to diversify the
productive structure of Rio de Janeiro because, otherwise, the expected reduction in
demand for oil throughout the century could contribute to the creation of a new
economic void in the state, like the one experienced after the federal capital's
departure from the city of Rio de Janeiro and the unification of Guanabara with the
state. It is necessary to expand development in activities related to research and
development, artificial intelligence, the transformation industry, the technology
sector, and low-carbon activities, a movement similar to that undertaken in countries
with a significant productive structure for oil production (Yu lii, 2022).

Despite being a challenge for Rio de Janeiro, the energy transition can also be an
opportunity for its reindustrialization. The state, in addition to its oil profile, has the
potential for the development of other activities in the energy sector associated with
low-carbon activities, such as offshore wind power generation and green hydrogen
production (FIRJAN, 2024). Rio de Janeiro is one of the states with the greatest
potential for offshore wind generation in the country, according to the Energy
Research Company - EPE (2020). Furthermore, the experience acquired in the
production of oil and natural gas in an offshore environment brings an advantage for
the development of activities in the state that are in this environment due to the
existence of already developed naval infrastructure (FIRJAN, 2024).

In addition to the direct effects these activities can generate in the economy, they
also have the capacity to foster the development of a local productive chain, such
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as, for example, the development of wind turbine manufacturing, or the use of green
hydrogen for the production of green steel (CNI, 2023). It is noted, therefore, that
these are examples of potential expansion activities that can strengthen Rio de
Janeiro's industry and contribute to the diversification of its economy.

In this sense, taking advantage of the opportunities generated by the energy
transition can contribute to making Rio de Janeiro's productive structure diversified,
with a greater industrial presence, and consequently, more resilient than the
currently fragile one.

For this, however, one must first seek the stabilization of Rio de Janeiro's troubled
political environment by signaling that the state's objective is to foster the economy,
together with plans for: fiscal stabilization, public security, the fight against
corruption, and the provision of quality public services to the population.

6 Final Considerations

This article sought to relate the fluminense deindustrialization process with the
political context of the state's formation. The objective was to show that the state's
current economic results reflect past choices, where there was an absence of
implementation of a regional economic development plan for Rio de Janeiro.
Consequently, in recent decades, the state's economic performance has been
widespread and stands out as one of the worst in the country, with emphasis on the
deterioration of the transformation industry, a crucial activity for economic
development.

This result is a reflection of multiple factors experienced by the state over the last
century, such as high political tension, corruption cases, increased crime, precarious
provision of public services, unemployment, among others, generating a
combination of crises that reinforced each other. In all these cases, a lack of
prioritization of local interests, of the fluminense population, in favor of national
interests, oriented outside the sphere of the fluminense population, is noted.

In this troubled context, the energy transition adds another challenge to a state with
a productive structure dependent on oil production. However, it can be an alternative
for the establishment of an effective regional development planning that encourages
the emergence of a productive chain associated with low-carbon activities and,
thereby, favors economic diversification in Rio de Janeiro.

The history of Rio de Janeiro's economy up to this point does not define its future. It
is important to understand the factors that led the state to achieve the current results
so that they can be modified towards a more prosperous trajectory. The first step to
foster development must be the pursuit of stabilization of the political environment
so that, then, the economic environment can be stimulated.

Additionally, regional planning must be carried out. Although it is not trivial, there is a
need to gradually foster the restructuring of the fluminense economy. Rio de Janeiro
is not doomed to failure, but a change of course is necessary, beginning with the
strengthening of political institutions, so that society can develop in multiple aspects
and create the conditions for a more developed Rio de Janeiro.
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1. to promote and coordinate public intervention in the city’s urban space;

2. to provide and integrate the activities of the city’s geographic, cartographic,
monographic, and statistical information systems;

3. to support the establishment of basic guidelines for the city’s socioeconomic
development.

Special emphasis will be given to the articulation of the articles with the city's
economic development proposal. Thus, it is expected that the multidisciplinary
articles submitted to the journal will address the urban development needs of Rio de
Janeiro.
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